
I I I > I I > I R > » <»� 

INDEPENDENT 

S I \ D I E S 

In Defence of 

Global Capitalism 

Johan Norberg 



In Defence of 

Global Capitalism 



In Defence of 

Global Capitalism 

Johan Norberg 

Special Publication 8 

iMni ' i \ i ) i \ r 
S T i; D I E s 

2005 



First published 2001 in Sweden as Till VirUskapiuilismfm Foni'iir by l imbrn. 

Translaied and revised edition published 2 0 0 3 by the CJato Institute. 

Updated Australian edition published 200S by T h e Cent re lor Independent 

Studies L i in i ied . 

Views expressed in the publications of T h e Cent re lor Indej>cndcnt Studies are 

those of the authors and do not necessarily reflect the views o f the Centre's staff, 

Advisers, Directors or officers. 

National Library of Australia Caialoguing- in-Publ icat ion Data: 

Norberg, Johan. 1 9 7 3 - . 

I ' n i l varldslcapitaJismens fbrsvar. Rnglish] 

In defence of global capitalism. 

Australian ed. 

Includes index. 

I S B N 1 86432 103 2. 

I . G ip i ta l ism. 2. Free enterprise. 3. Free trade - Socialaspecis. 4 . 

Cilobalizarion - Economic aspeas. S . Global izat ion - S«>cial a-spccts. 

6. Poverty - Developing countries. I. C e n t r e for Indcficndcnt Studies 

(Australia). I I . Tit le. (Scries : Special publication (Centre lor Inde-

pendent .Studies (Australia)) ; no. 08 ) . 

. W . 122 

ilovct and book design by Caro lynn C h e n 

Printed by Harding Colour , (Queensland 

Pypcsct in AGaraniond 

© 2 0 0 5 T h e Centre for Independent Studies 

P O lk>x 9 2 , St Leonards. N S W . 1590 

c is^cis .org.au 

ww\v.cis.org.au 



Contents 

Publisher's Note vH 

Preface ix 

1. Every day in every way... 1 

The half truth 2 

Poverty reduction 5 

Hunger 9 

Education 12 

Democratisation 14 

Oppression of women 17 

China 20 

India 23 

Global inequality 25 

Reservations 29 

2.... and it's no coincidence! 31 

That's capitalism for you! 32 

Growth—a blessing 37 

Freedom or equality? Why choose? 46 

Property rights—for the sake of the poor 51 

The East Asian 'miracle' 58 

The African morass 62 

3. Free trade is fair trade 69 

Mutual benefit 70 

Important Imports 75 

Free trade brings growth 81 

No end of work 87 

Freedom of movement—for fjeople as well 94 



4. The development of the developing countries 99 

An unequal distnbution—of capitalism 100 

The white man's shame 103 

The case of Latin America 108 

On the trade route 112 

Let them keep their tariffs' 115 

The debt trap 118 

The right medicine 125 

5. Race to the top 129 

I'm all for free trade, but... 130 

Child labour 134 

But what about us? 137 

Big is tjeautiful 142 

Gold and green forests' 152 

6. Irrational, international capital? 163 

The leaderless collective 164 

Regulate more? 170 

Tobintax 173 

The Asian crisis 177 

Instead of crisis 181 

The dictatorship of the market? 184 

7. Liberalise, don't standardise 191 

The right to choose a culture 192 

The onward march of freedom 198 

Endnotes 203 

Index 217 



Publisher's Note 

T
o c o i n c i d e w i t h the p r c s c m a i i o n o f the 2 ( K ) S J o h n B o n n h o n L e c t u r e 

by J o l i a n Norlx -rg, the C e n t r e has re -pub l ished his bestselhng In 

Offence of Global (uipitalism for a n Aust ra las ian a u d i e n c e . W e believe 

this to be a very i m p o r t a n t book . As W o l f g a n p K a s p e r said in h is rc"view in 

Policy ( W i n t e r 2 0 0 2 ) N o r b e r g takes a 'good l<x)k at the ani i -globai i -sat ion 

lobb ies , f o u n d t h e m into lerably repressive, took a fresh look at the facts, 

a n d has m o u n t e d the mos t accessib le defence of in te rna t iona l c i>mpct i t ion 

a n d e c o n o m i c I r e e d o m thai 1 a m aware o f . T h e C !entre is very grateful lo 

the C a r o Ins t i tu te in W a s h i n g t o n , D . C . for a l l o w i n g us to use their 2 0 0 3 

t rans la t ion f r o m the S w e d i s h by Roger I 'anner a n d Ju l i an S a n c h e z . F o r 

(he n e w e d i t i o n , s o m e a m e n d m e n t s a n d updates have been m a d e a n d I 

a m gratefu l to A p r i l I 'a lmerlee a n d G a u r a v .Sodhi h)r their c f io r is o n this 

f ront . J o h a n N o r b e r g w i l l i n g l y accepted their suggest ions. C a r o l y n n C h e n 

l l . ls p l n \ l l l o l .1 i n . l s U t l u l . l l u l I U ' . I I I V C l I l - M l M l l o l l l u ' l l l . o k .Hid I l ls <1V< I S I C I 1 

its prtHluction. 

ITi is is a boj»k tha i s h o u l d be read by people o f all ages, but par t icular ly 

by the y o u n g . It speaks to them a n d is a n op t im is t i c g u i d e to a prosperous 

a n d freer fu ture . 

Greg Lindsay 

Executive Director 

Tfie Centre for Independent Studies 
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Preface 

O
u r a n a r c h i s t p a r t y w o n t h e i c l i o o l c l c c i i o n ! 

I t w a s t h e f a l l semes te r o f 1 9 8 8 at o i i r s c h « K ) l — w e w e r e abt )ut 

1 6 at t h e t i m e — i n a w e s t e r n s u b i i r h o f . S t o c k h o l m . S w e d e n . A s 

u s u a l i n a n e l e c t i o n yea r , w e w e r e s t a g i n g a ' S C I H K ) 1 e l e c t i o n ' o f o u r o w n . 

B u t m y best f r i e n d M a r k u s a n d I d i d n ' t be l i eve i n the s y s t e m . M a j o r i t y 

e l e c t i o n s , t o o u r w a y o f U K ) k i n g at t h i n g s , w e r e l i ke t w o w o l v e s a n d a l a m b 

v o t i n g o n w h a t t o h a v e fo r d i n n e r . T h e s c h o o l w a n t e d us to e l ec t s o m e o n e 

to r u l e u s , b u t w e w a n t e d to r u l e o u r o w n l i ves . 

P a r t l y , I suppn i sc , w e d i d it b e a i u s e w e fel t d i l T c r c n t f r o m the o t h e r s . 

I w a s i n t o l i s t e n i n g to c i c a r o n i c m u s i c a n d g o t h . p r e f e r a b l y d ressed i n 

b l a c k a n d w i t h m y h a i r c o m b e d b a c k . W e w a n t e d to p l a y m u s i c a n d read 

b o o k s , w h i l e o t h e r s s e e m e d m o s t l y p r e » K . c u p i c d w i t h o w n i n g the r igh t 

a c c e s s o r i e s a n d f i t t i n g i n . T h e r i gh t w i n g , it s e e m e d to u s , w a s u p p e r c lass 

e s t a b l i s h m e n t , d e a d set a g a i n s t a n v i h i n g d i f f e r e n t . B u t w e d idn ' t feel a n v 

m o r e at h o m e w i t h t h e l e f t , w h i c h t o u s m e a n t d r a b g o v e r n m e n t b u r e a u c r a c y 

a n d r e g i m e i u a t i o n . h v e n i f w e p re fe r r ed S i s t e r s o f M e r c y a n d the S w e d i s h 

p u n k s i n g e r T h a s t r o m , i t w a s J o h n l e n n o n ' s " im- ig ine there 's n o c o u n t r i e s ' 

w e b e l i e v e d i n . N a t i o n - s t a t e s s h o u l d be a l w l i s h i - d a n d p e o p l e a l l o w e d to 

m o v e f ree ly , t o c o o p e r a t e o f t he i r o w n free w i l l , e v e r y w h e r e i n the w o r l d . 

W e w a n t e d a w o r l d w i t h o u t c o m p u l s i o n , w i t h o u t r u l e r s . C l e a r l y , t h e n , w e 

w e r e n e i t h e r r i g h t w i n g n o r lef t w i n g , n e i t h e r C o n s e r v a t i v e s n o r .Soc ia l 

D e m o c r a t s . W e w e r e a n a r c h i s t s ! 

S o w e s t a r t e d ' A n a r c h i s t F r o n t ' a n d p u t o u r s e l v e s d o w n as c a n d i d a t e s i n 

t h e s c h o o l e l e c t i o n o n a r a d i c a l , h u m o r o u s t i c k e t . W e p u t u p h a n d w r i t t e n 

|>osters o n t h e w a l l s at s c h o o l , a.sk ing t h i n g s l i k e : ' W h o ' s g o i n g to r u n y o u r 

l i f e — y o u o r 3 4 9 M P s ? ' W e d e m a n d e d t h e a l x i l i t i o n of t h e g o v e r n m e n t 

. . . a n d o f t h e b a n o n b i k e s i n d i e s c h o o l y a r d . M u s t o f t h e t e a c h e r s t<H>k 

a d i m v i e w o f t h i s , f e e l i n g tha t w c w e r e m a k i n g a f a r c e o f t h e e l e c t i o n , 

w h i l e w e t h o u g h t t h a t w e w e r e m a k i n g «)ur v o i c e s h e a r d i n t r u e d e m o c r a t i c 

f a s h i o n . B e i n g c a l l e d to t h e h e a d m a s t e r ' s o f f i ce f o r a c h e w i n g - o u t m e r e l y 

s t r e n g t h e n e d o u r r e b e l l i o u s s p i r i t . 



W c did w e l l i n a t o u g h c a m p a i g n , p o l l i n g 2 5 % o f t h e v o t e s . T h e S o c i a l 

D e m o c r a t s c a m e s e c o n d w i t h 19%. W c were p s y c h e d , c o n v i n c e d t h a t t h i s 

w o u l d b e the star t o f s o m e t h i n g b i g . . . . 

T h a i w a s 1 7 yea rs ago . I n t h e m e a n t i m e , I h a v e c h a n g e d m y m i n d 

a b o u t a n u m b e r of t h i n g s . I h a v e c o m e to r e a l i s e t h a t q u e s t i o n s c o n c e r n i n g 

i n d i v i d u a l s , soc ie ty , a n d f r e e d o m a rc m o r e c o m p l i c a t e d t h a n 1 t h e n b e l i e v e d . 

T h e r e a r c t o o m a n y c o m p l e x i t i e s a n d p r o b l e m s i n v o l v e d f o r e v e r y t h i n g to 

be se t t led i n one d r a s t i c U t o p i a n s t r o k e . I h a v e c o m e to rea l i se tha t w e d o 

n e e d s o m e g o v e r n m e n t to p r o t e a l i b e r t y a n d p r e v e n t t h e p o w e r f u l f r o m 

o p p r e s s i n g i n d i v i d u a l s , a n d 1 n o w b e l i e v e t h a t r e p r e s e n t a t i v e d e m o c r a c y 

is p r e f e r a b l e to a l l o t h e r s y s t e m s for t h i s ve r \ - purpo.se o f p r o t e c t i n g the 

r i gh t s o f t h e i n d i v i d u ; d . 1 rea l i se n o w tha t t h e m o d e r n i n d u s t r i a l s o c i e t y o f 

w h i c h I w a s s o w a r y h a s i n tact m a d e p o s s i b l e a f a n t a s t i c s t a n d a r d o f l i v i n g 

a n d w i d e s p r e a d f r e e d o m . B u t toy f u n d a m e n t a l u r g e f o r l i b e r t y is t h e s a m e 

t o d a y as i n tha t w o n d e r f u l e l e c t i o n c a m p a i g n o f 1988. I w a n t p e o p l e t o b e 

f ree, w i t h n o o n e o p p r e s s i n g a n y o n e e l se , and w i t h g o v e r n m e n t s f o r b i d d e n 

to f e n c e p e o p l e i n o r to e x c l u d e t h e m w i t h t a r i f f s a n d b o r d e r s . 

T h a t is w h y I l ove w h a t is r a t h e r b a r r e n l y t e r m e d ' g l o b a l i s a t i o n ' , t h e 

p r o c e s s b y w h i c h p e o p l e , i n f o r m a t i o n , t r a d e , i n v e s t m e n t s , d e m o c r a c y , and 

t he m a r k e t e c o n o m y a re t e n d i n g m o r e a n d m o r e to c r o s s n a t i o n a l b o r d e r s . 

T h i s i n t c r n a t i o n a l i s a t i o n h a s m a d e u s less c o n s t r i c t e d b y m a p m a k e r s ' 

b o u n d a r i e s . 

P o l i t i c a l p o w e r h a s a l w a y s been a c r e a t u r e o f g e o g r a p h y , b a s e d o n 

p h y s i c a l c o n t r o l o f a c e n a i n t e r r i t o r y . G l o b a l i s a t i o n is e n a b l i n g u s m o r e a n d 

m o r e to o v e r r i d e these t e r r i t o r i e s , b y t r a v e l l i n g i n p e r s o n a n d b y t r a d i n g 

o r i n v e s t i n g a c r o s s n a t i o n a l b o r d e r s . O u r o p t i o n s a n d o p p o r t i m i t i c s h a v e 

m u l t i p l i e d a s t r a n s p o r t a t i o n cos ts h a v e f a l l e n , as w c h a v e a c q u i r e d n e w 

a n d m o r e e f f i c i e n t m e a n s o f c o m m u n i c a t i o n , a n d as t r a d e a n d a i p i t a l 

m o v e m e n t s h a v e been l i b e r a l i s e d . 

W c don ' t have to s h o p w i t h the b i g l o c a l c o m p a n y ; w c c a n t u r n to a 

fo re ign c o m p e t i t o r . W e don' t have to w o r k tor t he v i l lage 's o n e a n d o n l y 

e m p l o y e r ; w c c a n seek o u t a l i e r n a i i v c o p j x j r t u n i t i c s . W e don't h a v e to m a k e 

d o w i t h l oca l c u l t u r a l a m e n i t i e s ; the w o r l d ' s c u l t u r e is at o u r d i s p o s a l . W e 

don' t have to s p e n d o u r w h o l e l ives i n o n e p l a c e ; w c c a n t rave l a n d rclcKaic. 

T h o s e f a c t o r s lead to a l i b e r a t i o n o f o u r t h i n k i n g . W c n o l o n g e r se t t le 

for f o l l o w i n g the l oca l r o u t i n e ; w c w a n t t o c h o o s e a c t i v e l y a n d f ree ly . 

C ^ o m p a n i c s , p o l i t i c i a n s , a n d a s s t x r i a t i o n s h a v e to e x e r t t h e m s e l v e s to e l i c i t 

in te res t or s u p p o r t f r o m p e o p l e w h o h a v e a w h o l e w o r l d o f o p t i o n s to 

c h o o s e f r o m , ( d u r a b i l i t y t o c o n t r o l o u r o w n l i v e s is g r o w i n g , a n d p r o s p e r i t y 

is g r o w i n g w i t h i t . 



T h a t i.s w h y I f ind it pathet ic w h e n people w h o cal l themselves 

anarchi.sts engage in the g lohal isat ion s t r u g g l e — b u t again.st it , not for it! I 

v is i ted ( i o t h e n b u r g , .Sweden, in June 2 0 0 1 d u r i n g the b ig E u r o p e a n U n i o n 

s u m m i t . I w e n t there in o rder to exp la in w h y the p r o b l e m w i t h the E U 

I S that in m a n y w a y s it is fighting global isat ion a n d l ibera l isat ion, a n d lo 

present m y v i e w that bcirders s h o u l d be o|x.-ned a n d con t ro ls d i s m a n t l e d . 

I never got the c h a n c e to give m y speech, l l i e place w h e r e I was to 

speak was s u d d e n l y in the m i d d l e o f a batt le z o n e , w h e r e so-cal led anti 

g lobal isat ion anarch is ts were s m a s h i n g shops a n d t h r o w i n g stones at 

j K ) l i c c m e n w h o w e r e t r y i n g to defend a d e m o c r a t i c meet ing . T h e s e were 

"anarchists' d e m a n d i n g proh ib i t ions a n d contro ls a n d t h r o w i n g stones at 

people w i t h di f ferent va lues , 'anarchists' w h o insisted that the government 

retake c o n t r o l o f people w h o no longer f o u n d themselves const ra ined by 

nat iona l b o u n d a r i e s . T h e ) ' m a d e a m o c k e r y o l the idea ot f reedom. T o o u r 

cheer fu l A n a r c h i s t F r o n t , people l ike that hati n o t h i n g to d o w i t h a n a r c h i s m . 

In o u r s imp l i f i ed teenage vocabulary , they were , i f a n y t h i n g , fascists. 

B u t that v i o l e n c e is o n l y part o f a broader m o v e m e n t that is cr i t ical o f 

inc reas ing g loba l i sa t ion . I n the past l e w years , more a n d more people have 

been c o m p l a i n i n g that the n e w l iberty a n d in te rna t iona l ism have gone 

too far, g i v i n g rise to a hypercapi ta l ism". T h e protest m o v e m e n t against 

this m o r e g lobal c a p i t a l i s m may cal l i tself radical a n d profess to stand 

for e x c i t i n g n e w ideas , but its a r g u m e n t s actual ly represent the same o ld 

o p p o s i t i o n to free m a r k e t s a n d free trade that has a lways been s h o w n by 

na t iona l ru lers . M a n y g r o u p s — a u t h o r i t a r i a n T h i r d W o r l d regimes a n d 

E i i r t K r a i s , agra r ian m o v e m e n t s a n d m o n o p o l y c o r p o r a t i o n s , conservat ive 

in te l lectuals a n d n e w left m o v e m e n i . s — a r e afraid o f a g loba l ised h u m a n i t y 

a c q u i r i n g m o r e p o w e r at the expen.se of pol i t ical ins t i tu t ions . A l l of them 

are u n i t e d in v i e w i n g g loba l isa t ion as a m o n s t e r comple te ly out o f con t ro l , 

a m o n s t e r that has to be r o u n d e d up a n d restrained. 

M u c h o f the c r i t i c i s m o f g lobal isat ion is based o n p o r t r a y i n g it as 

s o m e t h i n g b i g a n d m e n a c i n g . O f t e n s u c h c r i t i c i s m is not reasoned 

a r g u m e n t , but flat s ta tements of tact. O i t i c s m a y say, for e x a m p l e , that 51 

( j f the w o r l d ' s biggest e c o n o m i e s are corpora t ions o r that s o m e t h i n g l ike 

U S $ 1 . 5 t r i l l ion arc m o v e d a r o u n d in financial markets every day, as i f size 

i tsel f were i n t r i n s i c a l l y d a n g e r o u s a n d terr i fy ing. B u t that is a r i thmet ic , 

no t a r g u m e n t . It r e m a i n s to be proved that b ig businesses o r h igh turnover 

a r c p r o b l e m s in themse lves . Frequent ly , the detractors fi)rget to prove any 

s u c h d i i n g . I n this b o o k I a rgue for the opposi te v iew: as long as w e are at 

l iber ty to p i c k a n d c h o o s e , there is n o t h i n g w r o n g w i t h cer ta in forms o f 

v o l u m a r y c o o p e r a t i o n gr t jw ing large th rough success. 

V , 



S u c h i m p o s i n g n u m b e r s a n d the a b s t r a c t t e r m ' g l o b a l i s a t i o n ' — c o i n e d 

i n the c-arly ' 6 0 s b u t i n c o m m o n use o n l y s i n c e t h e l ' > 8 0 s — c o n j u r e u p 

the i m a g e o f a n a n o n y m o u s , e n i g m a t i c , e l i i s i v e f o r c e . S i m p l y b e c a u s e 

g l o b a l i s a t i o n is g o v e r n e d by peop le 's i n d i v i d u a l a c r i o n s a c r o s s d i f f e r e n t 

c o n t i n e n t s , a n d no t f r o m a c e n t r a l c o n t r o l b o o t h , i t sc-cms u n c h e c k e d , 

c h a o t i c . P o l i t i c a l t heo r i s t B e n j a m i n B a r b e r e c h o e d t h e t h o u g h t s o f a h o s t 

o f l i k e - m i n d e d i n t e l l e c t u a l s w h e n he b e m o a n e d t h e a p p a r e n t a b s e n c e o f 

v i a b l e p o w e r s c a p a b l e o f o p p o s i n g , s u b d u i n g , a n d c i v i l i s i n g t h e a n a r c h i c 

f o r c e s o f t h e g l o b a l e c o n o m y ' . ' 

M a n y fee l p o w e r l e s s i n the face o f g l o b a l i s a t i o n , a n d t h a t f e e l i n g is 

u n d e r s t a n d a b l e w h e n w e c o n s i d e r h o w m u c h is d e t e r m i n e d b y t h e 

d e c e n t r a l i s e d d e c i s i o n s o f m i l l i o n s o f p e o p l e . I f o t h e r s a re f ree to r u n t h e i r 

o w n l i v e s , w e h a v e n o p o w e r o v e r t h e m . B u t i n r e t u r n , w e a c q u i r e a n e w 

p o w e r o v e r o u r o w n l i ves . T h a t k i n d o f p o w e r l e s s n c s s is a g o o d t h i n g . N o 

o n e is i n the d r i ve r ' s sea t , b e c a u s e a l l o f u s a r e s t e e r i n g . 

T h e i n t e r n e t w o u l d w i t h e r a n d d i e i f w e d i d n o t s e n d e - m a i l s , o r d e r b o o k s , 

a n d d o w n l o a d m u s i c e v e r y d a y t h r o u g h t h i s g l o b a l c o m p u t e r n e t w o r k . N o 

c o m p a n y w o u l d i m p o r t g o o d s f r o m a b r o a d if w e d i d n ' t b u y t h e m , a n d 

n o o n e w o u l d invest m o n e y o v e r the b o r d e r i f t h e r e w e r e n ' t e n t r e p r e n e u r s 

t he re w i l l i n g t o e x p a n d e x i s t i n g b u s i n e s s e s o r l a u n c h n e w o n e s i n r e s p o n s e 

to c u s t o m e r d e m a n d . G l o b a l i s a t i o n c o n s i s t s o f o u r e v e r y d a y a c t i o n s . W e 

eat b a n a n a s f r o m E c u a d o r , d r i n k w i n e f r o m F r a n c e , w a t c h A m e r i c a n 

m o v i e s , o r d e r b o o k s f r o m B r i t a i n , w o r k f o r e x f w r t c o m p a n i e s s e l l i n g to 

( i e r m a n y a n d R u s s i a , v a c a t i o n i n T h a i l a n d , a n d s a v e m o n e y fo r r e t i r e m e n t 

i n f u n d s i n v e s t i n g i n S o u t h A m e r i c a a n d A s i a . C a p i t a l m a y be c h a n n e l l e d 

b y f i n a n c e c o q i o r a t i o n s , a n d g o o d s m a y b e c a r r i e d a c r o s s b o r d e r s b y 

b u s i n e s s e n t e r p r i s e s , b u t chey o n l y d o t h e s e t h i n g s b e c a u s e w e w a n t t h e m 

to . G l o b a l i s a t i o n takes p l ace f r o m b e n e a t h , e v e n t h o u g h p o l i t i c i a n s c o m e 

r u n n i n g a f t e r it w i t h a l l so r t s o f a b b r e v i a t i o n s a n d a c r o n y m s ( F . U , I M F . 

U N , W T O . U N C T A D . O E C D ) i n a b i d to s t r u c t u r e t h e p r o c e s s . 

O f c o u r s e , k e e p i n g u p w i t h t h e t i m e s d o e s n ' t a l w a y s c o m e eas i l y , 

e s p e c i a l l y t o i n t e l l e c t u a l s i n t h e h a b i t o f h a v i n g e v e r y t h i n g u n d e r c o n t r o l . 

I n a b o o k a b o u t the 1 9 t h c e n t u r y . S w e d i s h p o e t a n d h i s t o r i a n E r i k G u s i a f 

G c i j e r , A n d e r s F . h n m a r k w r i t e s , a l m o s t e n v i o u s l y , t ha t G e i j c r w a s a b l e to 

k e e p h i m s e l f u p to da te o n a l l i m p o r t a n t w o r l d e v e n t s j us t b y s i t t i n g i n 

U p p s a l a r e a d i n g t h e Edinburgh Reviruj a n d the Qtuirterly Review.- I ha t 

is h o w s i m p l e a n d i n te l l i g i b l e t h e w o H d c a n b e w h e n o n l y a t i n y e l i t e i n 

t h e c a p i t a l s o f E u r o p e m a k e s a n y d i f f e r e n c e to t h e c o u r s e o f w o r l d e v e n t s . 

B u t h o w c o m p l e x a n d c o n f u s i n g e v e r y t h i n g is b e c o m i n g n o w tha t t h e 

o t h e r c o n c i n c n t s . ire a w a k e n i n g a n d d e v c l o p n u r i is a re . i lso b e g i n n i n g to be 
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affected by o r d i n a r y people's everyday d e c i s i o n m a k i n g . N o w o n d e r , then , 

that in f luent ia l p e o p l e , d e c i s i o n m a k e r s , a n d po l i t i c ians c l a i m that we' 

( m e a n i n g they) lose p o w e r because o f g lobal isat ion . They have Uist s o m e of 

it to us—to o r d i n a r y c i t i zens. 

N o t al l o f us arc g o i n g to be global jet-setters, but w e don't have to be in 

o rder to be a part o f the global isat ion process. I n par t icular , the poor a n d 

power less f ind thei r w e l l - b e i n g vastly improved w h e n inexix-nsive goods 

are n o longer e x c l u d e d by tari f f barr iers a n d w h e n foreign investments 

offer e m p l o y m e n t a n d s t reaml ine p r o d u c t i o n . T h o s e stil l l iv ing in the 

place w h e r e they were b o r n siatui to benefit e n o r m o u s l y f rom in format ion 

Ix- ing a l l o w e d to flow across Ix i rders , a n d f rom b e i n g free to choo,se their 

p<ilitical representat ives. B u t that requires more in the way o f democra t i c 

re forms a n d e c o n o m i c l iberal isat icm. 

U e m a n d m g m o r e l iber ty to p ick a n d choose m a y s o u n d tr ivial , but 

it isn't. T o those o f us in the aff luent w o r l d , the avai labi l i ty of non - loca l 

o p t i o n s m a y s e e m l ike a luxury , or even a n a n n o y a n c e . S a y what y o u wi l l 

about S t a r b u c k s o r t rashy A m e r i c a n reality s h o w s , but they aren't totally 

into lerable . W e l l , no t S t a r b u c k s , anyway. ITie ex is tence f rom w h i c h 

g loba l isa t ion de l ivers peop le in the T h i r d W o r l d really is inu»lerable. For the 

poor, ex is tence m e a n s abject poverty, filth, ignorance , a n d power lessness; 

it m e a n s a lways w o n d e r i n g w h e r e the next meal is c o m i n g f r o m ; it means 

w a l k i n g m a n y mi les to col lect water that m a y not be fit to d r i n k . 

W h e n g loba l i sa t i im k n o c k s at the d o o r of B h a g a n t , a n elderly 

agr icu l tu ra l v \o rker a n d ' u n t o u c h a b l e ' in the I n d i a n vi l lage of S a i j a n i , it 

leads to h o u s e s b e i n g bu i l t o f b r ick instead o f m u d , to people gett ing shoes 

o n thei r feet a n d c l e a n c l o t h e s — n o t r a g s — o n their back.s. O u t d o o r s , the 

streets n o w have d r a i n s , a n d the f ragrance of t i l led ear th has replaced the 

s t e n c h o f refuse. T h i r t y years ago Bh.tgant didn't k n o w he was l iv ing in 

I n d i a . Today he w a t c h e s w o r l d news o n te lev is ion. ' 

The n e w f r e e d o m o f c h o i c e means that people are no longer c o n s i g n e d 

to w o r k i n g for the vil lage's o n l y e m p l o y e r s , the large a n d power fu l farmers. 

W h e n the w o m e n get w o r k away f rom h o m e , they also b e c o m e more 

p o w e r f u l w i t h i n the fami ly . N e w capi ta l markets m e a n that Bhagant 's 

c h i l d r e n are not c o m p e l l e d to bor row m o n e y f rom usurers w h o col lect 

p a y m e n t in f l i t i i re labour . T h e yoke o f usury , by w h i c h the w h o l e vil lage 

was o n c e h e l d in th ra l l , van ishes w h e n people are able to go lo different 

b a n k s a n d b o r r o w m o n e y f r o m them instead. 

F -vcryonc in Bhagant ' s generat ion was il l iterate. In his chi ldren's 

g e n e r a t i o n , just a few w e r e able to a t tend s c h o o l , a n d in h is grandchi ldren 's 

g e n e r a t i o n , etvryone^ixs to s c h o o l . T h i n g s have i m p r o v e d , B h a g a n t finds. 



L i b e r t y a n d p r o s p e r i t y h a v e g r o w n . T o d a y the c h i l d r e n ' s b e h a v i o u r i s t h e 

b i g p r o b l e m . W h e n he w a s y o u n g , c h i l d r e n w e r e o b e d i e n t a n d h e l p e d i n 

t h e h o m e . N o w they h a v e g r o w n so t e r r i b l y i n d e p e n d e n t , m a k i n g m o n e y 

o f t h e i r o w n . S u c h t h i n g s c a n c a u s e t e n s i o n s , o f c o u r s e , b u t i t isn't q u i t e 

t h e s a m e t h i n g as t h e r i s k o f h a v i n g to w a t c h y o u r c h i l d r e n d i e , o r h a v i n g 

to se l l t h e m to a l o a n s h a r k . 

r h c s t a n d tha t y o u a n d I a n d o t h e r p e o p l e i n t h e p r i v i l e g e d w o r l d t a k e 

o n the b u r n i n g issue o f g l o b a l i s a t i o n c a n d e t e r m i n e w h e t h e r m o r e p e o p l e 

a re to s h a r e i n the d e v e l o p m e n t that has t a k e n p l a c e i n B h a g a n t ' s v i l l a g e or 

w h e t h e r t h a t d e v e l o p m e n t is to be r e v e r s e d . 

Critics of g l o b a l i s a t i o n o f t e n t r y t o p a i n t a p i c t u r e of n e o - l i b c r a l m a r k e t 

m a r a u d e r s h a v i n g sec re t l y p l o t t e d f o r c a p i t a l i s m to a t t a i n w o r l d m a s t e r y . 

W c f i n d p o l i u c a l t heo r i s t J o h n G r a y , f o r e x a m p l e , d e s c r i b i n g the s p r e a d «if 

f r e e - m a r k e t p o l i c i e s as a v i r t u a l coup dVtat s t a g e d b y ' r a d i c a l ' i d e o l o g u e s 

w h o m a n a g e l o ' i n f i l t r a t e ' g o v e r n m e n t . ' T h e g o a l o f t h i s r e v o l u t i o n , ' 

a c c o r d i n g to G r a y , ' w a s to i n s u l a t e n e o - l i b c r a l p o l i c y i r r e v e r s i b l y f r o m 

d e m o c r a t i c a c c o u n t a b i l i t y i n p o U t i o d l i f e . ' ' S o m e p u n d i t . s — a m o n g t h e m 

R o b e r t K u t t n e r , e d i t o r o f The American Prospect, a n d e c o n o m i s t J o s e p h 

S i i g l i i z — e v e n c h a r a c t e r i s e f r e e - m a r k e t a d v o c a c y as a k i n d o f q u a s i - r e l i g i o u s 

c u l t , w h i c h they c a l l m a r k e t f u n d a m e n t a l i s m ' . 

D e r e g u l a t i o n , p r i v a t i s a t i o n , a n d t r a d e l i b e r a l i s a t i o n , h o w e v e r , w e r e n o t 

i n v e n t e d b y u l t r a - l i b e r a l i d e o l o g u e s . T r u e , t h e r e w e r e p o l i t i c a l l e a d e r s — 

R e a g a n a n d T h a t c h e r , f o r i n s t a n c e — w h o h a d b e e n i n s p i r e d b y e c o n o m i c 

l i b e r a l i s m . B u t the b iggest r e f o r m e r s w e r e c o m m u n i s t s i n C h i n a a n d t h e 

S o v i e t U n i o n , p r o t e c t i o n i s t s i n L a t i n A m e r i c a , a n d n a t i o n a l i s t s i n A s i a . I n 

m a n y o t h e r E u r o p e a n c o u n t r i e s , t h e p r o g r e s s h a s b e e n s p u r r e d b y S o c i a l 

DcmtKrats. I n s h o r t , t h e n o t i o n o f c o n s p i r a t o r i a l u l t r a - l i b e r a l s m a k i n g 

a r e v o l u t i o n by s h t x k t h e r a p y is c o m p l e t e l y o f f t h e m a r k . I n s t e a d , i t is 

p r a g m a t i c , o f t e n a n t i - l i b e r a l p o l i t i c i a n s , r e a l i s i n g t h a t t h e i r g o v e r n m e n t s 

h a v e g o n e t o o far i n t h e d i r e c t i o n o f c o i u r o l - f r e a k e r y . w h o h a v e f o r t h i s 

v e r y r e a s o n b e g u n l i b e r a l i s i n g t h e i r e c o n o m i e s . T h e a l l e g a t i o n o f l i t x r r a l -

c a p i i a l i s i w o r l d d o m i n i o n h a s to I K h i r t h e r t e m p e r e d b y t h e o b s e r v a t i o n 

that t o d a y w e p r o b a b l y h a v e t h e b igges t p u b l i c s e c t o r s a n d t h e h i g h e s t 

taxes t h e w o r l d h;is ever k n o w n . T h e l i b e r a l i s a t i o n m e a s u r e s t h a t h a v e b e e n 

i n t r o d u c e d m a y h a v e a b o l i s h e d s o m e o f t h e pa.st's c e n t r a l i s t e x c e s s e s , b u t 

t hey h a v e h a r d l y u s h e r e d i n a s y s t e m o f Liissez faire. A n d b e c a u s e t h e r u l e r s 

h a v e r e t r ea ted o n t h e i r o w n t e r m s and at t h e i r o w n s p e e d , t he re is r e a s o n 

to a s k w h e t h e r t h i n g s r tsd iy h a v e g o n e t o o far. o r w h e t h e r t h e y h a v e n o t 

g o n e far e n o u g h . 
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W h e n I say that 1 m e a n to de fend cap i ta l i sm, w h a t I have in m i n d 

is the cap i ta l is t ic f r e e d o m to p roceed by trial a n d error, w i t h o u t h a v i n g 

to ask ru lers a n d border off icials for p e r m i s s i o n first. That is the l iberty 

that 1 o n c e t h o u g h t a n a r c h y w o u l d b r i n g , but u n d e r the cont ro l o f laws 

e n s u r i n g that o n e person's f reedom wi l l not e n c r o a c h «in o ther people's. I 

w a n t e v e r y o n e to h a v e that l iberty in a b u n d a n c e . I f the cr i t ics o f cap i ta l i sm 

feel that w e a l ready h a v e a s u p e r a b u n d a n c e of that l iberty today, I w o u l d 

l ike to h a v e m o r e s t i l l — a super d u p e r a b u n d a n c e it p o s s i b l e — e s p e c i a l l y 

fi)r the p o o r o f the wor ld 's p o p u l a t i o n , w h o as th ings n o w s tand have 

l i tde say regard ing the i r w o r k a n d c o n s u m p t i o n . T hat is w h y I d o not 

hesitate to ca l l this b o o k In Deffttce of Global CtipiMlism, even though 

the 'capi ta l ism" I ce lebrate is really m o r e a possible fun i re than a cur rent ly 

ex is t ing s y s t e m . 

B y c a p i t . d i s m I d o not specif ical ly mean an e c o n o m i c system o f capita l 

o w n e r s h i p a n d i n v e s t m e n t oppor tun i t i es . I ho.sc th ings c a n also c"xist in a 

c o m m a n d e c o n o m y . W h a t I m e a n is the l iberal market e c o n o m y , w i t h free 

c o m p e t i t i o n based o n the right to use one's proper ty a n d the f reedom to 

negot iate , to c o n c l u d e agreements , a n d to s t a n up b u s i n e s s act ivi t ies. W h a t 

1 a m d e f e n d i n g , t h e n , is i n d i v i d u a l l iberty in the e c o n o m y . (Capitalists arc 

d a n g e r o u s w h e n , inste. id o f seek ing profit through c o m p e t i t i o n , thc-y jo in 

forces w i t h the g o v e r n m e n t . I f the state is a d ic ta to rsh ip , corpora t ions can 

easi ly be part ies tt) h u m a n rights v io la t ions , as a n u m b e r o f Weste rn oi l 

c o m p a n i e s h a v e Ix-en in A f r i c a n states. ' B y the s a m e t o k e n , capital ists w h o 

stalk the c o r r i d o r s of po l i t ica l power in search of benefits a n d privi leges are 

not true cap i ta l is ts . O n the contrary , they are a threat to the fi^ee market 

a n d as s u c h mi is t be c r i t i c i s e d a n d counte rac ted . O f t e n , b u s i n e s s m e n want 

to p lay p o l i t i c s , a n d po l i t i c ians want to play at b e i n g b u s i n e s s m e n . T hat is 

not a m a r k e t e c o n o m y ; it is a m i x e d e c o n o m y in w h i c h ent repreneurs a n d 

po l i t i c ians h a v e c o n f u s e d thei r roles. Free cap i ta l i sm exists w h e n po l i t ic ians 

pursue l iberal po l ic ies a n d ent repreneurs d o bus iness . 

W h a t I real ly be l ieve i n . first a n d foremost , isn't c a p i t a l i s m o r 

g loba l isa t ion . It isn't the s y s t e m s or regulatory codes that ach ieve all we sec 

a r o u n d us in the w a y of prosperi ty, i n n o v a t i o n , c o m m u n i t y , a n d cu l ture . 

F h o s e th ings a r c created by people. W h a t 1 believe in is man's capac i ty 

for a c h i e v i n g great th ings , a n d the c o m b i n e d fotce that results f rom o u r 

in te rac t ions a n d e x c h a n g e s . I p lead for greater l iberty a n d a more o p e n 

w o r l d , not b e c a u s e I be l ieve o n e system happens to be m o r e eff icient 

than a n o t h e t , but b e c a u s e tho.se th ings prov ide a .setting that unleashes 

i n d i v i d u a l creat iv i ty as n o o ther system c a n . T h e y spur the d y n a m i s m that 

has led to h u m a n , e c o n o m i c , s c i e n u f i c , a n d technica l a d v a n c e s . B e l i e v i n g in 
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c a p i t a l i s m d o e s no t m e a n b e l i e v i n g i n g r o w t h , t h e e c o n o m y , o r e f f i c i e n c y . 

D e s i r a b l e as t h e y m a y be , t hose a r c o n l y t h e r c s u l u . A t i ts c o r e , b e l i e f i n 

c a p i t a l i s m is b e l i e f in m a n k i n d . 

L i k e m o s t o t h e r l i be ra l s , I c a n e n d o r s e t h e o p i n i o n o f F r e n c h scKialist 

p r i m e m i n i s t e r L i o n e l J o s p i n tha t w e m u s t h a v e a " m a r k e t e c o n o m y , n o t 

a m a r k e t s o c i e t y ' . M y a i m is n o t fo r e c o n o m i c t r a n s a c t i o n s to s u p p l a n t 

a l l o t h e r h u m a n r e l a t i o n s . M y a i m is f r e e d o m a n d v o l u n t a r y r e l a t i o n s i n 

a l l f i e lds . I n t h e c u l t u r a l a r e n a , tha t m e a n s f r e e d o m o f e x p r e s s i o n a n d o f 

ilie p ress . I n p o l i t i c s , i t m e a n s d e m o c r a c y a n d t h e r u l e o f l a w . I n s o c i a l 

l i fe , it m e a n s the r i gh t to l i ve a c c o r d i n g to o n e ' s o w n v a l u e s a n d to c h o o s e 

one ' s o w n company. A n d i n the e c o n o m y , i t m e a n s c a p i t a l i s m a n d f ree 

m a r k e t s . 

I t is n o t m y i n t e n t i o n tha t w e s h o u l d p i u p r i c e tags o n e v e r y t h i n g . T h e 

i m p o r t a n t t h i n g s i n l i f e — l o v e , f a m i l y , f r i e n d s h i p , o n e ' s o w n w a y o f l i f e — 

c a n n o t be a s s i g n e d a d o l l a r v a l u e . T h o s e w h o b e l i e v e t h a t , to t h e l i b e r a l 

m i n d , p e o p l e a l w a y s ac t w i t h the a i m o f m a x i m i s i n g t h e i r i n c o m e k n o w 

n o t h i n g a b o u t l i be ra l s , a n d a n y l i b e r a l w h o d o e s t h i n k tha t w a y k n o w s 

n o t h i n g o f h u m a n n a t u r e . It is no t a d e s i r e f o r b e t t e r p a y m e n t t h a t m o v e s 

m e to w r i t e a b o o k . ibou t the v a l u e o f g l o b a l i s a t i o n i n s t e a d o f b e c o m i n g 

a n a c c o u n t a n t o r a f i s h e r m a n . I a m w r i r i n g a b o u t s o m e t h i n g I I x r l i e ve i n , 

s o m e t h i n g tha t m a t t e r s . A n d I w i s h to l i v e i n a l i b e r a l stKiety b e c a u s e s u c h 

a s o c i e t y g i v e s peop le t h e r i gh t t o c h o o s e w h a t m a t t e r s to t h e m . 

L a s t o f a l l , I o f f e r m y hear t fe l t t h a n k s to t h e f r i e n d s w h o h e l p e d m e 

to m a r s h a l m y t h o u g h t s o n these m a t t e r s , f o r t h e s i m p l e r e a s o n tha t t h i s 

s u b j e c t a l s o m a t t e r s to t h e m , e s p e c i a l l y i n t h e c a s e o f F r e d r i k F l r i x o n , S o f i a 

N e r b r a n d , a n d . M a u r i c i o R o j a s . A b i g t h a n k y o u a l s o to B a r b r o B e n g t s o n , 

( " h a r l o t t e H a g g b L i d . a n d K r i s t i n a v o n U n g e for t h e i r e f h c i e n c y i n m a k i n g 

m y m a n u s c r i p t p r e s e n t a b l e . 

T o m e , the u l t i m a t e p r o o f tha t g l o b a l i s a t i o n is a rea l i t y , is tha t m y 

tht )ughis o n the s u b j e c t a re n o w I x - i n g p u b l i s h e d in A u s t r a l i a — l i t e r a l l y o n 

the o t h e r s i d e o f t h e p l a n e t . I o w e e v e r y b o d y at "I h e C e n t r e fo r l n d e f » e n d e n i 

S t u d i e s a deb t of g r a t i t u d e fo r p r o v i d i n g me w i t h t h a t e x a m p l e o f t h e 

g loh . i l i s . i i i on ot uliMs. 

Jofian Norberg 

Sydney, October 2CW5 



Chapter 1 

Every day in every way. 



The half truth 

A
t least since 1014, when Archbishop Wiilfstan, preaching in York, 

declared that 'The world is in a rush and is getting close to its 

end', people h.tvc believed that everything is growing worse, that 

things were bener in the old days. Much of the discussion surrounding 

globalisation presupposes that the world is rapidly going to hell in a 

h.indbaskct. A few years ago, the late Pope John Paul I I ixhocd his 

colleague of a thousand years ago by summing up world development in 

the following terms: 

Various places are witnessing the resurgence of a cenain capitalist 

neoliberalism which subordinates the human person to blind market 

forces and conditions the development of peoples on those forces.... 

In the international community, we thus sec a small number of 

countries growing exceedingly ricli at the cost of the increasing 

impoverishment of a great number of other countries; as a result 

the wealthy grow ever wealthier, while the poor grow ever poorer.' 

The world is said to have become incrc-asingly unfair. The chorus of the 

debate on the market economy runs: 'The rich are getting richer, and the 

poor are getting poorer.' Th is statement is olTcrcd as a dictate of natural 

law, not as a thesis to be argued. Rut it wc look beyond the catchy slogans 

and study what has actually happened in the world, we find this thesis to 

be a half-trutli. The first lialf is true: the rich have indeed grown richer— 

not all of them everywhere, but generally speaking. Those of us who are 

privileged to live in aflflucnt countries h.ive grown appreciably richer in 

the past few decades. So too have the Th i rd World rich. But the stxt)nd 

half is, quite simply, wrong. The poor have not, generally sf>eaking, come 

to be worse oft in recent decades. O n the contrary, absolute poverty has 

diminished, and where it was quantitatively greatest—in Asia—many 

hundreds of millions ol f̂ ieople who barely 20 years ago were struggling 

to make ends meet have begun to achieve a secure existence and even a 

modest degree of affluence. Global misery has diminished and the great 

injustices have staned to unravel. 1 his opening chapter will contain a 



succession of figures and trend descriptions that arc necessary to correct 

the very widespread misunderstanding that exists concerning the state ol 

the world.' 

One of the most interesting books published in recent years is On Asian 

Time: India. China, Japan 1966-1999, a travelogue in which Swedish 

author Lasse Berg and photographer Stig Karlsson describe new visits to 

Asian countries where they travelled during the 1960s. ' Then, they saw 

poverty, abject misery, and imminent disaster Like many other travellers 

to those ct>untries, they could noi bring themselves to hold out mudi hope 

for the Juiure, and they thought that sjicialist revtiliition might be the 

only way out. Returning to India and China in the 1990s, they could not 

help seeing how wrong they were. More and more people have extricated 

themselves from poverty: the problem of hunger is steadily diminishing; 

the streets are cleaner. Mud huts have given way to brick buildings, wired 

up for clcctriciry and sporting television aerials on their roofs. 

When lk"rg and Karlsson first visited Calcutta, a tenth of its inhabitants 

were homeless, and every morning trucks sent by the public authorities or 

missionary societies would go around collecting the bodies ol those who 

had died in the night. Thirty years later, setting out to photograph people 

living on the streets, they had difficulty in finding any such people. The 

rickshaw, a passenger cart pulled by a barefoot man, is disappearing from 

the urban scene, and people are travelling by car. motorcycle, and subway 

instead. 

When Berg and Karl.s.son showed young Indians photographs of what 

things looked like on thai last visit, they refused to Inlieve that it was even 

the same place. C^u ld things really have been so dreadful? One striking 

illustration of the change is provided by a pair of photographs on page 

42 of their book. In the old one, taken in 1976, a 12-year-old Indian girl 

named Satto holds up her hands. They are already furrowed and worn, 

prematurely aged by many years' hard work. The rcxent picture shows 

Satto's 13-year-oId daughter .Seema, also holding up her hands. They arc 

young and soft, the hands of a child whose childhood has not been taken 

away from her. 

The biggest change of all is in peoples thoughts and dreams. Television 

and newspapers bring ideas and images from the other side of the globe, 

widening people's notions of what is possible. Why should one have to 

spend all one's life in one place? Why must a woman be forced to have 

children early and sacrifice her career? Why must marriages be arranged— 

and the untouchables excluded from them—when family relations in other 

countries are so much freer? Why make do with this kind of govcrnmem 



when there are ahernative political systems availahic? 

Lassc Berg writes, self-criiically: 

Reading what we ohscrvcrs, foreigners as well as Indians, wrote in 

the 6()s and 70s, nowhere in these analyses do I see anything of 

present-day India. Often nightmare scenarios—ovcrpopiJation, 

tumult, upheaval or stagnation—but not this calm and steady 

forward-joking, and least of all this modernisation of thoughts 

.ind dreams. Who foresaw that consumerism would penetrate 

so deeply in and among the villages? Who foresaw that both the 

economy and general standard of living would do so well? Looking 

back, what the descriptions have in common is an overstatement 

of the extraordinar)-, frightening, uncertain (most writers had their 

personal hobby-horses and favourites) and an understatement of 

the force of normality.* 

The development described by lassc Berg has resulted, not from socialist 

revolution, but rather from a move in the past lew decades toward greater 

individual hberty. Freedom of choice and international exchange have 

grown, and investments and development .-issistance have transmitted ideas 

and resources, allowing the developing world to benefit from the knowledge, 

wealth, and inventions of other countries. Imports of medicines and new 

health care systems have improved living conditions. Mtxiern technology 

and new methods ol produaion have stepped up output and improved 

the food supply. Individual citizens have I>ecome more and more free to 

choose their own (Kcupatitms and to sell their products. We can tell from 

the statistics how this enhances national prosperity and reduces poverty 

among the popiUation. But the most important thing of all is liberty itself, 

the independence and dignir\' that autonomy confers on people who have 

l>een living under oppression. 

With the spread of humanist ideas, slavery, which a few centuries ago 

was a worldwide phenomenon, has been beaten down in one continent 

after another. It lives on today illegally but, since the libcrati»)n of the last 

slaves in the Arabian Peninsula in 1970, has been forbidden practically 

everywhere on earth. The forced labour of precapitalist economies is being 

rapidly superseded by freedom of contract and freedom of movement 

where the market breaks through. 



Poverty reduction 

B
etween 1965 and 1998, tlie average world citizen's income practically 

doubled, from US$2,497 to US$4,839, adjusted for purchasing 

power and inflation. Tha i increase hxs not come about through the 

industrialised nations multiplying their incomes. During this peritni ihc 

richest fifth of the world's population increased their average income from 

US$8,315 to US$14,623, or by roughly 75%. For the poorest fifth of the 

world's population, the increase has been faster still, with average income 

more than doubling during the same period from US$551 to US$1,137.' 

World consumption today is more than twice what it was in 1960. 

I hanks to material developments in the past half century, the world 

has over three billion more people hving above the poverty line. I his 

is historically unique. The United Nations Development Programme 

( U N D P ) has observed that, all in all, world poverty has fallen more during 

the past 50 years than during the preceding 500. In its Human Deirlopment 

Report 1997. the U N D P writes that humanity is in the midst of the second 

great ascent'. The first began in the 19th century, with the industrialisation 

of the United States and Kurope and the rapid spread of prosperity. 1 he 

second began during the post-war era and is now in full swing, widi first 

Asia and then the other developing countries scoring ever-greater vict«>ries 

in the war against poverty, hunger, disease, and illiteracy. 

The great success in reducing poverty in the 20th century shows that 

eradicating se\'ere poverty in the lirst decades of the 21 st century is 

feasible* 

Poverty is still rapidly diminishing. 'Absolute poverty" is usually defined 

as the condirion of having an income less than one dollar a day. In 1820 

something like 8 5 % of the world's population was living on the equivalent 

of less than a dollar a day. By 1950 that figure had fallen to about 50'!^) 

and by 1980 to 3 1 % . According to World Bank figures, absolute poverty 

has fallen since 1980 from 31 to 20% (a figure of 24% is often mentioned, 

meaning 24% of the population of the developing countries). The radical 

reduction of the past 20 years is unique in that not only the proportion but 



also the total number of people living in absolute poverty has declined— 

for the first time in world history. During these two decades the world's 

population has grown by a billion and a half, and yet the number of absolute 

poor has fallen by about 200 ntillion. That decrease is connected with 

economic growth. In places where prosperity has grown fastest, poverty has 

been most effectively combatted. In East Asia (China excluded), absolute 

poverty has fallen from 15 to just over 9%. in China from M to 17%. Six 

Asians in ten were absolutely poor in 1975. Today's figure, according to the 

World Bank, is fewer than 2 out of 10. 

Even those encouraging findings, however, almost certainly overestimate 

world poverty significantly because the World Bank uses notoriously 

unreliable surve\' data as the basis for its own assessments. Former World 

Bank economist Surjit S. Bhalla rtxcntly published his own calcidations, 

supplementing survey results with national accounts data. Th is method, he 

argues convincingly, is far more likely to provide an accurate measurement. 

Bhalla found that pt)verty had fallen precipitously, from a level of 4 4 % in 

1980 to 13% at the end of 2002. I f those figures arc correct, then the 

last 20 years have seen an extraorditiary, unprecedented reduction of 

poverty—twice that achieved in any other 20-year peri«)d on record. The 

UN's goal of lowering world poverty to below 15% by 2015 has already 

l>een achieved and surpassed.^ 

'But.' the sceptic asks, 'what do people in the developing countries 

want consumption and growth for? Why must wc force our way of life 

upon them?' I he answer is that wc must not force a particular way of life 

on anyone. Whatever their values, the great majority of people the world 

over desire better material conditions, for the simple reason that they wil l 

then have more options, regardless ol how they then decide to use that 

increased wealth. As Indian economist and Nobel laureate Amartya Sen has 

emphasised, poverty is not just a material problem. Poverty is something 

wider: it is about powcricssncss, about being deprived of basic opportunities 

and freedom of choice. Small incomes are often symptomatic of the absence 

ol these things, of people's marginalisation or subjection to coercion. 

Human development means enjoying a reasonably healthy and secure 

existence, with a giKul standard of living and freedom to shape one's own 

life. It is imp<jrtant to investigate material development because it suggests 

how wealth can be produced and because it contributes to development in 

this broader sen.sc. Material resources, individual and societal, enable people 

to Iced and educate themselves, to obtain health care, and to be spared 

the pain of watching their children die. Those are pretty universal human 

desires, one finds, when jjcople arc allowed to choose for themselves. 



Average life expectancy is increasing 
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I he worldwide improvement in the human condition is reHccted in a 

very rapid growth o f average life expectancy. /\i the beginning of the 20th 

century, average life expectancy in the developing c<>untries w.xs imdcr 30 

years: by 1960 it had risen to 46. and in 2004 it was 65. Longevity in the 

developing countries today is nearly 15 years higher ihati it was a century ago 

in the world's /eaJing economy at the time. Britain. De\'eIopment has btx-n 

slowest in Sub-Saharan Africa, hut even there life expectancy has risen, from 

41 to 51 years since the 1960s. Average life expectancy remains highest in 

the most affluent countries—in the (Organisation for Economic Cooperation 

and Development ( O K C D ) countries it is 78—but the fastfsi improvemeni 

has been in the poor coimtrics. In 1960, their average life expectancy was 

60% o f that o f the affluent countries, lixlay it is more than 80%. Nine out 

o f every ten people in the world today can expect to live beyond 60. which 

is more than twice the average only 100 years ago. 

In On Asian Time, Berg describes returning to Malaysia 30 years after 

his first visit and suddenly realising that in the meantime the average life 

expectancy of the population h.is risen by 15 years. That means that the 

people he meets there have been able to celebrate every birthday since his 

la.st visit having come only half a year closer to death." 

The improvement in health has been pardy because o f better eating 

habits and living conditions, but also becau.se o f improved health care. 



fwcnty years ago there was one doctor for every thoasand pct)ple; today 

there are 1.5. In the very poorest countries, there was 0.6 of a doctor per 

thousand inhabitants in 1980: this statistic has almost doubled to 1.0. 

I'crhaps the most dependable indicator of the living conditions of the poor 

is infant mortality, which in the developing countries has fallen drastically. 

Whereas 18% of newbttrns—almost one in five!—died in 19S0. by 

1976 this figure had fallen to 1 1 % and in 2002 was only 6%. In the past 

30 years alone, mortality has been almost halved, from 107 deaths per 

thou.sand births in 1970 to 59 per thousand in 1998. More and more 

people, then, have been able to survive despite poverty. And even as more 

people in poor countries survive, a progre.ssively smaller proportion of the 

world's population is poor, which in turn suggests that the reduction of 

poverty has been still greater than is apparent from a superficial study of 

the statistics. 

Infant mortality Is declining 
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Hunger 

L
onger lives and better health arc connected with the reduction of 

one of the cruellest manifestations of underdevelopment—hunger 

Calorie intake in the Third World has risen by .^0% per capita since 

the 1960s. According to the U N Food and Agriculture Organisation, 960 

million people in the developing countries were undernourished in 1970. 

In 1991 the figure was 830 million, falling by 1996 to 790 million. In 

proportion to population, this is an immensely rapid improvement. Thirty 

years ago nearly .̂ 7Vb of the |H>pulation of the developing countries were 

afflicted with hiuiger. Today's figure is less than IH"/u. Many? Yes. Too 

many? O f course. Bui ihe number is rapidly declining. It took the first two 

decades of the 20th century for Sweden to be declared free from chronic 

malnutrition. In only .)0 years the proportion of hungry in the world has 

been reduced by halt, and it is expected to decline further, to 12% by 

2010. There have never been so many of us on earth, and we have never 

had such a good supj)ly of food. During the 1990s, the ranks of ihe hungry 

diminished by an average of 6 million every year, at the same time as the 

world s population grew by about 800 million. 

Things have moved f.rstest in East and .Southeast Asia, where the 

proportion of hungry has fallen from 4.^ to \ } % since 1970. In Latin 

America, it has fallen from 19 to 1 1 % , in North Africa and the Middle l -tsi 

from 25 to 9%, in .South Asia front .38 to 23%. The woisi developnuiit 

has occurred in Africa south of the Sahara, where the number of hungry 

has actually increased, from 89 to 180 million people. But even there 

ihe proportion of the population living in hunger has declined, albeit 

marginally, from 34 to 3 3 % . 

(ilobal food production hxs doubled during the past hall century, and in 

ihe developing countries it has tripled. Global food sup|»ly increased by 24%, 

from 2,257 to 2,808 calorics per person daily, between 1961 and 1999.1 he 

fastest increase iKCurred in the developing countries, where consumption rose 

by 39%, from 1,932 to 2,684 calories daily." Very little of this development 

is due to new land having been convened to agricultural use. Instead, the 

old land Ls lx:ing farmed more efficiently. The yield f>cr acre of arable land 

9 



World fiunger is declining 
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has virtually doubled. Wheat, maize, and rice prices have fallen by more than 

60%. Since the beginning of the 1980s alone, food prices have halved and 

production from a given area of land has risen by 2 5 % — a process that has 

been swifter in poor countries than in affluent ones. 

Such is the triumph of the 'grtren revolution". Higher-yield, more-

resistant crops have l>een developed, at the same time as sowing, irrigation, 

manuring, and harvesting methods have improved dramatically. New, 

efficient strains of wheat account for more than 7 5 % of wheat production 

in the developing countries, and farmers there are estimated to have 

earned nearly US$5 billion as a result of the change. In southern India, 

the green revolution is estimated to have boosted farmers' real earnings 

by 90% and those of landless peasants by 125% over 20 years. Its 

impact has bcxn least in Africa, but even there the green res-olution has 

raised maize production per acre by between 10 and 40%. Without this 

revolution, it is estimated that world prices of wheat and rice would be 

nearly 4 0 % higher than they are today and that roughly another 2 % of 

the world's children—children who arc now getting enough to cat— 

would have suffered from chronic malnourishment. Today's food problem 

has nothing to do with overpopulation. Hunger today is a problem of 

access to the available knowledge and technology, to wealth, and to the 

secure background conditions that make food production possible. Many 

researchers believe that if modem farming techniques were applied in all 

1 0 



the world's agricidture, we would already be able, here and now, to feed 

another billion or so people." 

The incidence of major famine disasters has also declined dramatically, 

largely as a result of the spread of democracy. Starv-ation has (Kcurred in 

states of practically every kind—communist regimes, colonial empires, 

technocratic dictatorships, and ancient tribal sticieties. In all cases they 

have been centralised, authoritarian states that suppressed free debate and 

the workings of the market. As Amartya Sen observes, there has never been 

a famine disaster in a dcm<x;racy. Even poor democracies like India and 

Botswana have avoided starvation, despite having a poorer food supply 

than many countries where famine has struck. By contrast, communist 

states like China, the .Soviet Union, Cambodia, Ethiopia, and North 

Korea, as well as colonies like India under the British Raj . have experienced 

starvation. Th is shows that famine is caused by dictatorship, not by food 

shortage. 1-aminc is induced by leaders destroying production and trade, 

making war, and ignoring the plight of the starving population. 

Sen maintains that democracies are spared starvation for the simple 

reason that it is easily prevented it the rulers of a society wish to prevent 

it. Rulers can refrain from impeding the distribution of food, and they 

can create jobs for people who would not be able to afford food purcha.scs 

in times of crisis. But dictators arc under n«) pressure: they can cat their 

fill however badly off their people are, whereas democratic leaders will be 

unseated if they fail to address food distrihuiion problems. Additionally, a 

free press makes the general public aware of the problems, so that they can 

be tackled in time. In a dictatorship, even the leaders may be deceived by 

censorship. Much evidence suggests that China's leaders were reassured by 

their «)wn propaganda and their subordinates' laundered statistics whi le 30 

million pc«)ple died of star\-ation during 'the (ireat Leap Forward' between 

1958 and 1961 . " 

.�\t the same time as more people arc getting the ftxxl they need, the 

supplyofpotabledrinkingwaier has doiiblii l. which is hugely important for 

the reduction of disease and infection in developing countries. Worldwide, 

eight people in ten now have access to pure water. A generation ago. 90% 

of the world's rural |x>pulation were without pure water. loday that applies 

to only 2 5 % . At the beginning of the 1980s. little more than half of India's 

popidation had access to pure water, while today the figure is nearer to 

90%. In Indonesia that percentage rose from 39 to 62. C^ountrics like 

Kuwait and Saudi Arabia today derive large pans of their water supply 

from desalination of .seawater. which is available in practically unlimited 

quantities. Desalination is a costly procc-ss, bur it shows that growing 

prosperity can solve problems of scarce resources. 

11 



Education 

E
ducadon is one of the most reliable methods of increasing people's 

development and earning prospects, yet many people are denied 

access to it. Access to education is very much a gender issue: roughly 

6 5 % of those who arc not allowed to attend school, and who therefore 

remain illiterate, are girls. It is also a poverty problem. In many countries 

the poorest people have no education at all. Poor families cannot send their 

children to school, either becau.sc school is too expensive to aftord at all 

or because the return on education is insufficient. In India, children from 

the wealthiest 15% of families receive ten years more schooling than those 

from the poorest 15%. And so it is no surprise that c-ducaiion is quickly 

extended when the economy gathers speed. Rising levels of education in 

turn act as a spur to economic growth. 

Participation in elementary education has come close to 100% in a 

constantly growing niunber of developing countries. T h e big exception, 

once again, is Africa south of the Sahara, and even there it has reached 

three-quarters ol the population. Participation in high-school education 

rose from 27% in I960 to 6 7 % in 1995. During that time, the proponion 

of children allowed to attend school rose by 80%. Today there are nearly 

785 million illirerare adults. That sounds like a lot, and indeed it is. but it 

reflects a significant decrease, from 7 0 % of the population of the developing 

world in the 1950s to less than 25% today. T h e very rapid spread of literacy 

in the world today is readily apparent from an examination of literacy rates 

.icross generations. Where the youngest people are concerned, illiteracy is 

rapidly disappearing. 

12 



Illiteracy is diminishing 
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Democratisation 

^ ^ ~ l u , K . I k r . H i n ; . ; s [ M t . i J of information and ideas throughout the 

world, coupled with rising education standards and growing 

prosperity, is prompting demands for genuine political rights. Critics 

of globalisation maintain that a dynamic market and international capital 

are a threat to democracy, but what they really sec threatened is the use 

that r/;ry would like to make ot democracy. Never before in human history 

have democracy, universal suffrage, and the free formation of opinion In-en 

as widespread as they arc today. 

A hundred years ago, no country on earth had universal and equal 

suffrage. The world was ruled by empires and monarchies. F.ven in the 

West, women were excluded from the dem»>cratic procevs. During the 20th 

century, large pans of the world were subjugated by communism, fxscism, 

or National Socialism, idet)logies that led to major wars and the political 

murder of more than 100 million people. Wi th just a few exceptions, those 

systems have fillen. The totalitarian states have collapsed, the dictatorships 

have been demcKratiscd, and the absolute monarchies have been de^>oscd. 

A hundred years ago, one-third of the world's population was governed by 

remote colonial powers. Today the colonial empires have been dismantled. 

In the past few decades alone, dictatorships have fallen like lx)wling pins, 

especially following the tearing down of the communist Iron Curtain. 

T h e end of the Cx)ld War als<» put an end to the unpleasant American 

strategy of supporting Thi rd World dictatorships as long as they opposed 

the Soviet bloc. 

According to the think tank Freedom House, there were 119 

democraties with miiltipariy sysuiiis and with universal, upial sutlr.ige in 

2004. Living in those democracies are stmic 3.5 billion people, or roughly 

60% of the world's population. Freedom I louse regards 89 countries, 

with a total of 2.8 bdlion inhabitants, as 'free' (i.e., democratic countries 

with civil rights). That is more than 4 0 % of the world's inhabitants, the 

biggest proportion ever. ITiat many, in other words, are l iving in states 

that guarantee the rule of law and permit free debate and an active 

opposition. 

14 



The world is being democratised 
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In 2002. there were 47 states that violated basic human rights. Worst 

among them were Burma, Cuba, Iraq, Libya, North Korea, Saudi Arabia, 

Sudan, Syria, and Turkmenistan—that is, the countries least affected by 

globalisation and least oriented in favour «if the market economy and 

liberalism. While deploring and combating their oppression, suppression 

of opinion, government-controlled media, and wiretapping, we should 

still remember that such was the normal state of affairs for most of the 

world s population only a few decades ago. In 1973 only 20 countries with 

[xjpulations of more than a million were democratically governed.'' 

During the 1990s the number of 'free' states in the world increa.scd 

by 2 1 , at the same time as the numlier of unfree ones declined by 3. This 

expansion of freedom has p r t K e c d e d parallel to the formation of many 

new states, following the disintegration of old ones like the Soviet Union. 

The democratic trend continues. And there is no reason to exf)cct it to end 

now. Now and then it is alleged that democracy is hard to reconcile with 

Islam, and so it may s e e m in the world today. But we should remember 

that many researchers were saying the same about Catholicism as recently 

as the 1970s, when Catholic countries included, for example, the military 

regimes of Latin America, the communist states of eastern Europe, and 

dictatorships like the Philippines under Ferdinand Marcos. 
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The number of wars has diminished by half during the past decade, 

and today less than 1 % o f the world's population arc directly affected by 

military conflicts. One rea-son is that democracies simply do not make war 

on each other; another is that international exchange makes conflict less 

interesting. With freedom of movement and free trade, citizens arc not all 

that interested in the size o f their country. People create prosperity, not by 

annexing land from another country, but by carrying on trade with that 

land and its resources. If, on rhc other hand, the world consists o f self-

contained nation-states, the land of other countries has no value until one 

is able to seize it. 

'The ox made peace' is a 16th<entury saying from the border country 

between Denmark and .Sweden. Farmers near the border made peace with 

each other against the wishes of their rulers because thty wanted to trade 

meat and butter for herring and spices. In the trenchant words o f the 1 ' ) th-

century French liberal Fr<fdiJric Bastiat, ' I f goods do not cross borders, 

soldiers will." Mutual dependence means fewer potential causes o f conflict 

between states. Cross-ownership, multinational corporations, investment, 

and privately owned natural resources make it fiard to tell where one 

country really ends and another begins. Several centuries ago, when the 

Swedes pillaged Europe, it was other people's resources they wrecked and 

stole. I f they were to do the same thing today, the victims would include 

many Swedish companies, not to mention .Swedish capital and .Swedish 

export markets. 

It has been asserted that the globalist challenge to nation-states leads 

to separatism and to local and ethnic ctmfl icts. There is indeed a risk o f 

separatist activity when national power is called into question, and the 

tragedy o f the former Yugoslavia is evidence of the bloody conflicts that 

can follow. Bui the number o f major internecine conflicts—those costing 

more than a thousand lives—fell from 20 to 13 between 1991 and 1998. 

Nine o f those conflicts occurred in Africa, the world's least democratised, 

least globalised, and least capitalist continent. T h e conflicts that follow the 

collapse o f totalitarian states are- primarily power struggles in temporary-

power vacuums. In several countries, ccntralis:iiion has prevented the 

evolution o f stable, democratic institutions and civil scKiei ies, and when 

centralisation disappears, chaos ensues pending the establishment o f new 

institutions, fherc is no re.i.son for believing this to be a new trend in a 

more internationalised and democratic world. 



Oppression of women 

O
ne of the world's cruellest injustices is the oppression of women. 

There are parts of the world where women are regarded as the 

property of men. A father is entitled to marry oil his daughters, 

and it is the husband who decides what work his wife is to do. In tnany 

countries, a husband owns his wife's passport or I D card, with the result 

that she cannot even travel freely in her own country. laws disqualify 

women from divorce, from ownership of property, and from work outside 

the home. Daughters arc denied the rights of inheritance enjoyed by sons. 

Cir ls receive nothing like the same education as boys, and very often no 

education at all. Women are abused and subjected to genital mutilation 

and tape without any intervention by the authorities. 

It is true, as many complain, that globalisation upsets old traditions and 

habits. How, lor example, do you maintain patriarchal family traditions 

when children are suddenly earning more than the head of the family? 

One of the traditions challenged by globalisation is the long-standing 

subjugation of women. Through ciJtural contacts and the interchange 

of ideas. nc"w hopes and ideals are disseminated. Indian women who 

can see oi\ television that women arc not necessarily hou.scwives begin 

to contemplate careers in law or medicine. .Some Chinese women who 

had previously been isolated have been inspired to press demands for 

greater autonomy and to make decisions of their own by the website 

gaogenxie.com. The site's name, which means "high-heeled shoes', is a 

symbol of freedom contrasting with the tradition of bound feet. When 

women begin making their own decisions about their consumer behaviour 

or their employment, they become more insistent in demanding equal 

liberr\' and power in other fields. 

Growing prosperity gives women more opportunity to become 

indcp>cndent and provide for themselves. Experience from Africa and 

elsewhere shows that women are often leading entrepreneurs for various 

kinds of small-scale production and exchange in the informal sector, which 

suggests that, absent discrimination and regidation by the government, the 

market is their oyster. And indeed, the worldwide spread of freer conditions 
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"My parents brought m e up to be pretty a n d w e l l - b e h a v e d . I w a s to be 

obedient a n d polite, submiss ive to them a n d my teachers . .. W h e n I 

eventually have children. I want to go in for equality within the family, 

t jetween man a n d w o m a n , between children a n d parents It wasn ' t 

like that for us. To my parents' generation it went without saying that 

the married w o m a n ' s life took p lace within the four wal ls of the home, 

wtiere s h e did everything, even if s h e w a s working. I think that a g e will 

s o o n be gone forever.' 

Shang Ying. a 21 -year-okJ Chinese girl employed a s 

a bank clerk in Shangha i . " 

o f service and freer markets has made it increasingly di f f icul t for w o m e n 

to be kept out. W o m e n today consti tute 4 2 % o f the wor ld 's wo rk force, 

compared wi th 3 6 % 20 years ago. Cap i ta l i sm doesn't care whether the best 

[ iroduccr is a man or a w o m a n . O n the contrary, d isc r im ina t ion is expensive 

because it involves the rejection o f cer ta in jjeople's goods and labour. A l l 

studies have shown that respect for women's rights and their abi l i ty to 

exert inf luence in the home are clt)sely bound up w i th their abi l i ty to find 

employment outside the home and earn an independent income. 

Technological progress can expedite social progress. W o m e n in Saudi 

Arabia arc prevented f rom showing themselves in publ ic unless fhc^ cover 

their whole bodies except the hands, eyes, and fee t. I hcy arc also disinial i i icd 

from dr iv ing cars and f rom doing other things. T h e practical effect o f this 

has been to exclude them from all economic activity. But now the internet 

and the telephone have suddenly made it possible for women to carrv' 

on business from home, at the computer. W i t h i n a short span o f t ime, a 

profixsion o f women-owned enterprises has come into being, deal ing, for 

example, in fashion, travel bookings, or conference and party arrangements. 

T h a t is one reason why something l ike two-th i rds o f internet users in Saudi 

Arabia arc women. W h e n several thousand w o m e n suddenly show that 

they are e\'ery bit as competi t ive as m e n . d iscr iminat ion notwi thstanding, 

the prohibit ions applying to them are made to look increasingly absurd. 

Awareness and cr i t ic ism o f gender d iscr iminat ion is g row ing . " 

DemcKrat isat ion gives w o m e n a voice in p>olitics, and in more and more 

countr ies the laws have been reformed to establish greater equal i ty between 

the sexes. D ivorce laws and rights o f inher i tance arc becoming less and less 

biased. Equal i ty before the law spreads w i t h democracy and capi ta l ism. 

T h e idea o f equal human dignit>' spreads, knock ing our d iscr iminat ion . 
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G e n d e r equi ty also grows with prosperity. A Wor ld Bank study oi 

educat ion in I nd ia tound that, al though boys arc more likely than girls to 

receive schooling ai all income levels, the rxtrnt o l the disparity' is highly 

wca l th -dcpcnden i . I n the wcahhicAt households, ihc srudv found only 

a 2.5 percentage point difference in the enrolment of male and female 

ch i ld ren. I'he di f ference was a whopp ing .M peaentagc points for chi ldren 

f rom the poorest househo lds . " In the most unequal parts ol the w o r l d — 

South As ia , A f r i ca , and the Midd le Eas t—the proport ion o f girls attending 

school has doub led in the past 25 years. The global difference |->ctween 

the p ro j x ) r i i on o f w o m e n and men respectively enabled to anend schiK)i 

has d im in i shed by more than ha l f in two decades. O n average in basic 

educat ion wor ldw ide . 4 6 % o f the pupi ls are girls. 

r ha t statistic is impor tant , not only for women but also for their 

ch i ld ren. Better educi i t ion and extra earnings for a mother quickly result in 

better nour ishment and educati<m for her chi ldren, whereas ihe connection 

between paternal i ncome and ch i ld welfare is less strong. In South As ia , 

where an i n h u m a n att i tude concerning the value o f women residted—and 

stil l d o e s — i n h igh morta l i ty rates among girls du r ing the first years o f life, 

gir ls now have a greater life expectancy at bir th than boys. T h e average 

l i fe expectancy o f w o m e n in the developing countr ies has incrc-ased by 

2 0 years du r i ng the past ha l f century. De\e lopment is .ilso giving women 

more power over their o w n bodies. Increased power for women in poor 

countr ies, and improved avai labi l i ty o f contracept ion, go hand in hand 

wi th reduced birthrates. 

Helen R a h m a n of S h o i s h a b . a n Oxfam-funded organisation working in 

Dhaka , B a n g l a d e s h , with d isadvantaged and h o m e l e s s children and 

wtth working w o m e n , maintains that the emergence of the country's 

textile industry during the past 20 years has given w o m e n better status: 

"The garment industry h a s stimulated a silent revolution of socia l 

c h a n g e . It u s e d not to b e acceptab le for a w o m a n to work outside her 

ne ighbourhood. Before , anyone w h o left the countryside to go to the 

city w a s in d i s g r a c e ; they were a s s u m e d to be involved in prostitution. 

Now it I S a c c e p t a b l e for five girls to rent a house together.' Helen has 

not iced c h a n g e s in s o c i a l behaviour too: 'The income the women earn 

gives them s o c i a l s ta tus a n d bargaining power. O n e very positive thing 

is that the a v e r a g e marr iage age h a s i n c r e a s e d . ' " 
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China 

A
bout hal l oi the world's poor hvc in the two most populous countr ies, 

Ind ia and (^hina. hence the great impor tance o f what happens 

in those countr ies. Bo th their economies have been extensively 

liberalised in the past 20 years. C h i n a s commun is t d ictatorship realised 

at the end o f the 1970s that col lect iv isat ion was imped ing development. 

Sti f l ing tentrali.scd con t ro l—such as the rc«|uirement that farmers deliver 

their own produce—impeded land renewal and lowered crop yields. D e n g 

X iaop ing . Ch ina 's ruler, wanted to keep fai th w i t h the distr ibut ive ideas o f 

social ism. Yet he reali.sed that he wou ld have to d istr ibute either poverty 

or prosperity, and that the latter could otdy be achieved by g iv ing people 

more freedom. A n d so in December 1978 . two years after the death o f 

C h a i r m a n M a o , D e n g embarked on a p rogramme o l l iberal isat ion. Ru ra l 

families that had previously Ix-en forced in to col lect ive fa rming were now 

entit led to set aside part o f their produce lor sale at market prices, a system 

that became increa.singly l iberal as t ime wen t o n . T h e C h i n e s e were thereby 

impel led to invest in agriculture and improve its eff iciency. T h e opt ion to 

drop out o f the collective and formal ly lease land f rom the government 

was taken advantage of to such a huge extent that nearly all farmland 

p;issed in to private hands in what may have been the biggest pr ivat isat ion 

in history. It paid off, w i th crop yields r is ing between 1978 and 1984 by an 

incredible 7 . 7 % annually. T h e same coun t r ) ' that 20 years earlier had been 

hit by the worst l i m i n e in human history now had a texKl surplus. 

Before long, s imi lar market incentivc-s began to be introduced in the 

rest o f the economy. First , economic free w>nes were .set up. Exempted 

from socialist controls, these zones a l U w e d C h i n e s e entrepreneurs to 

engage in foreign trade, and the great success o f this arrangement inspired 

l iberalisation measures across the board. T rade was permit ted in the 

countryside, and also between town and country . T h e former ly self-suff icient 

villages were integrated w i th regional and even nat ional markets. Increased 

product iv i ty and purchasing power induced many farmers to invest their 

capital in start ing up pri\-ate and c(x>perative industr ia l product ion. Since 

then, more and more previously inconceivable phcnomcn. i—freer labour 
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markets, foreign i rudc, direct foreign investmenis—have been embraced 

by the ct)nvent ional w isdom. 

In fo rmat ion about t l iosc developments is partly contradictory. t)wing 

to the d i f f icu l ty o f obta in ing hard facts in an immense dictatorship. B u i all 

observers agree that the economic growth and the rise in incomes observed 

in ( I h i n a arc un ique. T h e r e has been talk of almost 1 0 % growth annual ly 

in the 2 0 y c i r s fo l lowing the early reforms, and ( 'h ina 's gross domcs i ic 

product ( G D P ) has more than quadrupled. In 2 0 years. Ch ina 's economy 

li.is moved f rom eip ia l l ing C ic rmanys to exceeding the G e r m a n . French. 

I ta l ian, and Nord ic economies combined. I he 1978 l iberalisation enabled 

8 0 0 mi l l ion Ch inese farmers to double their incomes in on ly s ix years. 

Fxronomist Shu j ie Yao contends that absolute poverty was long concealed 

by C h i n a s off ic ial statist ics, but in terms ol a a u a l development hai l a 

bi l l ion Ch inese have left absolute |>overty behind them. ITie Wor ld Bank 

has character ised this phenomenon as the biggest and fastest poverty 

reduct ion in history ' . ' " 

D rama t i c cccmomic reversals may stil l take place in C h i n a . Under the 

protect ion o f capital regulations, colo.ssal loans have been channel led into 

the ineff ic ient nat ional government sector and companies favoured by state 

ofHcials. wh i le smal l and med ium enierpriscs (SMP-s) are undercapital ised. 

T h e author i t ies have protected banks ami corporat ions f rom outside 

scrut iny, wh i ch cou ld precipitate a crisis of huge proport ions. But the 

economy has undergone too much of a lunt lamental t ransformation lor a 

reversion to the p re -1978 situat ion, in terms of either policy or prosperity, 

to be possible. 

T h e T iananmen .Square massacre, ihe ban in many regi«)ns on hav ing 

more than one ch i l d , oppression in Hbet and .Sinkiang, the perscxution o f 

the f-alun G o n g movement , labour camps for polit ical pr isoners—these 

things show that, sadly, not everything has changed in C h i n a . C o m m u n i s t 

party oppressit)n lives o n . but fewer and fewer people expect it to surv ive 

economic l iberal isation in the long term. S imp ly through economic 

l iberal isat ion, c i t izens have come to enjoy important l iberties. Whereas 

formerly they had to w o r k wherever they were ordered to, today the 

Ch inese can choose their own employment . Travel and relocation u.scd 

lo be almost impo.ssible, and mov ing f rom countryside to town or c i ty 

was out of the quest ion. N o w the ( 'h inese can travel a lmost freely, wear 

whatever c lo th ing they l ike, and spend their money almost as they please. 

T h e abi l i ty o f vi l lages to choose their local representatives has grown. 

TTie elect ions are typical ly sti l l control led by the C o m m u n i s t Party, but 

where they are not . tbc people have shown that a change is what they 
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want. In nearly one-third of the vil lages, party contro l has broken d o w n , 

and in some, villagers are even insist ing o n the r ight to elect nat ional party 

off icials. Cx)mbin ing increased local democracy w i t h central d ictatorship 

w i l l be d i f f icu l t in the long term. A l though people can st i l l be arrested for 

dissent, a w ide range o f opin ions can now be h e a r d — i n large part because 

o f intcriaational inf luence and the internet. Independent organisat ions are 

emerging and informat ion is no longer control lable, hven the newspapers 

are showing greater independence, and corrupt off icials can be cr i t ic ised. 
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India 

U
nl ike C^hina, Ind ia has been a democracy' ever since Independence 

in 1947 , but at the same t ime it has opted fur a strictly regulated 

economy. T h e government invested in large-scale industries that 

had been protected by fierce import and export barriers in an cffon u> 

make them self-suff ic ient. I hat investment turned out to be a very 

expensive fiasco. A l l economic activity was ensnared in regulations and 

impeded by required permi ts, wh ich were all but unobtainable wi thout 

pul l ing str ings and paying bribes. T h e Br i t ish Ra j was succeeded by a 

'permit ra j ' . Power passed to the bureaucracy. Indians wishing to engage in 

business had to devote a great deal of their t ime to buttering up officials, 

.md if succe.sshil they were rewarded wi th protection against compet i i i tm 

from others. Kconomic growth barely kept pace w i th [xipulat ion growth, 

and the propor t ion fa l l ing bel()w the Ind ian poverty l ine grew from 5 0 % 

at Independence to Ct2"A> in l ' ) 66 . 

I n the m i d - l ' ) 7 0 s Ind ia began a slow a-«)rdering of its economy. 

Exc lus ion and .self-sufficiency were repl.iced wi th reliance on the country's 

advantage in labour- intensive industry. G r o w t h started to accelerate in the 

1980s, and [poverty began to decl ine. But this expansion was fuelled wi th 

lx ) r rowed money, resul t ing in a prof i jund crisis at the beginning o f the 

1990s. I n 1 9 9 1 . the government embarkc-d on a series o f reforms aimed at 

put t ing its finances in order, we lcoming trade and foreign invi-simenis, and 

encouraging comj ie i i t i on and enterprise. Tar i fF levels, wh ich had averaged 

a c r ipp l ing 8 7 % , were lowered to 2 7 % . T h e economy was freed from 

numerous restr ict ions by three consecutive governments, cs-en though the 

governments represented difFereni party constel lat ions. 

A l though a m.issivc proicss ol n l o r n i '.till remains lo l>e .iCLomplished 

before I nd ia becomes a genuine market economy, great results have already 

l>cen achieved through more product ive use o f the country's resources. 

Since the reforms began, Ind ia has received a steady stream o f investment 

f rom abroad, and growth has been runn ing at 5 to 7 % annually. The 

proport ion o f inhabi tants belc»w the Ind ian poverty l ine has now fallen 

to about . 32%. T h i n g s have moved fastest fo l lowing the change o f s>'5tem. 
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Dur ing the reform years o f 199.3-99 alone, poverty fell by ten percentage 

points. W i thou t this reduct ion, something l ike 3 0 0 m i l l i on more Ind ians 

would have been poor today. Populat ion growth has fal len by . ^ 0 % since 

the end o f the 1960$ and average life expectancy has more than doubled 

f rom about 3 0 years after Independence to about 6 4 today," I la l l the poor 

households o f Ind ia today own a cUnk , one- th i rd have a radio, and 4 0 % 

have access to tcle\ ' is ion. 

Developments have var ied, however, de^iending on the extent o f 

reform in the various states o f India, l.argc parts o f the countrys ide, wh i ch 

is where the poor l ive, have not had the benefit ot any major l iberalisation 

measures, and poverty rates there have remained stable. A t the s;imc t ime, 

the southern states in pa r t i cu la r—Andhra Pradesh, K a r n a t a L i , and Tamil 

Nadu—have made very swift progress w i th l iberal isat ion, ( i r o w t h in these 

states has l>cen above the national average, somet imes approaching an 

incredible 1 5 % annual ly , and it is these states that have attracted most 

investments, both f rom abroad and f rom the rest o f Ind ia . T h e economy 

has experienced an informat ion technology mirac le , w i th the software 

sector growing by 5 0 % annually. I n A n d h r a Pradesh. Microsof t ofx-ned 

its first full-fledged do 'c lopmcnt centre away f rom its headquarters in 

Redmond, I x o n o m i c growth has also left its mark o n social development. 

O n aventgc. the reforming states have succeeded best w i th medical care 

and educat ion, and have achieved the fastest reduct ions o f infant mortal i ty 

and illiteracy, ( i i r l s . w h o hardly ever received any educat ion at a l l . are now 

catching up w i th boys in terms o f school at tendance. In several o l the 

states (Andh ra Pradesh. Maharashtra) poverty has decl ined by about 4 0 % 

since the end of the 1970s, whi le in nonl iberal ised states l ike Bihar and 

Uttar Pradesh it has hardly d imin ished at a l l . ' " 

I f i e Ind ian caste sys tem—a h>rm o f apar theid that d iv ides, assesses, and 

treats |K-oplc according to the family they come f r o m — h a s been off ic ial ly 

abolished but has proved very persistent. A t the local level, people o f 

lower caste arc stil l treated as interior h u m a n beings w i t h fewer rights than 

others. But now the system slowly is b reak ing u p , w i t h an unpre jud iced 

market h i r ing the best workers instead of people f rom the right famil ies. 

In more and more places, 'untouchables' are, for the first t ime, tak ing part 

in village counc i l meetings. Instc.-id o f strengthening the caste system, the 

government is launching ant i -d iscr iminat ion campaigns. O n e sure sign o f 

progress tame when an untouchable, K . R. Na rayanan , served as president 

from 1997 to 2 0 0 2 . 
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Global Inequality 

T
his progress is all very we l l , many crit ics of globalisati im wi l l argue, 

but even i f the majori ty aic beiier off, gaps have widened .iiul 

weal thy people and countr ies have improved their lot more rapidly 

than others. So inequal i ty has grown. T h e cr i t ics point to the fact that the 

combined per capi ta C i D P of the 20 richest countr ies was 15 times greater 

than that o f the 2 0 poorest countr ies 4 0 years ago and is now about .^0 

t imes greater. 

T h e r e are two reasons why this object ion to gl«>balisation does not hold 

up. F i r s i , even i f th is were true it wou ld not matter very n iu th . If everyone 

is coming to be better off. what docs it matter that the improvemciu comes 

faster for some than tor others? Surely the important th ing is tor everyone to 

lie ;ts wel l o f f as possible, not whether one group is better oft than another. 

O n l y those w h o consider wealth a greater problem than poverty can f ind 

a problem in some becoming mil l ionaires whi le others grow wealthier 

f rom their o w n s i a n i n g points. It is better to be (loor in the inegalitarian 

I l i l ted Si.ites, where the poverty l ine lor individuals in 2001 was ahoi i i 

U S $ 9 , 0 3 9 per year, than to be equal in countr ies l ike R w a n d a , where in 

200 2 G D P per capi ta (adjusted for purchasing power) was U S S I , 2 7 0 , or 

Bangladesh ( U S $ 1 , 7 0 0 ) . or Uzbekistan ( U S $ 1 , 8 5 0 ) . - ' ' O f t e n the reason 

why gaps have widened in certain reforming countr ies, such as C"hina. is 

that the towns and cit ies have grown faster than the countryside. But given 

ihc unprecedented poverty reduc^ion this has entailed in both town and 

country, can anyone w ish that this development had never happened.' 

Second , the al legation o f increased inequality is just wrong. T h e notion 

that global inct^ualiry has increased is largely based on figures from the U N 

Deve lopment Programme, in part icular its Human Devetopmfni Report 

f rom 1999 . But the problem wi th thc-se figures is that they are not adjusted 

for purchasing power. Tha i is, the U N D P numbers don't take into acci iunt 

what people can actual ly buy tor their money. W i thou t that adjustment 

the figures ma in ly show the level o f a country's off icial exchange rate and 

what its currency is wor th on the international market, wh ich is a poor 

yardst ick o f po\-erty. Poor people's actual l iv ing standard, needless to say. 



The poor do not a lways exper ience poverty. Many c o n c e p t s o( poverty 

are relative, which is to s a y that, instead of measur ing fiow poor 

s o m e o n e is, they say how poor that p e r s o n is in relation to others. 

O n e poverty concept frequently u s e d , for e x a m p l e , by the UNDP, ra tes 

people a s poor if ttwy have l e s s ttian half the med ian w a g e in the country 

where they live. That m e a n s that a p e r s o n regarded a s loaded ' when 

living in a poor country like Nepal is c o n s i d e r e d a s poor a s a c h u r c h 

m o u s e when living in the affluent United S t a t e s . T h e s e relative figures, 

consequently, cannot be c o m p a r e d internationally T h o s e w h o are rated 

poor in the United Sta tes are not a lways living in c i r c u m s t a n c e s that w e 

would term poverty. Thus . 7 2 % of poor Amer ican families have one or 

more c a r s , 5 0 % fiave air conditioning. 7 2 % h a v e a w a s h i n g machine . 

2 0 % fiave a dishwasfier. 6 0 % have a m i c r o w a v e . 9 3 % have colour 

television. 6 0 % have a video player, a n d 4 1 % o w n their h o m e s (the 

poverty reference is to regular income only, real es ta te is not included 

in the income leveO." 

hinges far more on the cost o f their food, c lo th ing , and hous ing than on 

what they wou ld get for their money w h e n vacat ion ing in Europe . IT i c 

odd th ing is that the U N D P itself uses purchas ing power-ad justed figures 

in its H u m a n Development Index ( H D l ) , w h i c h is its universal yardst ick 

o f l iv ing standards. It on ly resorts to the unadjusted figures in order to 

prove a thesis o f inequality. 

A report f rom the Norwegian Inst i tute tot Foreign Affai rs investigated 

global inequality by means o f figures adjusted for purchasing power. 

T h e i r data show that, contrary to the convent iona l w i s d o m , inequali ty 

between countr ies has been cont inuously declining ever since the end of 

the 1970s. T h i s decl ine was especially rapid between 1993 and 1998, 

when globalisation really gathered speed . " More recently, s imi lar research 

by C o l u m b i a Univers i ty development economist Xav ie r Sa la - i -Mar t in has 

conf i rmed those findings. W h e n the U N D P ' s o w n numbers are adjusted 

for purchasing power, Sa la - i -Mar t in found that wor ld inequali ty decl ined 

sharply by any o f tl ie common ways o f measur ing it.-"" Bhal la and Sa la - i -

Mar t in also independendy found that i f we focus on inequal i ty l ietween 

persons, rather than inequ.dity l ierween countries, global inec]uality at 

the end o f 2000 was at its lowest point s ince the end o f Wor ld W a r I I . 

F.stimates that compare countr ies rather than ind iv idua ls , as both authors 

note, grossly overestimate real inequal i ty because they a l low gains for huge 

numbers o f people to be outweighed by comparable losses for far fewer. 
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O i u n t r y aggregates treat ( ] h i n a and Grenada as data points of equal weight, 

even though G h i n a s populat ion is 12.000 times Grenada 's. O n c e we shift 

our fcKUs to people rather than nations, the evidence is overwhelming 

that the past .30 years have witnessed a global equal isat ion. ' ' Gompar i ng 

jusi the richest and poorest tenths, inequality has increased, suggesting 

that a smal l group has lagged behind (we shall he return ing to see wh ich 

countr ies and w h y ) , but a study of all countries clearly points to a general 

growth o f equali ty. I f , for example, we compare the r ic lust .ind poorest 

fifth or the richest and p<Hirest th i rd, we find the dif ferences d imin ish ing. 

Economis ts usual ly measure the degree o f inequali ty by means o f the 

' ( i i n i coeff ic ient ' . I f that number is zero, complete equal i ty prevails, and 

everyone owns the same amount . I f it is one, there is total inequality, w i th 

one person o w n i n g everyth ing. T h e G i n i coefficient for the whole wor ld 

decl ined f rom 0.6 in 1968 to 0 .52 in 1997, a reduct ion of more than 

1 0 % . 

Because equal i ty between the r ich and poor within these countries 

appears to have been roughly constant dur ing this t ime (hav ing increased 

in ha l f and d im in ished in halO- global equality, quite contrary to popular 

supposi t ion, is increasing. T h e 1998 /99 Wor ld Batik re|>ort reviews among 

other things the d i f tcrcnce in incomes going to the richest and poorest 

2 0 % in the developing countries. [ he review shows, o f course, that the 

difference is very grc-at, but it also shows that the difference is d iminis l i i i i f , 

on all cont inents! T h e real exception is post-communist Eastern Europe, 

where inequal i ty has grown fastest in the countries where reform has been 

s lowest . " 

T h e 1999 U N D I * report appears to contradict this finding, but 

its conc lus ions are doubt fu l , not least l iccause the U N D P omit ted its 

own statistics for the years when inequality decl ined fastest, 1 9 9 5 - 9 7 . 

Fur thermore , their own welfare statistics, as aggregated in the H D I , point 

to an even faster reduct ion ol inequality in the wor ld than is indicated by 

the Norweg ian report. H D l .tdds together various aspects of wel fare—the 

income, educat ion standard, and lile expectancy o f the populat ion. This 

index ranges f rom 0 , representing the profoundcst misery, to 1, representing 

Lomplete welfare. T h e H D I has increa.scd in all groups o f countr ies over 

the past 4 0 years, but fastest o f all in the poorest countr ies. I n the O E C D 

countr ies. H D I rose f rom 0.8 to 0.91 between 1960 and I 9 9 . i , and in the 

i lcveloping countr ies it ro,se faster st i l l , f rom 0.26 to ( ) .S6 . 

O n e somet imes hears it said, on the basis o f that same U N D P report, 

that the richest fifth o l the world's populat ion is 74 t imes wealthier than 

the poorest fifth. But i f we measure wealth in terms o f what these groups 
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get for their montry—that is, i f we use figures adjusted lor purchas ing 

power—then the richest fifth is on ly 16 t imes r icher than the poorest.^* 

World Income Distribution, 1960.1980 and 2000 

60 125 273 600 1.300 2.800 6.200 13.500 29.500 64.500 

Annual per capita Income at 2000 prices 

Source: Sur|it Bhalla. Imagine There's No Counlry (Washington: Insitute tor International 

Economics. 2002), p. 176. 
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Reservations 

T
his is not by any means to say that all is well w i th the wor ld, or 

even that every th ing is getting better and belter. A I D S deaths in 

2 0 0 4 totalled 3.1 mi l l ion , the highest figure ever. O n e ot the cruel 

con.sequcnces o f the epidemic is that it leaves chi ldren wi thout parents: 

more than 13 m i l l i on have been orphaned by A I D S , the vast major i ty 

in sub-.Saharan A f r i c a . " I n several Af r ican countr ies, more than 1 5 % o f 

the adult populat ion are suffer ing f rom H I V or A I D S . Something l ike 

20 mi l l ion people arc now l iv ing as fugitives from oppression, confl icts, 

or natural di.sasrers. t v e n though forecasts concern ing the world's water 

sup| i ly have grown more opt imist ic, we still risk a huge shortage ot pure 

water, possibly residt ing in disease and confl icts. About 20 countr ies, 

most o f them in southern A f r i ca , have grown poorer since 1965. I l l i ieracy. 

hunger, and povcrry may be d imin ish ing, but many hundreds of mi l l ions 

o f people are stil l aff l icted by them. A r m e d confl icts are growing fewer, hut 

this is cold comfor t to the hundreds ot thousands o f people who are stil l 

being beaten, raix-d. and murdered. 

The remain ing problems are made all the more intolcr.thle hy our 

knowledge that someth ing can actual ly be done about them. W h e n 

undcrdeselopment appears to be a natural and inevitable part o f the 

h u m a n cond i t ion , it is considered a tragic fate. But when we realise that it 

is not at all necessary, it becomes a problem that tan and should be solved. 

T h i s phenomenon is not unfami l iar : the same th ing happened when the 

Industr ia l Revo lu t ion started to improve l iv ing standards in the West more 

than 200 years ago. W l i e n misery is everywhere, we can easily Ix-come 

obl iv ious to it. W h e n it is contrasted wi th something el.sc, w i d i abundance 

and prosperity, our eyes arc opened to i t—a good thing, because our new 

awareness spurs ou r efforts to do something about the problems th.u 

remain. B u t this must not deceive us into th ink ing that the wor ld has 

actual ly g rown worse, for it has not. 

N o one can doubt that the wor ld has more than its share o f serious 

problems. I'he fantastic th ing is that the spread of democracy and 

capi ta l ism has reduced them so dramatical ly. Where l iberal policies have 
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been al lowed to operate longest, they have made poverty and depr ivat ion 

the exception instead of the ru l e—and they had previously been the rule 

everywhere in the wor ld , at all timi-s in history. Co lossa l changes await al l 

o f us, but at the same t ime our eyes have been opened to the pol i t ical and 

technical .solutions now available to us. A n d so, al l things considered, there 

is no rea.son why we should not be opt imist ic . 
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Chapter 2 

and it's no coincidence! 



That's capitalism for you! 

T
he growth o f wor ld prosperity is not a 'mi rac le ' or any o f the other 

myst i fy ing terms we customari ly apply to countr ies that have 

succeeded economical ly and socially. Schoo ls are not bui l t , nor are 

incomes generated, by sheer luck, l ike a bolt f rom the blue. These things 

happen w h e n people begin to th ink a long new lines and work hard to 

br ing their ideas to f rui t ion. But people do that everywhere, and there is no 

reason w h y certain people in certain places du r i ng cer ta in periods in h istory 

should be intr insical ly smarter or more capable than others. W h a t makes 

the difference is whether the env i ronment permits and encourages ideas 

.ind work , or instead puts obstacles in their way. That depends on whether 

people are free to explore their way ahead, to own property, to invest for 

the long te rm, to conclude private agrcemeius. and to trade wi th others, i n 

short, it depends on whether or not the countr ies have capi ta l ism. In the 

aff luent wor ld we have had capital ism in one form or another for a couple 

o f centuries. T h a t is how the countr ies o f the West became 'the aff luent 

world". Cap i ta l ism has given people both the l iberty and the incent ive to 

create, produce, and trade, thereby generat ing prosperity. 

D u r i n g the past two decades, this .system has spread throughout the 

wor ld via the process termed globalisation. T h e commun is t dictatorships in 

the East and the mi l i tary dictatorships o f the T h i r d W o r l d collap.scxl, and the 

walls they had raised against ideas, people, and goods collapsed wi th them. 

Instead, we have seen the dis.semination and widespread acceptance o f the 

idea that creativity cannot be central ised, that it can on ly be encouraged by 

ent i t l ing citizens to decide for themselves, to create, to th ink, to work . 

Cap i ta l i sm means that no one is subject to arb i t rary coercion by others. 

Because we have the option of s imply retrain ing f rom signing a contract 

or do ing a business deal i f we prefer some other so lu t ion, the on ly way 

of getting r ich in a free market is by g iv ing people something they want , 

.something they wi l l pay for o f their o w n free w i l l . Bo th parl ies to a free 

exchange have to feel that they benefit f rom it; otherwise there won't be 

any deal. Pconomics , then, is not a zero-sum game. I he bigger a person's 

income in a market economy, the more that person has done to offer people 
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what they wan t . B i l l Ciates and Madonna earn mi l l ions, but they don't steal 

that money , they earn it by offer ing software and music that a lot o f people 

th ink arc wor th pay ing for. I n this sense, they are essentially our servants. 

F i rms and ind iv iduals struggle to develop better g<M)ds and more efficient 

ways o f prov id ing for our needs. ITie alternative is for the government to 

take our re.sources and then decide which types o f behaviour to encourage. 

T h e on ly quest ion is why the government knows what wc want and what 

we consider impor tant in our lives better than we ourselves do. 

Price.s and profits in a market economy serve as a signal l ing system by 

wh i ch the worker , the entrepreneur, and rhe investor can navigate. T h o s e 

who wan t to earn good wages or make a good profit have to seek out 

those parts of the economy where they can liest cater to other people's 

demands. Excess ive taxes and handouts pervert these signals and incentives 

completely. Pr ice controls arc destructive because ihcy directly distort the 

necessary pr ice signals. I f the government puts a cei l ing on p r ices—i f it 

imposes a lower price than the market wou ld have, as it dtK"S for apartment 

rentals in N e w Y o r k — a shortage wi l l result. People w i l l hang onto the 

apartments they have, even i f they don't need them for the m«)ment and 

even if someone else wou ld be w i l l i ng to pay more for the use o f that 

same apartment . D e n i e d the abil i ty to charge higher rents, landlords f ind 

it less wo r thwh i l e t<» invest in the purcha.se of new bui ldings, and housing 

companies .stop new con.struction. Result : housing shortage. I f instead 

the government sets a price floor—that is, deliberately bids up the price 

of a good higher than the market wou ld have, as many governments do 

tor agr icul tural p roduc ts—a surplus wi l l result. W h e n the l i U pays more 

for f(M)dstuffs than the market , more people than necessary w i l l go into 

fa rming , resul t ing in surplus product ion and wasted resources. 

Cap i ta l i sm also requires people to be al lowed lo retain the resources 

they earn and create. I f you exert yourself and invest for the long term, but 

.someone eLsc appropriates most of the profit , the odds are that you II give 

up. Protcxt ion o f ownersh ip lies at the very heart of a capitalist economy. 

O w n e r s h i p means not on ly that people are entitled to the fruits o f their 

labours, but al.so that they are free to use their resources wi thout h.iving to 

ask the author i t ies first. C'apital ism allows people to explore the economic 

frontier for themselves. 

I hat is not to say that any given [icrson in the market w i l l necessarily 

be smarter than a bureaucrat. But market part icipants are in direct touch 

wi th their o w n pan i cu la r comer o f the market , and by responding to price 

fluctuations, they have direct feedback on supply and demand. C^cntral 

planners can never collect all this in format ion f rom all fields, nor are they 
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nearly as motivated to be guided by it. E v e n i f any one person in the market 

is no smarter than a bureaucrat, a mi lHon people together certainly are! 

rhe i r mi l l ion dift'erent attempts at determin ing the best uses o f resources 

are generally wiser than a single, central ised so lu t ion. II the government 

decides that all resources are to be commi t ted to a certain k ind o f col lect ive 

farming and this fails, the whole o f society w i l l l>e economica l ly affected 

and, in the worst case scenario, w i l l starve. If, instead, one group o f people 

attempts the same type o f forming, they alone w i l l suffer the adverse effects 

i f the enterprise fails, and surpluses elsewhere in the market mean that 

those effects won't be as dire as starvat ion. A society needs this k i n d o f 

experimentat ion and innovat ion to develop, but at the same t ime the risks 

o f experimentati(»n have to be l imited so that the who le society w i l l not be 

jeopardised by a few people's mistakes. T h e r e i n lies the vir tue o l ind iv idua l 

dec is ionmaking and indiv idual responsibil i ty. 

Personal responsibil ity, no less than perst)nal f reedom, is essential to 

capi ta l ism. A pol i t ic ian or bureaucrat hand l ing huge sums o f money for 

infrastructure investment or a campaign to host the next O l y m p i c s is not 

under the same pressure to make rat ional decis ions as entrepreneurs and 

investors are. If things go wrong and expendi ture c*xceeds income, it isn't 

the pol i t ic ian who foots the bi l l . 

I'et>ple who own their property act on a long-term basis because they 

know that they wi l l reap the rewards (and bc-ar ihe c o s t s ) o f ihe i r act ions. 

Phis is the core o f a capitalist economy—peop le sav ing p a n o f what rhey 

already have in order to create m<»re value for the future. We do the .same 

th ing, create ' human capital ' , when we devote some o f our t ime and energy 

today to getting a good education that w i l l increase our earn ing p<»tential 

in the long run. In the economy, this mc.uis t h a t instead of l iv ing f r o m 

hand to mouth we set aside part of what we have and are rewarded w i th 

interest or profits by whoever can use the money more eff iciently than we 

can ourselves. Sav ing and investment elevate the economy to progressively 

higher levels as rhey f inance new mach inery and organisat ional structures 

to make the workforce more product ive. 

O i ^ n i s a t i o n is important because people can produce far more 

through voluntary cooperation th.m they cou ld by doing everything single-

handed. It may take a single craftsman a week to produce a chair, but i f 

he is esjK-c ia l ly skilled ai construct ing t h e wcKxIen frame, and i f he joins 

forces wi th s t i m c o n c who can paint and .sj)meone else who's good at sewing 

chair cushions, together they may be able u> turn o u t one chair a day. W i t h 

modem machinery, another p r o d u a o f specialisation and cooperation, they 

can make 1 0 0 chairs a day, wh ich augments the value o f their lalH>ur. 
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Techn i ca l progress enabled new machines l o manufacture old rypcs 

o f go«)ds less expensively, placing new invent ions and goods at people's 

diNI 'Ds- i i - AN .1 ivsi i l i ol i l i is l om inuo i i s l i i iprovci iu 111 ot pr i idiu I I M I \ 

through the d iv is ion o f labour and technical advancemenc. one hour's 

labour today is wo r th about 2 5 t imes more than ii was in the mid -19 ih 

century. Hmployees, consequently, now receive about 2 5 t imes as much as 

they d id then, in the form o f bencr pay. better wo rk ing condi t ions, and 

shorter w o r k i n g hours . W h e n a person's labour grows more valuable, more 

f irms want to buy it. I n order to get it, they then have to raise wages and 

improve the work env i ronment . If, instead, wages increa.sc more rapidly 

than product iv i ty , through legislation or union contracts, then jobs wi l l 

have to be e l im ina ted , because the workers input is not wor th what the 

employer is forced to pay for it. In this case, the surplus' created by the 

price Hoor in wages comes in the form of unemployment . 

Pol i t ic ians can create the appearance o f r ising wages by accelerating 

inf lat ion, w h i c h is precisely what Swedish pol i t ic ians d id for a long time. 

Because each dol lar is then w o n h less, however, those increases arc entirely 

ch imer ica l . G r o w t h and product iv i ty alone are capable o f raising real wages 

in the long r u n . 

A l l pol i t ical and economic systems need rules, and this includes c \en 

the most lil>eral capi ta l ism, wh i ch presupposes rules about legitimate 

ownersh ip , the wr i t i ng o f contracts, the resolution o f disputes, and many 

other matters. T h o s e rules are a necessary framework required for markets 

to operate smoothly. B u t there are also rules that prevent the market 

economy f rom work ing—deta i led regulations specify ing the uses people 

can make o f their property and mak ing it dif f icult to start up a certain 

k ind o f activity, o w i n g to the need for licences and permits or t<j restrictive 

rules on p r i c ing and business transactions. Those regulations main ly serve 

to give more power over the economy to publ ic authorit ies w h o are not 

themselves a part o f it and w h o have not r isked their own money. I hey 

add up to a he.ivy burden on the creators o f our prosperity. T h e vol imie 

o f new laws and regulations in Austral ia was growing at an annual pace 

of 1 0 % w h e n last measured, in 2 0 0 . 3 . T h a t same year, .State and Federal 

Cjovernmcnts added 3 3 . 0 0 0 ni -w pages in new laws, rules and regulations. 

I n the same year there were 1 , 8 0 0 different (Commonweal th Acts o f 

Par l iament . L i t t le wonder , then, that more people do not translate their 

good ideas in to entrepreneurial activity. ' 

Such rules are also ha rmfu l in another way. W h e n regulation raises 

barriers to necessary act iv iry, a large port ion o f a firm's t ime—t ime that 

cou ld otherwi.se be devoted to product ion—ends up being spent either 
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comply ing w i th or c i rcumvent ing the rules. I f this proves too burdensome, 

people jo in the informal economy instead, thereby depr iv ing themselves 

o f legal prottxt ion for their business deal ings. M a n y firms w i l l use their 

resources—resources that could otherwise have been used for inves tment— 

to coax pol i t ic ians into adapting the rules to their needs. Many w i l l 

be tempted to take shortcuts, and bureaucrats w i l l oblige in return lor 

generous bribes, esjiecially in poor countr ies where salaries arc low and 

regulatory systems more or less chaot ic. T h e easiest way o f corrupt ing a 

nation through and through is to demand that c i t izens get bureaucrat ic 

permission for product ion, for imports, for expor ts , for investments. As the 

Ch inese phi losopher L a o T z u declared more than two and a ha l f mi l lenn ia 

ago, � T h e more laws are promulgated, the more numerous thieves and 

bandits become." 

Economic freedom reduces corruption 

Freedom from corruption, by Transparency International's rating 
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The countries o1 the world, divided into fitths by degrees of economic freedom 

Source: James Gwarlney and Robert Lawson (eds.), Economic Freedom of Iho World 

2007 (Vancouver: Fraser Institute. 2001). 

I f the goal is to have impart ial rules and incorrupt ib le off icials, there is 

no better means than substanii. i l deregulat ion. A m a r i y a Sen argues that the 

struggle against corrupt ion wou ld be a perfectly good reason for developing 

countr ies to deregulate their economies c*ven if no other economic benefits 

wou ld accrue from doing so." 
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Growth—a blessing 

A
l l exper ience indicates chai i i is in liberal regimes rhai wealth is 

created and development is sustained. Polit ics and economics are 

not exact sciences: we cannot perform laboratory experiments in 

order to ascena in w h i c h systems work and which do not. But the contl ic i 

between capi ta l ism and central p lanning gives us something close. H is tory 

provides us w i th several instances o f s imi lar populat ions, w i th simi lar 

precondi t ions and shar ing the same language and norms, subjected to 

two dirtcrent systems, one a market economy and the other a central ly 

coni ro l led l o m m a n d econonty. W i l l i ( i c rmany d iv ided into capitalist 

VC'est and cDmmunis t Kast, people talked ol an economic miracle in the 

Western part , wh i l e the East Ml hir ther and further behind. I'he same 

th ing happened w i t h capital ist South Korea and communis t N o n h Korea . 

T h e former was n imibered among the Asian tigers, conv inc ing the wor ld 

that developing' countr ies can actually develop. Whereas in the l % O s it 

wxs p<iorcr than Ango la , today, w i th the world's 13th largest economy. 

South Korea is a lmost as affluent as a Western Kuropean country. T h e 

Nor th Korean economy, by contrast, imderwent a total collapse, and 

the count ry is now aff l icted wi th mass starvation. O n e can also see the 

difference between T a i w a n , a market economy that experienced one o f 

the swiftest economic developments in history, and commun is t main land 

C h i n a , wh i ch suffered starvat ion and misery unt i l it saw fit to start opening 

up its markets.* 

I'he same comparis<m can be made all over the wor ld . T h e greater 

the degree o f economic l iberal ism in a country, the better that country 's 

chances o f a t ta in ing higher prosperity, faster growth, a higher standard of 

l iv ing, and higher average l i fe expectancy. People in the cc«)nomically freest 

countr ies are nearly ten t imes as r ich as those in the least free, and they are 

l iv ing more than 2 0 years longer! 

T h e economic development o f the past two centuries h.TS no counterpart 

in the period pr ior to the breakthrough of the market economy in the 19ih 

centur) ' . H is tor io i l l y , the human c<mdition has been <me of dest i tut ion, 

w i th people su rv i v ing f rom one day to the next. Most medieval Europeans 
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Economic freedom brings prosperity 
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Economic freedom brings growth 
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were chron ica l ly undernour ished, owned only one art icle o f c lothing, and 

worked in houses wh i ch were so filthy and vermin-r idden that, in the 

wt>rds o f one h is tor ian, T r o m a health point of vic"w the only th ing to 

be said in their favour was that they burnt down very casi ly l ' ' Af ter the 

16th century, w h e n different parts o f the wor ld very slowly and tentatively 

began t rading w i th each other, we do find examples of growth, but that 

growth was extremely marginal . 

Poverty in the 18th century was much the same on e v e r y cont inent. 

Acco rd ing to the best estimates, wh ich are still highly uncertain, F.nropc 

was on ly 2 0 % weal th ier than the rest o f the wo r l d . T h e n , in about 

1820, F.urojje began mov ing further ahead as a result o f the Industr ial 

Revo lu t ion . But poverty remained appal l ing. Per capita income in the very 

richest Eur t )pean countr ies was the equivalent o f L . ' S $ 1 , 0 0 0 - U S $ 1,500 

annua l l y—less than in present-day Bo l iv ia or Kazakhs tan . Even it all 

incomes had been perfectly equally distr ibuted, that amount wou ld still 

h a v e been insuff ic ient for more than a state o f abject misery, w i th n e i t h e r 

clean water nor dai ly bread and with little more than one garment per 

person. A lmost the ent i re wor ld populat ion l ived at a level o f j K i v e r t y 

s c a r c e l y to be seen a n y w h e r e roday: on ly the v e r y poorest coun t r i es—Mal i , 

Za tnb ia , and Niger ia , f o r examp le—come a n w h c r e near it. Du r i ng the 

200 years since then, per capita incomes h a v e mult ip l ied several t imes over, 

wor ldwide, ( i l oba l growth dur ing the 3 2 0 years between 1500 and 1820 

has been est imated at a mere 30 th o f what the wor ld has experienced since 

then." O v e r the course o f t h e last two centuries, incomes in Europe h a v e 

risen more than tenfold. As ia has also picked up speed dur ing the past 

hal f -century and , w i th the path to prosperity already k n o w n , has grown 

stil l faster. L i v i n g standards today are eiglit times higher in Japan and six 

t imes higher in C h i n a than t h e y were in 1950. 

Increased investment and the urge to devise better, more efficient 

solut ions to o ld problems enable us to produce more, and growth 

accelerates. T h i s accelerat ion generates new ideas and machinery, enabl ing 

the work force to produce more. G D P , or gross domestic product, is 

a measure o f the value o f all goods and services prod iued in a country. 

D i v i d i n g that by the number o f inhabitants in a coun t ry gives us ( i D P 

per capita ("per head"), wh i ch .serves as a rough measure o f that country's 

weal th. C i r ow th—th e product ion of more goods and .services—may not 

strike everyone as the most exci t ing th ing on earth, and certain radical 

circles have even come to d isdain it, branding those w h o do care about it 

as 'economist ic ' or 'growth fanatics' . T h a t may be pan ly a healthy reaction 

to an excessive focus on h igh ( i D P as an end i n itself, but growth, quite 
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Economic freedom raises living standards 
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Economic freedom increases average life expectancy 
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simply, means that product ion grows, and prosperity and oppormnit ies 

grow w i th it. I n the aff luent wor ld , growth may al low societies to save, to 

consume more , to invest in welfare, or to enjoy more leisure t ime. In the 

developing countr ies, it can mean the difference between life and death, 

development and stagnation, for it is growth that makes wider access to 

healthful foods and pure d r ink ing water possible.^ 

For everyday l i fe in Ind ia , growth since the 1980s has meant mud huts 

being replaced by br ick bui ldings and muddy paths Ix- ing paved. F' lear ic i ty 

has become available to everyone, and the dark alleys now have sireerlights. 

T h e alleys no longer reek o f garbage, and hotbeds of infect ion are removed 

by proper drainage. The po<jr can afl^ord clothing and footwear. As the 

clearest example o f what growth impl ies. Indian w o m e n no longer wash 

their saris one ha l f at a t ime. This was once necessary becau.se most women 

possessed on ly one sari and thus had to wash it whi le sti l l wearing it. 

Incomes and living standards go hand in hand 

0 5.000 10.000 15,000 20,000 25.000 30,000 35.000 

Per capita GDP, U S D 

Source: Arne Melchior, Kjetil Telle, and Henrik Wlig. G/oba/isering och ulikhet: Verdens 

innteklstordeling og levestandara 1960-1996 {Osio Royal Norwegian Ministry of Foreign 

Affairs, 2000), 

( I r o w i h al.so means opportuni t ies and power for people. It means 

that, instead o f resort ing to the local usurer and getting into debt for a 

l i fet ime, the ord inary Ind ian can turn to a bank. Pc<jplc can look for jobs 

in dif ferent places, w i t h dif lerent entrepreneurs, wh i ch emancipates the 

poor f rom the power o f l i fe and death that the village landlord once had 
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�|n my motfier's day women had to gnn a n d bear it. I wouldn't f iave 

any of it. I c a n s p e a k my mind. Life Isn't just meant to t>e sacr i f ice; you 

also f iave to be abte to enjoy it. Ttiat. I think, is the great c f iange that is 

happening in J a p a n People no longer want to work a n d work. Today 

they a lso want to have time for a good life a n d a little en joyment" 

29-year-old Eriko. who Instead of (olkDwing in her parents' footsteps and 

working on the land b e c a m e an advertising artist " 

over them. Al though Ind ia has democrat ic elect ions, they do not make 

all that much difTerence so long as the po<jr are completely at the mercy 

of the local elite because they stil l have to vote as they arc told. Parents in 

poor p a n s o f the wor ld do not send their ch i ld ren out to work because 

they l ike do ing it, but because they need the money to feed the family. 

G r o w t h gives them better incomes and improves the return on educat ion, 

wh ich means they can send their ch i ldren to school instead. 7 hat also gives 

the ind iv idua l greater opportuni ty w i th in the fami ly. A law against w i fe 

beating can be inefFectivc i f the w o m a n is economica l l y dependent o n her 

husband for surv iva l , because in that case she w i l l nei ther repon h i m nor 

leave h i m . W h e n the economy grows and more product ion material ises, 

the woman has a chance of getting a job away f rom home. She becomes 

less dependent o n the husband's caprices. 

It is sometimes argued that growth on ly benefits the r ich , whi le the 

poor lag behind. T h i s is a cur ious not ion. W h y shou ld poor people benefit 

less than others f rom society growing r icher? Two W o r l d Bank economists, 

Dav id I>) l lar and Aa r i Kraay, studied 4 0 years o f i ncome statistics f rom 

8 0 countr ies to see whether this was really true. T h e i r studies show that 

growth benefits the poor just as much as the r i c h . W i t h I % growth, the 

incomes o f the poor rise by 1 % on average; w i th 1 0 % growth, they rise, 

on average, by 1 0 % . Not always and not everywhere—there arc exceptions 

and var ia t ions—but on average. 1 h is finding tall ies w i th a long l ine o f 

other surveys, whereas studies suggesting the cont rary are very hard to 

find.' 

r"hus, growth is the best cure for poverty. S o m e economists have spoken 

o f a ' t r ick le-down' effect, meaning that some get r ich first, after w h i c h parts 

o f this wealth tr ickle down to the poor as the r i ch spend and invest. T h i s 

descr ipt ion may evoke the image o f the poor m a n gett ing the c rumbs that 

fall f rom the r ich man's table, but this is a complete ly mistaken picture o f 

the true effect o f growth. O n the contrary, what h.tppens is that the p<M)r 
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Ix-ncfit f rom growth to roughly the same extent and at the same speed as 

the r i ch . IT iey benefit immediately f rom an increxse in the value of their 

labour and f rom greater purchasing power. 

Growth benefits the poor 

Correlation tietween prosperity and incomes of the poor in 80 studied countries 

_ 12 

5 6 7 8 9 10 

Per capita income (fwcentage) 

1 -! 12 

Source: David Dollar and Aart Kraay. Growth Is Good tor the Poor (Washington World 

Bank. Apnl 2001) 

N o coun t ry has ever succeeded in reducmg poverty wi thout hav ing 

long-term growth . N o r is there any case o f the opposite, that is, of a 

country hav ing had long- term, sustainable growth that didn't benefit the 

poor (K jpu la t ion. St i l l m<ire interestingly, there is no instance o f a count ry 

hav ing had steady levels of growth in the long term wi thout opening 

up its markets . T h e W o r l d Bank's WorU Development Report 200012001 

contained a good deal o f rhetoric about growth not being e\ 'crything and 

not being suff ic ient for deve lopment—rhetor ic inf luenced, no doubt, by 

the growth o f the ant i-global isat ion movement. But that repon's own 

tables show that the higher a country's growth has been in the past 20 

years, the faster it has reduced poverty, infant mortal i ty, and ill iteracy. I n 
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Growth benefits the poor 

Correlation between proscienty and incomes of the poor in 80 studied countnes 
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Source: David Dollar and Aarl Kraay. Growth Is Good lor the Poor (Washington: World 

Bank, April 2001). 

the countr ies at the bot tom o f the growth league, i l l i teracy had actu.i l ly 

increased. It may be that growth in i tself is not suff ic ient to b r ing good 

de^'clopment for everyone, but growth is mani fest ly necessary. 

I f we have 3 % growth annual ly, this ine;tns that the economy, our 

capi ta l , and our incomes double csery 23 years. I f growth is twice as fast, 

they double about every 12 years. T h i s g m w t h represents an unparal leled 

increase in prosf)erity. By compar ison, the effects o f even vigorous 

government income redistr ibut ion policies arc ins ign i f i cant—not just 

insigni f icant, but downright dangerous, because h igh taxes to Hnance 

these measures can jeopardise growth. I f so, grc-at long-term benefits for 

everyone are sacrif iced in favour o f smal l immedia te gains for a few. 

A society's economy is above all improved by people saving, invest ing, 

and work ing . H igh taxes on work , savings, and cap i ta l , in the words o f 

J o h n Stuart M i l l , "impose a penalty <»n people for hav ing worked harder 



and saved more than their neighbours'. '" T h a t means punishing what is 

most beneficial to .society. Or. as a bumper sticker slogan has it, "A fine is a 

tax for do ing someth ing wrong; a tax is a fine for do ing something right. 

We have alctihol taxes to reduce consumpt ion o f a lcohol , tobacco taxes to 

reduce smok ing , and envi ronmenta l taxes to reduce pol lut ion. So where 

do w e expect the taxat ion ol endeavour, work, and S i iv ing to get us? It 

results in many people not exert ing themselves to work , invest, and hatch 

new ideas, because m<ist o f the proceeds wi l l go to the government. It le.ids 

to firms devot ing more and more t ime to tax avoi<lancc—time that could 

have been devti ied to construct ive work . It leads to people spending more 

rime «>n things they arc not good at. T h e surgeon stays at home to paint 

the l i v ing room instead o f do ing what he i s In-st at—.saving l ives—because 

that way he avoids hav ing to pay taxes on both his own work and on the 

painter's wages . " 

I n a dynam ic market economy there i s also social mobil i ty. Some-one 

who IS poor lod.iN w i l l not i i i i c s s a i i l y IK- [xior u imor rou . In the absence 

of legal privi leges and high taxes, there .ire great possibil it ies of raising 

one 's standard ol l iv ing thrt iugh one 's own exertions, educat ion, and thrift. 

Pour- f i f ths o f A m e r i c a n mi l l ionaires have made their money themselves, as 

<ipposed to merely inher i t ing it. 

It is true that the poorest one-f i f ih in a capitalist economy l ike thai 

o f the Un i ted States earn only 3 . 6 % o f the country ' s GDI'. Bu t v iewing 

income gaps in these static terms makes it easy to forget that there is always 

mobi l i ty between the various groups—mosdy upward m<ibility, because 

wages ri.se w i th higher educat ion and longer work ing experience. O n l y 

5.1'V'o <if the Amer i cans belonging to that poorest quint i le in l * )?* ! were 

still there in 19* )1 . I n the meant ime nearly iO% o f them had moved up 

into the wealthiest one-f i f th , and 6 0 % o f them had arr ived in the wealthiest 

two- f ihhs . 

The best remedy for poverty is a chance to do something about it. On 

average, those w h o fall below the poverty l ine in the Uni ted Slates only 

stay there for 4 .2 months . O n l y 4 % o f America's populat ion are long-term 

poor, that is, remain poor for over two years. Meanwh i le the (xioresi fifth is 

replenished w i d i new people—students and p<M>r immigrants—wh«) then 

have the oppor tun i ty o f qu ick ly c l imb ing the ladder o f wealth. ' -



Freedom or equality? Why choose? 

M 
any believe that l iberalisation and economic growth entai l 

a growth of inequali ty in a society. O n c e again , I wo idd l ike 

to point out that this is not the most impor tant th ing. I f a 

better standard o f l iv ing is wor th pursu ing, then what matters is how 

well situated you are, period, not how wel l s iruated you are in relat ion to 

others. T h e important th ing is for as many people as possible to be better 

off, and across-the-board improvement doesn't become deteriorat ion just 

because some people improve their lot t.ister than others. But there are 

several reasons w hy equali ty is wor th a i m i n g for. Fo r one th ing, most o f us 

probably believe that people should not get o f f to t remendously unequal 

starts in l ife. It is imponant that everyone have s imi la r oppor tun i t ies— 

not so important that it is wor th reducing everyone's chances in order to 

make them as equal as pt>ssible, but st i l l impor tant enough for great social 

inequali ty to be a problem. I 'his, then, is a c ruc ia l object ion to scrut in ise. 

Another reason is that equali ty actual ly st imulates growth, quite 

contrary to what is often c la imed. T r u e , in a very poor society some degree 

o f inequali ty may be necessary in order for anyone at all to be able to start 

saving an<l investing, but many studies have shown that societies w i th a 

high degree o f equality achieve, on average, greater economic growth than 

unequal societies, especially i f the inequal i ty takes the form o f very uneven 

land ownership. O n e reason for this connec t ion is that societies wi th 

greater equality can be expected to have greater stabi l i ty and less pol i t ical 

turbulence. Inequal i ty can Ic-ad to conf l ic ts, or demands for higher taxes 

and more redistr ibut ion, wh ich are threats to growth. 

But a more important reason is that people must have some basic 

a.sscts—things l ike land in an undeveloped economy and educat ion in 

a modern one—to be able to work efiecrively. W h a t matters, then, is a 

degree of equaliry in terms o f those a.ssets and not in what is usually meant 

in the pol i t ical debate, equality o f incomes and profi ts. T h e cruc ia l reform 

in a developing country that has anc ient , un fa i r feudal structures and a 

smal l , land-owning elite is land reforms, .so that more people w i l l have 

a share o f the land and thus w i l l be able to part ic ipate in the economy. 
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T h e impor tant th ing is for the whole populat ion to obtain an education 

.md have the oppor tun i ty to borrow money when they have ideas for 

business projects. N o one must l ie discr iminated against or marginal ised, 

or prevented by l icensing requirements, prohibi t ions, and legal privileges 

from compet ing for posit ions and incomes. T h i s k ind of equality spurs 

the economy, whereas a reallocation o f incomes, i f anyth ing, reduces it 

because educat ion, work , and the in i roduc i ion of new ideas bcctime less 

profitable. 

T o s impl i fy matters somewhat, it is equality o f opportuniry thai 

matters, not equal i ty o f results. T h e goal is for all people to h a v e certain 

basic opportuni t ies and then be at l iberty to explore their way forward 

a n d achieve difTerent results. These are two sides of the same co in : people 

have the oppor tun i ty o f work ing and t ry ing new things and the right to 

make a profit out o f the enterprise i f it dj>es wel l . This results in a Mxie ty 

that encourages social mobi l i ty and rewards init iat ive and e f f i i n—and 

con.sequently also achieves greater prosperity. It is not income difterences 

in themselves that arc dangerous for development, but the discr iminat ion 

and privi leges that cause the difference in incomes in u n d e m c K r a t i c states. 

This is corroborated by the fact that the connect ion between inequality 

and growth is qui te clear in non-democrat ic states, bui not apparent in 

modern , l iberal o n e s . " 

But can the opposi ie effect also hold? Is it true that increased growth 

leads to greater inequal i ty, as is widely maintained? Economis ts sometimes 

refer to 'Kuznc ts 's inverted U-curve ' , wh i ch is b.ised on a 1955 article by 

the economist S i m t m Kuznets , who argued that economic growth in a 

s c K i e t y in i t ia l ly leads to greater inequali ty and o n l y after « )mc t ime to a 

reduct ion o f inequal i ty. M a n y have accepted t h i s ihcsis as t ruth, and it 

is somet imes u.sed to discredit the idea of growth, or at least to demand 

redistr ibutive pol icies. Kuznets h imsel f d id iu>i dr.iw any such drastic 

conclusions. O n the contrary, he declared that his art icle was ba.sed on 

�perhaps 5 % empi r ica l in format ion and 9 5 % spccula i ion ' , adding ihai 

"so long as it is recognised as a col lect ion of hunches cal l ing for further 

investigation rather than a set o f ful ly tested conclusions, l i tt le harm and 

much good may result. '* 

I f we fol low Kuzncts 's recommendat ion and investigate what has 

happened since the 1950s, w e can see that his preliminar>' conclusion is 

not universal ly va l id . T r u e , i t can happen ihat growth ini t ial ly leads to 

inequality, but this is not a general connect ion. T h e r e are coimtr ies that 

have h a d h igh growth fo l lowed by a reduction in income differences, such 

as Indonesia, MaL i ys i a , Ta iwan, .South Korea, and Maur i t ius , and there are 
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countries l ike C h i n a , Thai land, Pakistan, and Braz i l where growth has led 

to greater income differences. Simi lar ly , th ings have moved in dif ferent 

directions in countries wi th low or negative growth. Equa l i t y has increased 

in C u b a , Co lomb ia , and Morocco, wh i le d im in i sh i ng in K e n y a , E th iop ia , 

and Mex ico dur ing the 1980s, and Ru.ssia du r i ng the 1990s. D is t r ibu t ion 

hinges on other factors, such as a country 's ini t ia l posi t ion and domest ic 

policy. I he Wor ld Hank sums up the state of affairs by saying. 

The available data show no stable relat ionship between growth and 

inequality. O n average, income inequal i ty w i t h i n countr ies has 

licit her decreased nor increased over the last .30 yea rs . " 

Economic growth does not increase inequality 

Correlation tietween economic growth and inequality in 80 studied countnes 
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Source: David Dollar and Aart Kraay. Growth (s Good tor the Poor (Washington World 

Bank. April 2001) 

-Studying equali ty in 70 countr ies, the economist G . W. Scu l l y found 

that incomes were mon eiftily distributed in countr ies wi th a l iberal 

economy, open markets, and property rights. Th is was, ab<»ve a l l , because 

the middle class had more and the upper cla.ss less in free than in unfree 

economies. The share o f national income going to the richest f i f th of the 



populat ion was 2 5 % lower in the "freest" economies than in the least frcx-

economics. I h e proport ion going to the piM)rest filth in a s c K i c t y was 

imafFecicd by how free the economy was. but their actual incomes were far 

greater in liher.d ecxmomies. " 

Economic freedom increases equality 

Incomes of the one-fifth richest are this many times higher than of the poorest 

one-fifth, in various countries 
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Source James Gwartney, Hoberi Lawson, and Dexter Samida (eds ). Economic Fmedom 

ol me Worta 2000 (Vancouver Fraser institute. 2000). 

Cxtmnry to popular supposit ions, then, a higher degree of economic 

lil>eralism appears to mean more economic equality. But what about the 

effects of the transition to a l iberal economy? Does rapid l i lxr . i l isat io i i h . i vc 

a negative impact on equali ty? Here, too, the answer wou ld ap^xrar to he 

th.it I t d ( K S not. I he .Swedish economist Nic las IWrggren h.xs investigated 

how the growth of ec«ii iomic freedom affects economic equality. I n 

countr ies that have l iberal ised their economies since 1985 , equali ty has 

mcrciisetl, wh i le stagnating or d im in ish ing in countries that have refrained 

f rom l iberal isat ion. Equa l i r y is growing fastest in poor developing countr ies 

that a rc q u i c k l y re fo rming their economies. Berggren's findings indicate 

that there are two ma in determinants o f equaliry in a s<Kiety: frecd<»m of 

i iuernat ional trade and freedom o f international movements o f cap i ta l— 

the two most global is ing' reforms. '" 



T h i s pattern is corroborated by a dif ferent classif icat ion of countr ies, 

one measur ing tiow "globalise" they are. horrify Policy magazine and the 

consul t ing f i rm A. T . Kearny have tried to dc \ i se a 'globalisation index ' , an 

estimate (»f how much a country s inhabitants shop, invest, communica te , 

and travel across irs borders. I'he globalised countr ies, they discovered, are 

not at all more unet^ual. O n the contrary. 

I l i e general pattern of higher global isat ion and greater income 

equal i ty holds for most countr ies, both in mature economies and 

emerging marke ts . " 

People on the left often say that ind iv idua l l iberty and t xonomic 

equaliry arc in c o n f l i a . wh ich explains w h y they th ink they must oppose 

one o f these widely appreciated values. T h e y may be right in the sense 

that legislators must decide wh i ch to focus o n more i n their del iberat ions, 

but it is not correct to say that the two values are mutua l l y exclusive. O n 

the contrary, there is much to suggest that equal i ty o f l iberty also leads to 

economic equality. Rights o f ownership, f reedom o f enterprise, free trade, 

and reduced inHation confer both growth and equality. 



Property rights—for the sake of the poor 

T
hat c C D H o m i c I r e n l o m is not an enemy ol eqiial i ty cotncs as a s u r p r i s e 

to everyone w h o has been told that capital ism is the ideology o f the 

r ich and the pr iv i leged. In fact, this is precisely backward. T h e free 

market is the ant i thesis o f s i K i e t i c s o f pr iv i l t^e. I n a market economy, 

the on ly way of hold ing oti to a good economic posi t ion is by improv ing 

your product ion and of fer ing people good products or services. It is in the 

regulated economics , w i th their distr ibut ion o f privileges and monopol ies 

to favoured groups, that privilege can become entrenched. T h o s e who 

have t h e right contacts can afTord to pay bribes. T h o s e w h o have the t ime 

.uid knowledge to plough thr<»ugh bulky volumes o f regulations can s ian 

up business enterprises and engage in trade. The poor never have a chance, 

not even of start ing smal l busincs.ses like bakeries or corner shops. In a 

capital ist ic society, all people w i t h ideas and wi l lpower are at l iberty to try 

their l uck , even if they are not the favourites o f the rulers. 

G loba l isa t ion contr ibutes to this tendency l>ec^iuse it i l isturbs power 

relations and emancipates people f rom the local potentates. Free trade 

enables consumers tt) buy gCKxis and ser\ ices f rom a global range o f 

comfK't i tors instead o f the IcKal mon<ipolists. Free movements o f capital 

enable poor people w i th good ideas to f inance their projects. Freedom 

o f migrat ion means that the village's one and only employer has to offer 

higher wages and better work ing condi t ions in order to attract labour, 

because otherwi.se the workers can go elsewhere. 

T h e left often portrays economic l iberal ism as the ideology o f the r ich , 

because it stands up for r ights of ownership. But defending private property 

is not the same as cement ing the prcvaUing property condi t ions. Fl inpir ical 

facts tell us that it is not main ly the r ich w h o benefit f rom the protect ion 

o f property rights. O n the contrary, it may be the most vulnerable cit izens 

w h o have most to lose in a society wi thout stable rights o f ownersh ip , since 

the people w i th pol i t ical power and contacts arc most able to seize control 

o f resources. W h e r e there is private property, resources and incomes are 

i-hannclled ma in ly to those w h o are product ive and w h o ofTer services in 

the market and the workp lace, and imderprivi leged groups then have a 



m u c h belter chance o f asserting themselves than in a system governed by 

fwwer and graft. Besides, it is the poor w h o have most to gain f rom g<x>ds 

becoming progressively cheaper in relation to incomes, and compet i t ion in 

the context o f private ownership helps to achieve just that result. Property 

rights provide an incentive for foresight and personal in i t iat ive, spurr ing 

growth and distr ibut ing the fruits o f it equally, o n average, l icrwecn r ich 

and poor. T h u s the int roduct ion o f safeguards for pr ivate property in a 

society has a distr ibutive effect as favourable to the poor as a commi tment 

to imivcrsal educat ion. .Studies indicate that protect ing private ownersh ip 

is the economic reform most conducive to g r o w t h . " 

T h e Peruvian economist He rnando dc Soto has done more than anyone 

else to show how poor people lose out in the absence o f property rights. 

In his revolut ionary book The Mystery of Capital, he turns the or thodox 

view o f the world's poor upside d o w n . I hc prob lem is not that they are 

helpless or even that they lack "property", in the sense o f the physical assets 

themselves. T h e problem, rather, is that they have no formal rights o f 

ownership. 

T h e poor are often people w i th great in i t iat ive w h o save large port ions 

of their income to spend on improvements to their land and their homes. 

After many years spent travel l ing and researching, de Soto roughly estimates 

that p(M>r people in the Th i rd Wor ld and in former commun is t states have 

real estate (bui ldings and the land they stand on) w o n h about U S S 9 . 3 

tr i l l ion more than is off icially registered. T h a t is a huge s u m , more than the 

combined value of all companies l isted on the stock exchanges o f the 2 0 

most aff luent count r ies—the N e w York Stock hxchange; the N A S D A C ^ ; 

the exchanges o f Ib ron io , T o k y o , L o n d o n , F rank fu r t , Paris, and M i l a n : 

and a dozen more besides. T h e problem is that T h i r d W o r l d governments 

generally do not recognise the rights o f ownersh ip w i thout tortuous 

bureaucrat ic processes. People in the I 'hird W o r l d occupy c o m m o n lands, 

bui ld s imple houses in shanty towns, wh i ch ihcy are constant ly improv ing, 

and establish small corner shops, just as poor people in the Western wor ld 

were doing a couple of hundred years ago. I he trouble is that in developing 

countr ies today it is practical ly impossible to register this as property. D e 

Soto illustrates these problems through an ambi t ious exper iment. Together 

w i th a number of colleagues, he travelled the wor ld at tempt ing to register 

profx-rty. T h e results of tho.se attempts arc hor r i fy ing . 

Ob ta in ing legal title to a house built on publ ic land in Peru required 

207 different administrat ive steps at 52 different publ ic offices. Anyone 

w ish ing to do something as simple as dr ive a taxi or start a private bus 

service lc"gally, could expect 2 6 months o f red tape first. I n H a i t i , people 
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can on ly settle on a plot o f c o m m o n lani l by Ic is ing it for five years and 

then buy ing i i . Bu t just geti ing a leasehold jK-rmit involved 6 ^ steps and 

took more than 2 years. Buy ing the freehold then took far longer. In the 

Ph i l ipp ines, ihe same process could take more than 1.^ years. I ^ a l l y 

registering a plot o f land in the Egypt ian desert required permits f rom 31 

authori t ies, v^�hich cou ld take between 5 and 14 years, and do ing the same 

for agr icul tural land took between 6 and 11 years. 

G e t t i n g a legal l icence for a feaory wi th two sewing machines in 

the shanty towns o f L i m a iiK>k 2 8 9 s ix-hour days o f travel l ing to the 

a i i tho i i i i cs , l i n ing up to see the right people, filling in forms and wa i l i ng 

for an ans-wcr. In addi t ion to the t ime required, the process cost a total o f 

U S $ 1 , 2 3 1 — m o r e than 3 0 times the m i n i m u m month ly wage. 

l b people w i thout many resources or p«nverful contacts, thc-se are 

insuperable barr iers. 1 he only opt ion remaining lor poor |ieople is to run 

micro-businesses in the informal sector, outside the law. Consequent ly , 

they have no legal protect ion and do not dare to invest for the long term, 

even i f tbey have the spare cash to do so. Their property is not inc luded 

in a un i f o rm system o l ownersh ip that records transactions and ind ia i tes 

who jiwns wha t . W i thou t clarity on this crucial po int , it is not clear 

how transact ions are to proceed, or who is responsible for payments and 

services to the address. The property remains "dead capi ta l ' . I ' roperties 

cannot be mortgaged, depr iv ing the eU facto owner o f one source o f capital 

for financing an educat ion or investing in and expanding a business. I he 

usual way that smal l entrepreneurs in affluent countries obtain capital is 

therefore unavai lable in developing countr ies. W i thou t a registered address 

and the possibi l i ty o f hav ing one's crcditwortbiness investigated, it is often 

impossible to establish a telephone, water, or electricity connect ion , and 

the property cannot even be sold. Nor can entrepreneurs expand their 

busines.ses by sel l ing shares in d i cm. 

O w n e r s o f micro-businesses, being forced to wo rk in the in fo rmal 

sector, a lways have to beware of bureaucrats and the police or else pay 

heavy br ibes. T h i s means they have to keep their businesses small and 

h idden, and are thus prevented f rom taking advantage of economies of 

scale. No r do they dare to advertise or to broaden their customer base 

excessively. T h e y venture to sell to the nearest precincts, but no more. 

.Major deals can on ly be concluded w i th members o f the fami ly or others 

one trusts personally. 

D c S o t o ma in ta ins that between SO and 7 5 % o f cit izens in the developing 

countr ies wo rk outside the protection o f the law. and that r<»ughly 8 0 % of 

homes and land are not registered in the names o f their present owners. In 

5 3 



one country that de Soto visi ted, the urban author i ty had itself established 

an illegal setdemcnt on common land .so that its employees wo idd have 

somewhere to live. In countr ies wi thout a func t ion ing property system, 

then, the great majority- o f the populat ion has assets that the owners are 

not al lowed to m.ike lul l use D I . In the absence of ownersh ip rights, they 

cannot use their property as a basis o f expans ion , w h i c h was the Western 

world's path to prosperity. O n l y the elite in the developing countr ies have 

the contacts that permit them to engage in modern economic acuvi ty. 

Cap i ta l i sm wi thout property rights becomes capi ta l ism for the elite 

only. M i l l i ons of capable people w i th in i t ia t ive, people w h o c«)uld be tine 

entrepreneurs of the fu t iuc, become entrapped by poverty."* 

ITiat is one o f the reasons why Russia's economy took ten years to 

show any growth after the fall o f c o m m u n i s m . That was how long it took 

the Ru.ssian government to even begin in t roduc ing a un i fo rm system o f 

private land ownership. L i n d in Russia is generally considered government 

property and is just lent or leased to the farmers, mak ing investment pointless 

and sale or mortgage unth inkable. B y the beg inn ing o f the 21st century, 

fewer than 300 ,000 out of a total of some 10 m i l l i on Russian farmers 

had any th ing resembling title to their land. T h e government imposes 

severe restrict ions on what people can do w i th land that r ightful ly belongs 

Economic freedom reduces poverty 
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to them. I j n d socia l ism, of course, inhibi ts any number o f investment 

opponun i i i c s , but because land is often the basis of borrowing, it also 

impedes the development o f a modern credit system. Instead, transactions 

f ind their way into the informal market. Russia today is sometimes 

portrayed as a land of man ic , unchecked capital ism. By any reasonable 

dehni t ion o f cap i ta l ism, this is nonsense. Russian land s t K i a l i s m , coupled 

wi th a formidable welter o f business regulations and trade controls, leads 

the Her i tage Foundat ion t«) f ind it only the 1.^5th freest econ«>my o u t o f 

161 invest igated. I n Ffonomic Ireedom of tin Worlds rank ing , i t comes 

116th out o f 123. after countr ies l ike Syr ia and Rwanda . - ' 

Regula t ion o f agr icul ture is another important cause of inequality. 

T h r o u g h pr ice regulat ions, del ivery requirements, and a var iety o f 

other means, many developing countr ies have tr ied to bencHt the urban 

populat ion at the expense o f farmers. 1 his is p a n o f an attempt to force 

indust r ia l isat ion by tax ing and regulating agricul ture a n d t ransferr ing 

the proceeds to industry. The problem is that this has h.id the effect o f 

shat ter ing agr icu l ture, depr iv ing it o f resources that wou ld have been 

needed in order t<i s t reaml ine food product ion and actual ly generate a 

surplus. I n many A f r i can and l a t i n Amer i can countr ies, this has created 

a v ic ious c i rc le, w i t h heavy migrat ion f rom the im [X )ver ished countn is ide 

to the u>wns and c i t ies. But there is no great demand for industr ia l goods 

because the count rys ide remains poor, and so unemployment and poverty 

increase in the towns, and homelessness, cr ime, and prost i tut ion wi th 

them. I'he property t h a t the p (K ) r themselves acquire and save up for is 

not recognised and is not registered. As a result, demand for agr icul tural 

produce d t K - s not gather speed, and so urbanisat ion cont inues. Foreign 

demand cannot be counted on to fill the domest ic gap because the 

aff luent count r ies have bui l t high tar i f f barriers to keep out agr icul tural 

produce.* ' 

Several ty|xrs o f ant i - l iberal policy hit the p i K i r es j xx ia l l y hard. O n e 

is in f lat ion, w h i c h ru ins the value of mone%-. By rapidly increasing the 

money supply, the government obliterates the small monetary assets o f the 

poor, wh i le the rich w h o o w n registered land. pro|K-rt ies. and businesses 

get o f f more l ightly. R e d u c i n g in f la t ion—and. alcove a l l . . ivoiding the k ind 

o f hyper inf la t ion that has aff l icted so many Third Wor ld count r ies—is 

one of the most impor tan t things that can be done to help the less wel l -

to-do, accord ing to D o l l a r and Kraay's study. O n e classic example o f 

hyper inf lat ion was ( i e r m a n y ' s dur ing the l ' ) 20s , which ru ined the middle 

class and made people receptive to Hit ler 's rhetoric. A n extreme instance o f 

the opposite occurred at the end o f 1989, when Argent ina qu ick ly reduced 
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inf lation and, in little over a year, reduced the proport ion o f poor people 

in greater Buenos Aires f rom 3 5 to 2 3 % . 

Another o f Dol lar and Kraay's findings is that publ ic spending seems to 

ha rm not on ly growth but also a country 's poorest inhabi tants. T h i s does 

not ring true to those who Ixrliese that publ ic spending involves tak ing 

f rom the r ich and g iv ing to the poor, in fact, the opposite is frequently 

what happens. In poor. u n d e m t K r a t i c countr ies especially, it is the e l i t e— 

the leader, h i s relatives and fr iends, and power fu l co rpora t ions—who 

are al lowed to help themselves to p u b l i c f i inds, wh i le the b i l l is p a i d by 

those w i thout inf luence in the palaces o f the capi ta l . Bloated mi l i tary 

establ ishments co-opt the lion's share o f resources. The rulers prefer to 

invest in prestigious international airports, universi t ies, and ci ty hospitals 

rather than in the roads, schools, and local hospitals that wou ld really 

help people. In undemocrat ic countr ies, moreover, publ ic medical care 

and education are often directed lo s taunch supporters o f the regime. 

T h i s shows how wrong many le f t -w ing intel lectuals were in the 1960s 

and 1970$ when they declared that democrat ic r ights and lil>eriics d i d 

not matter all that much in the deseloping countr ies, because what they 

first needed to invest in was welfare policy. W i t h o u t democracy, wha icve r 

welfare pol icy is implemented cannot be exjHrctcd to benefit the great ma-ss 

of the populat ion. 

Ineff ic ient systems of government w i l l not make the best possible use 

o f money—or , for that matter, the setontl l>eM. "I heard rumours about 

assistance for the po«»r,' said one poor Indones ian o f his country 's welfare 

policy, 'but no one seems to k n o w where it is. ' Presumably the money 

went in to a local bigwig 's pockets. I h c same prob lem exists i n Ind ia , where 

bureaucracy and corrupt ion have turned poor relief into black holes for tax 

money. T h e government there spends U S $ 4 . 3 0 to effect a transfer to the 

poor of just U S $ 1.00 through a progratnme of food subsidisat ion. It is , o f 

course, a straight loss to the poor, whose suppl ies arc taxed heavi ly so that 

the government can 'generously' give them back a far smaller amount in 

the fo rm o f a id . ' ' 

Cap i ta l i sm is not a perfect system, and it is not ginnl for everyone all the 

t ime. C r i t i c s of globalisation are good at po in t ing out ind iv idual h a r m s — a 

factory that has closed down , a wage that has been reduced. S u t h th ings do 

happen, but by concentrat ing solely on ind iv idua l instances, one may miss 

the larger reality o f how a pol i t ical or economic system generally works 

and what fantastic values it confers on the great major i ty compared w i th 

other alternatives. Problems are found in every pol i t ical and economic 

system, but rejecting all systems is not a n op t ion . 1 f u m i n g down negative 



examples of what can happen in a market economy is easy enough. By that 

method water or fire can be proved to be bad things, because some people 

drown and some get burned to death, but this isn't the full picture. 

A myop ic fociLs on capitalism's imperfections ignores the freedom 

and independence that it confers on people who have never experienced 

a n n h i n g but oppression. It also disregards the ca lm and steady progress 

that is the basic rule o f a society w i th a market economy. T h e r e is noth ing 

wrong w i th ident i fy ing problems and mishaps in a predominant ly 

successful system i f one docs so wi th the construct ive intent o f recti fying 

or al leviat ing i l i em. But someone who condemns the svstem as such is 

obligated to answer this quest ion: VCIiat polit ical and economic system 

could manage things better? Never before in human history has prosperity 

grown so rapidly and poverty declined so heavily. Is diere any evidence, 

either in h istory or in the wor ld around us, to suggest that another system 

could do as well? 



The East Asian 'miracle' 

T
o gauge the impact o f polit ics on development, it may Ixr enl ightening 

to compare the continents present ing the b ig contrast i n post-war 

history, namely the growth 'miracle ' o f East As ia and the disastrous 

track record o f A f r ica . Zamb ia in I 9 6 0 was almost as wealthy as South 

Korea. Today South Korea has a standard o f l i v ing comparable to l\>rtugars 

and is roughly 20 times wealthier than Z a m b i a . T h e Taiwanese used to be 

poorer than the populat ion o f the C o n g o . Today they are as r ich as the 

Spaniards, whi le the Cx>ngo has stood st i l l . H o w could things go so wel l 

for As ia and so badly for Afr ica. ' 

T h e end o f the .Second Wor ld War found Japan's economy in ru ins and 

the countr ies it had recently occupied destitute, s tarv ing, and wretched. T h e 

rest o f the wor ld expected these countr ies to be torn apart by cor rupt ion, 

cr ime, and guerri l la warfare. But s ince the l % O s these Hast As ian 'miracle 

economics ' have had annual growth rates between 5 and 7 % , and their 

incomes have doubled every decade. Sav ings, investments, and exports 

have all been impressive, and the countr ies have qu ick ly industr ial ised. 

Former colonics l ike Singapore and H o n g K o n g are now as prosperous as 

their former colonisers. 

I n nearly ai l these countr ies, somet imes cal led the 'Asian tigers', 

this process of development has preserved or even increased economic 

equal i ty—without any significant redist r ibut ion. Poverty has rapidly 

decl ined. In Indonesia, the proport ion l i v ing in absolute poverty has fallen 

(r»)m 58 to 1 5 % , and in Malaysia f rom 37 to 5 % . Between 1960 and 

1990, average life expectancy in the l iast As ian countr ies rose f rom 56 to 

71 years. W i t h growth came the eventual democrat isat ion o f countr ies l ike 

T a i w a n , South Korea, T h a i l a n d , and now Indonesia as wel l . 

T h e s e states have proved thai it is perfecdy possible for developing 

countr ies to industrial ise and develop. T h e y also showed that this cou ld 

hapfien only in an o{>cn, capital ist ic economy, not in a secluded commant i 

txonomy. Recently, many economists have pointed out that the mirac le 

economies also had a great deal o f government cont ro l , imp ly ing that they 

actual ly provide counterexamples to the c la im that l iberal ism alone creates 
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development. I he first point is correct. I he first states in the region to 

deveU>p—Japan, South Korea, and T a i w a n — h a d a great deal of government 

in tervent ion, though the subsequent mi rac les—Indones ia , Nialaysia, and 

T h a i h i n d — g o t their economies mov ing with less intervent ion. In the 

iormer countr ies, the state governed investments, regulated the banks, 

invested in and protected chosen industr ies, and kept a whole batter)-

of intervent ions in its arsenal. But there was nothing unique about this: 

developing countr ies in all cont inents have done the same. The Wor ld 

Bank , in its broad evaluat ion o f the miracles, observes: 

O the r economies attempted simi lar interventions wi thout success, 

and on average they used them more fH.-rvasivcly.-'' 

W l i a t d ist inguished i hc Asian tigers from other developing ct)untries 

was that they commi t ted themselves to establishing and protect ing rights 

o f ownersh ip , creat ing a legal code that would protect enterprise and 

compet i t ion, and hav ing a stable monetary policy and low inf lat ion. T h e y 

i m p l e m e n i i i l universal cduat t ion , producing skil led populatit)ns capable 

of developing their countr ies. Because the governments concentrated on 

elementary educat ion, leaving higher education to the privately funded 

market , higher educat ion establishments were attuned to the needs of the 

economy. 

T h e East As ian s u t c s introduced reforms that deprived old elites o f the 

land and privi leges they had .sei/c-d in the past. Those reforms enabled the 

entire populat ion to part icipate in the economy. F.irmcrs could now dispose 

relatively freely o f their surplus, saving and investing as they saw fit, wh ich 

gave them an interest in mak ing agriculture more eff icient. 1 he increa.sed 

yield kept these countr ies suppl ied wi th f txx l whi le releasing manpower 

for industt) ' , wh i ch in tu rn encountered rising demand as rural earnings 

improved. T h e tigers were more interested in creating job opportunit ies 

than in sett ing m i n i m u m wages and regulating the labour market. "This 

provided work for most people, and wages then rose w i th productivi ty. 

Because wages cou ld also be lowered in a recession (as the goods those 

wages bought also became cheaper), many of these countr ies coped wi th 

crises more smood i l y and w i th lower unemployment than others. 

In odier developing countr ies, enterprise is hamst rung by regulations, 

ani l l icences and permi ts are needed in order to start up business. East As ian 

states, by contrast , have had a notable freedom of enterprise. Ind iv idual 

cit izens w i t h ideas have been able to start up firms with a m i n i m u m o f red 

tape and to wo rk un t rammel led by elaborate controls and price regulations. 

H o n g K o n g wen t f i inhest in this di rect ion. T h e r e , one could just start a 
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business and then inform the authorit ies af terwards in order to obtain a 

permit . Phis has been hugely im^wr tan i , not o idy open ing the field to 

init iat ive but also provid ing an effective ant idote to the corrupt ion that 

often flourishes in the shade o f |>ermit procedures. 

A l though many of the liast Asian countr ies have steered tax credits 

and subsidies into the private sector, they have been less swayed than 

other developing countr ies by c rony ism and nepot ism, vested i iucrests, 

or the temptation to pursue ostentatious but unproduct ive showcase 

projects. Instead, they have fiL>cused their attent ion on genuine product ive 

achievement and the exigencies o f the market . Pr ices have been far more 

market dr iven than i n other developing countr ies. T h e s e countr ies have 

not had price controls and have not distorted wor ld market prices, so 

investments have occurred where they have been most l ikely to succeed. 

Absent tho.sc distort ions, investment has flowed to the sectors where 

those countr ies arc most efficient and have advantages relative to other 

countr ies. 

M a n y o f those in the debate demand that the government intervene and 

govern investments in order to slow the p.ice o f growth and protect ex is t ing 

businesses. T h i s is precisely what was « o r d o n e by the As ian governments, 

wh i ch regarded abil i ty to wi thstand internat ional compet i t ion .is cruc ia l for 

busine.sses. The Japanese government let large corporat ions go bankrupt 

because they d id not have suff icient profit potent ia l , and South Korea 

was qui te unsentimental about shutt ing d o w n f i rms that were unable to 

produce for an open market. I bis absence o f sent imental i ty has also been 

applied to the government itself. Wheneve r subsidies and expenditure have 

threatened economic stability, the government has qu ick ly scaled down its 

commi tments , thereby avoid ing budget crises and inf lat ion. 

Above a l l , these countr ies have been fiercely commi t ted to integrat ion 

wi th the international economy. IT icy arc among t h e world's most ex fx j r t -

oricnted economies, and most o f them have welcomed investments by 

foreign companies. The larger the share o f these countr ies ' G D P accounted 

for by trade, the faster their economic growth has been. Most o f them have 

had tar i f f barriers against imports, but the same goes for the rest o f As ia , 

A f r ica , and .South Amer ica . 1 he East As ian countr ies arc difFereni in that 

they appl ied this policy to a lesser extent than other developing countr ies 

and dropped it much earlier. W h i l e the others were busily pursuing 

self-suff iciency and avoid ing trade, the East As ian countr ies c t )mmi t ted 

themselves to international isat ion. I n the 1960s they Ix^gan encouraging 

exports, partly by abol ishing permit requirements and exempt ing exporters 

and their suppliers f rom import dut ies. Tar i f f s o n capital g<K>ds have been 



low. Acco rd ing to the index o f openness constructed by Haryard economists 

Jeffrey Sachs and Andrc-w Wi rne r , East Asian countr ies were among the 

first developing countr ies to open up their economies by reducing tariffs, 

abol ish ing quotas, freeing exports, and deregulating foreign exchange. 

T h e economies o f T a i w a n . Iha i l .md , and Malaysia were 'open' since 1963 

at the latest, Japan since 1 9 M . South Korea since 1968. and Indonesia 

since 1970. H o n g K o n g has pursued a more liberal trade policy than any 

other count ry in the wor ld . - ' T h e same revolution d id not occur in 1 J t i n 

Amer ica unt i l the begi iming o f the 1990$ and has yet to come in most 

parts o f A f r i ca . 

It is h ighly enl ightening to compare these ntiracle economics wi th those 

o f ne ighbour ing countr ies that are cultural ly and denn>graphically s imi lar 

but commi t ted to quite the opposite k ind of p)olicy. Nor th Korea and 

B u r m a had no t ime hir the market, opt ing instead fiir an ultra-protectitmist 

jnolicy and a r igorously control led economy. T h e y were completely lelt out 

o f the regional up turn and ensnared by abject jxiverty, and today they are 

governed by i n h u m a n d ic iau)rsh ips. Far from demonstrat ing the viabi l i ty 

o f regulation and state cont ro l , the East Asian miracle shows an open, free-

enterpri.se economy to be the sine qua non o f desclopment. 
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The African morass 

A
f r ica, especially sub-Saharan A f r i ca , presents a painfu l contrast 

to the East Asian miracles. I n southern A f r i ca , we find most o f 

the countries whose per capita G D P has actual ly decreased since 

the m id -1960s , as wel l as the world's heaviest concentrat ion o f poverty, 

disease, malnour ishmcnt , il l iteracy, and ch i ld labour. Instead o f the growth 

and prosperity that have prevailed in most o f the rest of the wo r l d , over the 

past 3 0 years this cont inent has grown . iccustomed to a dec l in ing standard 

o f l iv ing and growing distress. C e n a i n natural factors help to account for 

this. T h e tropical c l imate causes parasit ic diseases to f lour ish; the soil is less 

fertile and natural disasters more c o m m o n than in Fu ropc . One - t h i r d o f 

the populat ion live in completely landlocked countr ies, wh i ch makes it far 

more di f f icul t tor them to connect w i th internat ional markets and trade 

movements. TTie cur ious border def ini t ions and di.scriminatory policies o f 

the o ld colonial powers have contr ibuted to a severe ethnic and l inguist ic 

fragmentat ion wi th in Af r ican states. A large part o f the cont inent is be ing 

torn apan by wars and confl icts. 

But other regions wi th both nature and cul ture against them have 

managed far better than Af r ica . E v e n factors l ike war and famine have 

polit ical causes—no demiKtacy has ever been aff l icted by famine, and as 

a r ide, democracies do not make war on each other, w h i c h shows that 

to a great extent it is a country's inst i tut ions and polit ics that determine 

its prospects for development. A f r i ca , unfortunately, is notable for a far 

higher degree of polit ical oppression, co r rup t ion , economic d i r ig isme, and 

protect ionism than the other cont inents. T h e A f r i can countr ies inheri ted 

a h ierarchical , repressive polit ical st ructure f rom the colonia l powers, and 

have used it to oppress other ethnic groups and the countrys ide, l imi t 

enterprise, and violate fundamental r ights. 

A f r i can leaders have, by and large, been intent on avoid ing both the 

policies o f the old colonial powers and the r isk of becoming commerci . i l ly 

dependent on their European ex-r i i lc rs . So they have tried to bui ld self-

suff icient economies via draconian tariffi i, nat ional isat ion, and detai led 

control o f industry. Af r ican economies have been governed by price and 



exchange controls, and publ ic expenditure has at t imes run riot. T h e urban 

elites have systematical ly exploited the countryside. Instead o f creating 

markets, countr ies established purchasing monopol ies that paid wretched 

prices and int roduced gov i rnmen i distr ibut ion o f food. The government 

thereby conf iscated the entire agricultural surplus, impoverishing the 

farmers and effect ively a lw l ish ing trade. Product ion fell and farmers were 

dr iven into the in fo rmal market. That impeded plans for industrial isation 

and posed a threat to society when the economic downturn set in dur ing 

the 1970s. Af ter t ry ing to borrow their way out o f the crisis, many 

Af r ican states were in free fall by the mid-1980s . Structures collapsed, 

people starved, there were no medicines, and machinery simply stopped 

when spare parts were missing and batteries went Hat and could not be 

replaced. The fall has stopped since then, but has not yet been followed 

by an up turn . Between 1990 and 1998 Southern Africa's combined G D I ' 

decl ined by 0 . 6 % . 

The cause of Afr ica's hunger and suffer ing is not the desert and drought 

but pol i t ical t»pprcssors who have systematically shattered the countr ies' 

potential . Instead o f becoming dependent' on trade, these states have 

become dependent on development aid. Sub-.Saharan Af r ica has rcxeived 

more development a.ssistance |>er capita than any other region in the wor ld. 

Some states have received development assistance equal to twice their own 

incomes. But instead o f going to people in distress, the money has often 

been used to sustain rogue regimes that exploited their people. M a n y 

Western donors declared that the.se countries were not ripe for democracy 

and ind iv idua l r ights, that the)- should rely on p lanning the economy and 

reducing their dependence oji trade. T h e consequences o f fol lowing that 

Africa has tjeen afflicted with long-lived leaders like Mugabe in 

Zimbabwe. Moi in Kenya, and Mobutu in Zaire who have clung to 

power with the support of development aid from the Western worid. 

African economist George Ayittey has characterised many of those 

governments as "vampire states', martted by public sectors that are 

not Interested in stimulating creativity and growth, only in feathering 

their own nests with the productive resources of society—much like 

an army of occupation. Often the leaders, and the clique surrounding 

them, have seized property by means of direct expropriation and 

massive peculation of government fur>ds Mobutu is understood to 

have amassed a fortune of atiout U S $ 4 billion while his country was 

bleeding to death. 
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prescription were not long in coming. Potential entrepreneurship has been 

snuffed out, and whereas in the 1960s A f r i ca had 5 % o f the world's trade, 

today it has only 1 % . 

Anyone who believes that hierarchy is synonymous w i th eff ic iency 

should study some o f these countr ies. C h a o s prevai ls throughout the publ ic 

sector. T h e bureaucracy often ignores rout ine matters: off icials disregard 

orders f rom superiors and, not infrequeiuly, do the opposite of what they 

are told to. The courts, wh ich are seldom impar t ia l , do not protect contracts 

or property rights. C'orrupti<in is amazingly widespread, paralysing whole 

states. Of f ic ia ls demand bribes s imply to a l low people to wo rk and trade, 

wh ich makes it hard for businesses—and impossible for the poor—to do 

so. Polit ical decisions arc often based on ties o f ftiendship and k insh ip , not 

merit. Arb i t rary rule and corrupt ion have deterred entrepreneurship, and 

many o f these countries arc receiving no foreign investments at a l l . A f r i ca 

has been marg ina l ised—on that point the ant i -global isat ion movement is 

perfectly r ight—but the reason is that the A f r i can countr ies have retreated 

from globalisation and have instead been subjected to socia l ism, gangster 

ride, and protect ionism. T o the peoples o f A f r i ca , globalisation has meant 

little more than their leaders flying o l T t o conferences in other countr ies.-" 

Some Af r ican countries have in rc-cent years succeeded in balancing 

their nat ional budgets, but such change is on ly marg ina l . Cha l l eng ing 

strong vested interests, taking vigorous act ion against cor rupt ion , reducing 

the .ipparatus of government, and open ing the economy to compet i t ion 

have proved more diff icult. A bare major i ry o f the a>untr ics south o f the 

.Sahara have relatively democrat ic regimes, and those countr ies have the 

world's least l ibend economic systems. Es t ima t ing the amount o f economic 

freedom in die region, the Canad ian Fraser Inst i tute fo imd that, ignor ing 

those countr ies too war torn to make me-asiu-emcnt possible, 14 o f the 

woHd's 2 0 least free economics are in A f r i ca . A l l but four of the A f r i can 

countr ies for wh ich data were .ivailable fell in to the Ic-ast free ha l f o f the 

123 countr ies ranked.- ' 

Z i m b a b w e , a long-standing rec ip ient o f Wes te rn deve lopment 

assistance, has under taken the woHd's fastest and most consis tent 

retreat f rom the alleged evils o f g lobal isat ion and l ibera l isat ion. Under 

dictator Robert Mugabe, the country 's trade w i th the outside wor ld has 

been drastically l imi ted, government spending has skyrocketed, and price 

controls have been introduced. Recendy. oppression has escalated, w i th 

large-scale expropriat ion of property, suppression o f freedom o f expression, 

and acts o f terror against the opi>osititm. In just five years, the count ry has 

lost more than a third o f all its weal th, and absolute jKjverry has grown by 
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more than ten percentage pouits. Z imbabwe was once a major exporter o f 

foinlstuffs. but over the course o f only a few years, cereal product ion h;is 

col lapsed to one- th i rd its former level, and more than 6 mi l l ion people are 

now fiicing starvation."" 

Niger ia is another example. Phis huge country, despite abundant 

natural resources and agricultural land, has remained abysmally poor 

because o f a very str ict ly regulated and corrupt economy. O n the .idvice o f 

the I M F . among others, certain structural reforms were inaugurated at the 

end o f the 1980s, but their unpopular i ty led the Niger ian government to 

drop them at the beginning of the 1990s. Regulations were reintroduced, 

the credit and exchange market was abolished, and interest rates were 

contro l led. Inf lat ion and unemployment resulted. Betwcvn 1992 and 

1996, the proport ion o f the aKsolutely poor rose from 4 3 to an incredible 

6 6 % o f the nat ional populat ion. Nigeria today accounts tor a quarter of 

all absolute poverty in sub-Saharan Af r ica , and despite the advent of a new, 

democrat ic government , reforms have progressed very slowly. Per capita 

income today is lower than it was 3 0 years ago, and health and education 

standards have fal len. 

The economists Jeffrey Sachs and .Andrew Warner have studied the 

growth that di f ferent pol i t ical reforms have brought in various Af r ican 

countr ies. Fhey have attempted, on the basis of var ious country studies, 

to calculate what growth the cont inent wou ld have had i f it had adopted 

the F-ast As ian pol icy of open markets, fnx-dom of enterprise, protection 

o f property rights, and a high level o f saving. Sachs and Warner mainta in 

that, despite its poor natural u )nd i t ions , Afr ica wou ld then have been 

capable o f ach iev ing an average per capita growth o f about 4 . 3 % annual ly 

between 196S and 1990. I l i a t wou ld almost have tripled the population's 

incomes. O f course, any such estimate has to be taken wi th a grain o f salt, 

but even w i th a generous margin of error, the figure remains shockingly 

high compared w i th Afr ica's actual growth dur ing the years in quest ion—a 

mere 0 . 8 % per year.'"' 

If we examine the track record o f the Afr ican coimtr ics that have opted 

for free trade and more open economies, it seems entirely plausible that a 

l iberal pol icy cou ld have been so successful. T h e cattle farmers o f Botswana 

were qu ick to realise that it was in their interest to campaign for more 

o(x-n markets, and that meant that large parts o f the economy were already 

exposed to compet i t ion by the end of the 1970s. Botswana has prorected 

rights o f ownersh ip and has never nationalised busines.ses. Fhro i igh its 

association w i t h the E U , the country's exports to Europe arc exempt from 

duties and quotas. S ince Independence in 1966. Botswana has hccn the 
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exception in a contincni dominated by dictatorships, which has helped to 

make it one of the least corrupt nations in Africa, on par with European 

countries. Botswana's economic growth has actually surpassed that of the 

^^t Asian countries, with annual growth levels of more than 10% between 

1970 and 1990. Another state that committed itself to free trade early on 

is the island nation of Mauritius. Through reduced military expenditure, 

protection of property rights, reduced taxes, a free capital market and 

increased competition, the country has achieved growth rates on the order 

of 5% annually, loday nearly everyone there has access to clean water, 

and education and health care are expanding. If countries like Mauritius 

and Botswana can achieve this degree of growth, why shoiddn't the rest of 

Africa be able to? The populations of the other African countries are no 

less inventive and enterprising than the people of Mauritius or Botswana, 

but they are forced to use their creative powers to evade corruption and 

regulations and to cope with working in the informal sector. 

Another interesting African country is Ghana, which began liberalising 

its economy in 1983 and gradually became more prosperous while its 

neighbours grew slowly pooici. In particular, Ghana deregulated agriculture 

and abolished tariffs, price controls, and subsidies. Production has risen 

fast, which above all has benefited cocoa farmers—but because the farmers 

have now been able to invest and to afford more gtx)ds and services, many 

others have also benefited from the farming boom. Absolute poverty in 

Ghana fell during the 1990s from 36 to slightly more than 29% of the 

population, and in 21)00 the leadership of the country was, tor the first 

time, transferred peacefully and demtKratically. 

Uganda has developed along similar lines and is one of the countries 

that liberalised fastest over the course of the 1990s. Trade there has 

been quickly liberated, price controls abolished, taxc-s lowered, inflation 

reduced, and the first steps taken toward protecting property rights and 

deregulating financial markets. Those factors, coupled with extensive 

development assistance, have produced annual growth of more than 5%, 

while inequality has diminished. During the 1990s, absolute poverty in 

Uganda fell from 56 to 35%. A relatively high degree of openness and ihc 

educational work of independent organisations have made Uganda the 

first country in Africa where the incidence of HIV/AID.S in the towns and 

cities has begun to diminish. 

Iliese examples of African 'lion economies' {the counterpart of Asian 

'tigers' and 'dragons') have shown, despite their setbacks, that poverty 

is not imposed by some law of nature. Slowly, very slowly, certain sub-

Saharan states are beginning to use their resources more efficiently and 
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to give rhcir citizens greater economic libcriies. The democracies are 

growing in number and urbanisation is breaking up old tribal loyalties that 

have hitherto stood in the way of equality before the law. Competition 

is reducing corruption because rulers no longer have the same p>ower to 

confer and withliokl permits and privileges. Interest in foreign investments 

is another motive force, because companies shun investment in corrupt 

economies. The controlled economies are becoming a little frayed at the 

edges. I'he proportion of national budgets devoted to health and medical 

care increased, albeit marginally, during the I'WOs. 

Africa has an incredibly long way to go, but contrary to what some 

maintain, improvement is possible, l-rom being in free fall, many African 

countries have been stabili.scd, albeit at an extremely low level. It will 

take determined demcxratic and liberal reforms to move things forward, 

and the implcmcniation of those reforms will require leaders with the 

courage to put the people's interests before those of their friends, or of 

the bureaucracies. (liven the grim starting point, it is unlikely but not 

impossible for the 21st century to be Af rica's century. 
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Chapter 3 

Free trade is fair trade 



Mutual benefit 

|^~(illowing dcmamirations againsi the Seattle meeting of the World 

~ Trade Organization by tens of thousands of people at the end 

of 1999, the benefits of free trade have once again begun to be 

questioned in public debate. Voices have been raised calling for countries 

to be self-sufficient, or saying thai the developing countries should 

'protect' themselves with tariffs until their industries have become mature, 

or that we need "new rules' for international trade. Often, the criticisms 

are summed up in the slogan that we ought to have "fair trade, not frtx 

trade." But in my view, free trade is by nature fair trade, because it is biLsed 

on voluntary cooperation and exchange. Free trade means you, not the 

government, decide where you will buy your goods, without extra costs 

being imposed on them merely because they happen to cross a border. 

Tariffs, which impose a tax on products whenever they cross a border, 

and quotas, which limit the number of gtiods of a particular kind that 

may enter a country, arc direct restrictions of citizens' freedom to make 

decisions about their own consumption for themselves. l-rccdom from 

those things—free trade—gives us freedom of choice and gives all people 

the opportunity' of raising their living standard. 

It may seem odd that the world's prosperity can be augmented just by 

people swapping things with each other. But every time you go shopping, 

you realise (if only subconsciously) how exchange augments wealth. You 

pay a dollar fbr a carton of milk fKcause you woidd rather have the milk 

than your dollar. The shopkeeper sells it at that price because he would 

rather have your dollar than keep the milk. Both parties arc satisfied with 

the deal, otherwise it would never have taken place. Both of you emerge 

frt>m the transaction feeling that you have made a good exchange, that 

your needs have been better provided for. 

Trade results in the person who has a knack for making bicycles doing 

just that, the person who is best at cutting hair working as a hairdresser, 

and the person who is best at manufacturing television sets taking a job in 

the lA' factory. Then those workers exchange, so as to get what they each 

want. Through free trade, we can consume goods and services that we 
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could never have produced ourselves. ITie possibility of Ircc choice means 

that we can choose the best and cheapest goods possible. Hree choice gives 

us acce.ss to goods that we cannot procure by ourselves. In a Minnesota 

grtKery, people can buy bananas and pineapples, even though neither is 

likely to be found on a Minnesota farm. Hven in northern latitudes, fresh 

green vegetables arc on sale all winter, and people in landlocked countries 

can buy salmon from Norway. Free trade results in goods and services 

being produced by whoever is best at producing them and then being sold 

to whoever watits to buy them. That's really all there is to it. 

But in fact the argument for free trade is even stronger. Perhaps 

most people are aware that you can make money out ol trade so long 

as you produce .something better than everyone else, but mudi of the 

criticism of free trade is ba.sed on the fear th;it some countries may be 

better at c\'erything. Certain countries and enterprises are more advanced 

than others, and can perhaps do everything more efficiendy than their 

weaker trading partners. But the fact is that you gain by trade even if you 

manufacture things less well than others could. The imponant thing is to 

do what you are relatively best at, not to be belter than everyone else at 

doing it. 

Imagine a simple case of trade lierween two people. Julia is highly 

trained, an outstanding surgeon and also a pretty gotnl cook. The other 

is John, who has not trained for any particular occupation and. moreover, 

is not quite as good at baking as Julia. John would like to do something 

simple that he can learn easUy, in the home, and then use it in exchange 

ft)r things that are more difficult to produce, such as surgery and medical 

care. Bui why should Julia agree to any such exchange when she is also 

the better cook? For the simple rea.son that she profits by concentrating 

on what she docs best of all. Even if she is twice as good a chef as John is, 

she is a thousand times better at surgery than he is. So she prtniuces the 

greatest value by devoting her limited time to surgery and then using part 

of her earnings from that source to buy dinner from someb<Hly else. By 

concentrating on what she is best at, she h.is still more resources left over, 

and can thus afford to buy other goods and services that she wants. 

Those who do not want free trade because it takes place on unet|ual 

terms' and is based on 'unequal circumstances' would urge John to shut 

himself off and not do business with Julia. But the fact is that he would 

profit handsomely by free trade. Through iradc, he can concentrate on 

what he docs best, in relative terms, and exchange it for what he needs, 

things that he would be far worse at producing, such as bicycles or medical 

care. This example illustrates what economists call "comparative advantage . 
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John docs not need to be absolutely best at his kind of production. It is 

enough for him to be best at it in relative terms—producing it better than 

other things he needs. It will still be worth his while to concentrate on 

tliat particular thing instead of trying to proihice everything he needs 

by himself. He concentrates on the area in which he has a comparative 

advantage-

There need not even be any difTerencc of training or education— 

different degrees of industry or good luck will suffice. Imagine the two 

people in our example are stranded on a desert island, where each needs 

U) cat a fish and a loaf of bread every day in order to survive. To achieve 

this. Julia has to spend two hours baking and one hour fishing. John needs 

two and a half hours to bake and five hours to fish. .S<» again Julia is best 

at both jobs. But she still gains by swapping widi John. bccau.sc then she 

can dc-vote her time to what she is absolutely best at—fishing. She can 

then catch diree fish in that .same three hours, while John in the course of 

his same seven and a half hours can bake three loaves. They then exchange 

the surplus, getting one and a half of each. Thus, without working an 

iota harder or a minute longer, John and Julia have increased their daily 

output from two fish and two loaves to three fish and three loaves. They 

can opt for this higher output level and have a better meal, or they can each 
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work a bit less and make do with the old quantities. Or they can s(H.-nd 

the additional time they've freed up on buildnig a hut or a boat. If they 

were able to trade with other islands in the vicinity, the)' would be able to 

trade ofT their surplus for clothing or tools that represented s<uiKi>ru- cLscs 

compararivc advantage. 

O f course, this is a greatly simplified example, but it illustrates how 

specialisation w<»rks in more complicated cases as well. C^)mparaiivc 

.tdvantage is just as important between countries as Ix'tween individuals. 

In the above examples. John and |ulia can be replaced with Australia and 

New Zealand, and the fish and breail with computers, clothing, tractors, or 

medicine. Tlie principle that it is a good idea to concentrate on what one 

is relatively best at still applies. One's comparative advantage need not be 

a result of naturally given factors, such as the United States h.iving plenty 

of farmland and Vcnc/iicia or the Middle East having «>il. A country can 

acquire comparative advantages by chance, ('omputer corporations pop 

up in Silicon Valley and fashion tycoons set up shop in Milan, not because 

nature smiles on them, but because they can make use of the specialised 

contacts, knowledge, and manpower that, for one rca.son or another, have 

begun to accumulate in each place. 
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The simple examples given above expose the hollowne.ss of the 

argument that countries should be self-sufficient and priniucc for their 

own populations. Under free trade, producing for others is producing for 

yourself. It is by producing and exportingwhat we are best at that we are able 

to import what we need. After World War 11, many developing countries 

in South America, Africa, and elsewhere believed that self-sufficiency was 

the right policy. Cheered on by the Western world, they were going to 

produce Tor use and not for profit". In practice, this meant trying to do 

everything themselves, at huge expense. 1 he East Asian a)untries did the 

opposite. They made what they were best at and exported it, and in return 

were able to purchase, at lower cost, what they themselves needed. South 

Korea's first export commodities included wigs and particleboard; Hong 

Kong prospered with plastic flowers and cheap toys. Those aren't the first 

things a central planning committee would decide that people ncc-ded, but 

by exporting those things they acquired economic scope for catering to 

their own needs.' 
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Important imports 

T
he logic above expo.ses the v.-icuity of another myth about trade, 

the notion that exports to other countries are a good thing but that 

imponing from other countries is somehow a bad thing. Many 

still believe, like the 'mercantilist' economists of the 18th century, that a 

country grows powerftil by selling much but buying licile. All experience 

indicates that this is not a stable situation. Import quotas designed to keep 

out products from abroad would just drive up prices in the United States, 

for example, by shielding domestic producers from competitive pressures. 

Those producers would then find it more profitable to focus on the liigh 

priced American market than to export and sell their gtxxls at lower world 

prices. Import barriers, then, actually reduce exports as well. 

TTie truth is that we get richest by exporting what we make best, so as to 

be able to import things we make (relatively) less well. Otherwise we have 

to do everything ourselves and forsake the advantages of specialisation. We 

uin make a pile of money by just selling, but our standard of living will 

not rise until we use that money to buy things that we would not have had 

otherwise. One of the first trade theorists, James Mill, quite rightly argued, 

in 1821, ' rhe f>cnefii which is derived from exchanging one commodity 

for another, arises, in all cases, from the commodity received, not the 

commodity given." The only point ol exports, in other words, is to enable 

us to get imports in return. 

The absurdity of the idea that we must avoid cheap imports becomes 

clear if we imagine it applied to non-national boundaries—for example, 

if Los Angeles were to try to prevent the importation of goods from San 

Francisco, on the grounds that it had to protect its markets. If impwrts really 

were economically harmful, it would make sense for one city or state to 

prevent its inhabitants from buying from another. According to this logic, 

Calift>rnians would lose out if they bought goods from lexas. Brooklyn 

would gain by refusing to buy from Manhattan, and it would Ix- better 

for a family to make everything themselves instcid of trading with their 

neighbours. It's obvious that such thinking would lead to a tremendous 

loss of welfare: the self-sufficient family would he hard pressed just to keep 
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Nettling, however, can be more absurd than this whole doctrine of the 

balance of trade, upon which, not only these restraints, but almost all 

the other regulations of commerce are founded When two places trade 

with one another, this doctrine supposes that, if the balance be even, 

neither of them either loses or gains; but it it leans in any degree to one 

side, that one of them loses and the other gains in proportion to its 

declension from the exact equilibnum. Both suppositions are false. A 

trade which is forced by means of txiunties and monopolies, may be, 

and commonly is disadvantageous to the country in whose favour it is 

meant to be established, as I shall endeavour to show hereafter. But 

that trade which, without force or constraint, is naturally and regularly 

earned on between any two places Is always advantageous, though not 

always equally so. to twth." 

Adam Smith, 1776' 

food on the table. When you go to the store, you 'import' food—being 

able to do so cheaply is a benefit, not a loss. You 'export' when you go to 

work and create goods or services. Most of us would prefer to "imiHjrt" so 

cheaply that we could afford to "export" a little less. 

Trade is not a ^ero-sum game, in which one party loses what the other 

party gains. On the contrary, there wc»uld be no exchange it both parties 

did not feel that they benefited. The really interesting yardstick is not the 

"balance of trade' (where a "surplu,s' means that we are exporting more 

than we are imponing) but the quantity of trade, since both exports and 

imports are gains. 

Imports are often feared as a potential cause of unemployment: 

if we impon cheap top and clothing from C^hina, then toy and 

garment manufacturers here will have to scale down. If we take a more 

internationalist perspective, we might ask why jobs and investments are 

more important, say, in the United States than in poorer countries. Don't 

those countries need the jobs more than Americans do, unable as they are 

to compensate the unemployed? But this is also a mistaken way of looking 

at things. By obtaining cheaper goods from abroad, the United States 

saves resources and can therefore invest in new industries and occupations, 

which results in the Chinese having more money to spare and lacing able 

to buy software or Britne>' Spears albums. Besides, most businesses and 

producers arc dependent on raw materials suppliers and subcontractors 

in other countries. For the production ol mobile phones, for example, 

the Swedish company Ericsson needs electronic components produced in 
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Asia. So when the E U raises tariff barriers against Asia, allegedly ft)r the 

protection of European jobs, European companies like Ericsson sii.stain 

added costs and therefore sell less, which means they are not able to create 

as many new jobs as they otherwise could have. 

Thus, the world's politicians are in one sense acting foolishly when 

they gather in Seattle or (^aiar to nc-gotiate the reducti«»n of tariffs within 

the framework of the World Trade Organization ( W T O ) . Tlie politicians 

say that they will consent to reduce a tariff only on the condition that 

other countries do the same. Bui that is fundamentally irrational, because 

e.«ch countr)' benefits by reducing its own tariffs and being able to import 

cheaply, whether or not other countries follow suit. Tlie best policy is 

unil.iier.il free trade, that is, each country dismantling its own tariffs and 

quotas even if other countries retain or even increase theirs. Why should 

we subject our population to more tariffs and prohibitions merely I K I . U I M 

other countries do so to their populations? lo borrow an analogy from 

the British economist Joan Robinson, there is nothing very clever about 

tipping boulders into your own harbours just becaiisc your neighliours 

have rocky and inaccessible coastlines that make it hard for your own ships 

to dock. Saying 'I'm not going to allow myself to choose from a wider 

range of go«»d, cheap products unless you do the same' is a s.icrifice, not a 

cunning reprisal. 

Even so, there are good arguments in favour of multilateral trade 

negotiations between lots of countries under W I X ) auspices. For one 

thing, such negotiations can make it easier for vested interests to accept 

free trade reforms. If the United States unilaterally reduces iis tariffs, the 

reduction may meet with fierce resistance from American companies and 

trade unions that would rather not have the competition. I hai competition 

would benefit consumers, of course, but consumers as a cla.ss are dispersed 

and unorganised, unlikely to make too much noise about any single tariff 

The industries for whom those trade barriers represent a kind of monopoly 

protection, however, will fight tooih and nail to retain the captive market 

tariffs give them. Multilateral agreements can shift the balance of political 

interests. When many countries reduce their tariffii at the same titne, 

businesses and unions in cxpon industry will support the reform in hopes 

of opening up ne%v markets. Negotiations can make it Ciuier to introduce 

tariff reductions and to get other countries to do the same, but they can also 

make it more difficult. If politicians behave as though tariffs are something 

beneficial, something to remove only if we get something in return, voters 

will end up believing this is true. Voters will get the impression that tariffs 

are a good thing that the politicians are selling out, whereas in fact tariffs 
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arc harmfiil. If trade talks arc not combined with a strong mobilisarion 

of opinion againsi tariffs and quotas and in favour of impons, there may 

come a protectionist backlash, as the collapse of negotiations following the 

December 1999 WYO meeting in Seattle suggests.* 

The W T O often the promise of a second, broader iK-nefit ,is well: the 

establishment of an impartial code of rules to ensure that all countries 

honour their agreements. The norm throughout history has been that 

powerful countries aiuld behave as they liked toward the weaker ones. 

Many of the world's countries wanted a trade organisation with uniform 

rides to prevent, above all, unilateral actions by the United States against its 

trading partners. The United States, on the other hand, had wanted only 

a weaker agreement to begin with, not an organisation to resolve disputes. 

Through the W T O . member states have pledged not to discriminate against 

foreign enterprises and not to introduce arbitrary trade barriers—over and 

above the ones they have already, anyway. It was in order to benefit from 

these protections that the poorer countries of the worid quickly ratified the 

1995 W T O agreement, wherca.s the E U , the United States, and Japan— 

accustomed to doing as they liked—held back. Powerful counrrics like the 

United States have since been defeated in W T O disputes, something that 

could never happen at the United Nations, where they have a veto. 

Another advantage of the W F O is that all member states have 

pledged to give the others 'most favoured nation' trcatmenr. which entails 

automatic access to all tariff reductions granted to any other coimtry. l"he 

United States and the E U used to reduce tariffs in relation to each other 

without a thought of increasing freedom of trade with the rest of the 

world. Now tariff reductions also have to apply to the poor countries, with 

the unfortunate exception of those contained in regional trade agreements 

of the sort existing between E U countries or the signatories of the North 

American Free Trade Agrc-cment (NAFTA). 

Bur the obstacles to unfair tariffs arc not all that great. The W T O has 

no specific rights to forbid anyone to impose tariffs; ii can only entitle the 

injured pany to intn»duce compcn.satory trade barriers. This is not an ideal 

situation, because countries should phase our their tariffr regardless of 

what others do. It would be bcner if the losing party had to pay monetary 

compensation or lower other tariffs to comf>ensatc. But these relatively 

stable procedures are at least an improvement on the old days, when a 

petty dispute could develop into a fiill-scalc trade war. Now states are at 

least prevented by their honour from reneging on their agreements. In 

several widely noted instances, however, the E U has tried to retain trade 

barriers condemned by the W T O . One example is the attempt made for 
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many years to discriminate against I j t in American bananas and hormone-

treated meat. The F^U governments act as though one yardstick should 

apply to the industrialised nations and another to the developing countries, 

which in the long term will .se\'crcly damage the WTO's credibility. 

Once the benefits t)f imports are perceived, it also follows that 

antidumping measures are harmful. Politicians often say that they must 

protect the people from 'price dumping' hy other countries, meaning, 

for example, that if Malaysia sells us extremely cheap shoes, priced below 

production cost or cheaper than they arc sold in the Malaysian market, this 

is 'imfair competition'. The Malaysian producers arc then 'dumping', and 

this is something we have to protect ourselves against. But. as economist 

Murray Rothbard has quipped, you should keep a sharp eye on your 

wallet when somelx>dy says that they want 'fair competition', because it 

mrans that your pocket is about to be picked. That certainly is true where 

antidumping tariffs are concerned. What they really 'protect' us from is 

cheap shoes, I V sets, and foodstuffs. The question is why we should need 

protection lrt>m these things. There need not be anything unfair at all 

about foreign producers engaging in 'dumping'. For example, they may 

lie forced to do so in order to penetrate a new market, surely a legitimate 

goal. New domestic firms are allowed to do this, so why not foreign ones? 

Surely, having different rules for domestic and foreign businesses amounts 

to a greater injustice than dumping. It may also be that the Malaysian 

shoe manufacturers sell their products more expensively in the home 

market becau.se they have advantages there that they do not enjoy here— 

advantages like protective tariff walls! 

The United States, which claims to support free trade, is in fact the 

biggest transgressor when it comes to introducing antiduiiipiiij; t.iiilK. 

Not only do these tariffs harm the enterprise sectors of other countries, but 

the American economy loses billions of dollars every year to higher prices 

and lower efficiency. I he use of such tariffs has grown in the past decade. 

When the W T O and international agreements make protectionism harder 

to introduce through the front gate, the United States and the E U let it in 

the back di>or with antidumping tariffs." 

W T O rules notwithstanding, countries can and do still erect de facto 

trade barriers in the form of domestic subsidies. The American steel 

industry, for example, h.-is been the beneficiary of a welter of government 

pension guarantees, loan guarantees, special tax and environmental 

exemptions, and research and development grants. C^onservative estimates 

place the value of those subsidies at some USS2.i billion since 1975, and 

other studies found that they totalled more than U.S$30 billion just in the 
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1980s. American taxpayers have ample reason to resent this massive outlay 

of corporate welfare, which, in addition to wasting tax money, props up 

non-competitive firms and thereby ties up resources inefficiently. But 

consumers abroad, far from demanding 'protection' against this "unfiiir' 

practice, should be grateful (if a bit perplexed) that the United States has 

chosen to underwrite cheaper steel for them. American taxpayers are in fact 

subsidising Swedish consumption of steel and other products. By the same 

token, we should regard a decision by a foreign government to subsidise 

expon industry, not as a threat, but as a somewhat misguided gift.* 



Free trade brings growth 

F
ree trade is primarily a gocul thing because it brings freedom: freedom 

tor (>cople to buy what they want from whoever thc>' please, but also 

to sell to whoever wants to buy. As an added economic benefit, this 

freedom leads to the eflicient use of resources and capital. A company, a 

region, or a countr)' specialises where it has comparative advantages and 

can therefore generate the greatest value. C^apital and labour from older, 

less competitive sectors are transferred to newer, more dynamic ones. That 

means thai a coiimry switching to a more free-trade-friendly policy rises 

to a higher level of production and pros|>crit}'. and can therefore anticipate 

a substantial acceleration of growth for at lca.st the first few years. But 

economic openness also leads to an enduring effort to improve production, 

because foreign competition forces firms to lie as good and cheap as 

possible, and this leaves consumers free to choose goods and services from 

the seller making the best offer. As production in established industries 

becomes ever more efficient, resources arc treed up for investment in 

new methods, inventions, and products. This same argument supports 

competition generally; it simply extends competition to even bigger fields, 

rhus making it more intensive. 

One of the most imponant benefits of frcx- trade, but one that is 

particulariy hard to measure, is that a countr)' trading a great dc-al with the 

rest of the world imports new ideas and new techniques in the baî ^ain. 

If the United States pursues free trade, our companies arc exposed to the 

world's best ideas in their particular fields. That compels them to be more 

dynamic themselves, and they can borrow other companies' ideas, buy their 

technology, and hire foreign manpower. Openness to other people and other 

wa)̂ ; of doing business h.is always been a path to development, while isolation 

means stagnation. It is no coincidence that the most dynamic regions in 

history have often buxn in coastal locations, close to towns and cities, while 

those that lag behind are inaccessible, often in mountain regions. 

The world's output today is six times what it was 50 years ago, and 

world trade is 16 times greater. There is cause to believe that production 

has been led and driven by trade. Exactly what difference open markets 

81 



make is hard to tell, but virtually no economist denies that the effect is 

p«isitive. There are huge quantities of empirical fact to show that free trade 

creates economic development. 

()ne comprehensive and frequently cited study of the effects of trade 

was conducted by Harvard economists Jeffrey Sachs and Andrew Warner. 

ITiey examined the trade policies of 117 countries between 1970 and 

1989. After controlling for other factors, the study reveals a statistically 

significant connection between free trade and growth that the authors 

were unable to find, for example, berween eduaiiiim and growth. Growth 

was between three and six times higher in free trade countries than in 

protectionist ones. Open developing countries had on average an annual 

growth rate of 4.49% those two decades, while closed developing countries 

had only 0.69%. Open industrialised countries had an annual growth of 

2.29%, while closed ones experienced only 0.74% growth. 

It must be emphasised that this is not a matter of how much countries 

earn because others are open to their exports, but of how much they 

earn by keeping their own markets open. The results show that the open 

economics had a faster growth rate than the closed ones every year between 

1970 and 1989. No free trade countr>' in the study had an average growth 

rate of less than 1.2% annually, and no open developing country had a 

growth rate of less than 2.3%! 

Free trade and growth during the 1970s and 1980s 
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Source: Jeffrey Sachs and Andrew Warner. 'Economic Reform and the Process of Global 
Integration', Brookings Papers on Economic Activity 1 (1995). 

82 



I n a l l r e g i o n s . Free t r a d e p o l i c i e s led ro a n a c c e l e r a t i o n o f g r o w t h a l t e r 

a s h o r t t i m e , e v e n i n A f r i c a . T h e p o s i t i v e resu l ts o f f ree t r ade w e r e e v e n 

a p p a r e n t w h e n l i b e r a l i s a t i o n w a s o n l y t e m p o r a r y . C o u n t r i e s t h a i o p e n e d 

u p t h e i r e c o n o m i c s b r i e f l y a n d t h e n c l o s e d t h e m a g a i n s h o w e d fas te r 

g r o w t h d u r i n g t h e o | i c n per i« id t h a n b e f o r e o r a f ter . 

S l o w e r g r o w t h a n d rtrducc-d i n v e s t m e n t s d i d no t a f f o r d the p r o t e c t i o n i s t 

e c o n o m i e s g r e a t e r s t a b i l i t y , e i the r . S a c h s a n d W a r n e r s h o w e d tha t clo.sed 

e c o n o m i e s w e r e f a r m o r e l i a b l e t h a n free t r ade e c o n o m i e s to I K a f f ec ted by 

H n a n c i a l c r i s e s a n d h y j j c r i n f l a t i o n . B a r e l y 8 % o f t h e d e v e l o p i n g c o u n t r i e s 

j u d g e d o p e n f r o m t h e 1 9 7 0 s o n w a r d s u f f e r e d f r o m cri.ses o f t h i s k i n d 

d u r i n g t h e 1 9 8 0 s , w h e r e a s m o r e t h a n 8 0 % o f t h e c l o s e d e c o n o m i e s d i d 

so . 

C ' r i t i c i s m h a s b e e n l e v e l l e d at t h i s t y p e o f r eg ress ion a n a l y s i s , w h i c h 

is b a s e d o n s t a t i s t i c s f r o m m a n y e c o n o m i e s a n d t r i e s l o c o n t r o l f o r o t h e r 

f a c t o r s tha t c a n a f f ec t e c o n o m i c o u t c o m e s , because o f t h e m a n y p r o b l e m s o f 

m e a s u r e m e n t t h a t s u c h a n a l y s i s i n v o l v e s . C ' o p i n g w i t h e n o r m o u s m a s s e s o f 

d a t a is a l w a y s a p r o b l e m . W h e r e e x a c t l y is the l i n e b e t w e e n o p e n a n d c l o s e d 

e c o n o m i e s ? H o w d o e s o n e d i s t i n g u i s h b e r w c e n c o r r e l a t i o n a n d c a u s a t i o n ? 

H o w c a n t h e d i r e c t i o n o f c a u s a t i o n b e es tab l i shed? C o n s i d e r , .after a l l . t ha t 

i t is c o m m o n f o r c o u n t r i e s i m p l e m e n t i n g free t r ade to a l s o i n t r o d u c e o t b e r 

l i h e r a l r e f o r m s , s u c h as p r o t e c t i o n fo r p r o p e r t ) " r i gh t s , r e d u c e d i n f l a t i o n , 

a n d b a l a n c e d b u d g e t s . T h a t m a k e s it h a r d to separa te t h e e f f ec t s o f o n e 

p o l i c y f r o m t h e e f f e c t s o f ano the r . " T h e p r o b l e m s o f m e a s u r e m e n t are 

rea l o n e s , a n d r e s u l t s o f t h i s k i n d a l w a y s h a v e to be t a k e n w i t h a g r a i n 

o f s a l t , b u t i t r e m a i n s i n t e r e s t i n g tha t , w i t h s o v e r y f e w e x c e p t i o n s , t hose 

s t u d i e s p o i n t t o g rea t a d v a n t a g e s w i t h f ree t r a d e . A l l t h e s a m e , i h c y h a v e 

to be s u p p l e m e n t e d w i t h t h e o r e t i c a l a n a l y s i s a n d case s t u d i e s o f i n d i v i d u a l 

c o u n t r i e s b e f o r e a n d a l t e r t r a d e l i b e r a l i s a t i o n m e a s u r e s . S u c h s t u d i e s a l s o 

q u i t e c l e a r l y b r i n g o u t t h e a d v a n t a g e s o f f ree t rade . 

T h e e c o n o m i s t .Sebas t ian F . d w a r d s m a i n t a i n s tha t the i m p o r t a n t 

t h i n g is n o t t o d e v i s e e x a c t , o b j e c t i v e m e a s u r e m e n t s b u t m test m a n y 

d i f f e r e n t v a r i a b l e s , s o as to see w h e t h e r a p a t t e r n e m e r g e s . U s i n g e i gh t 

d i f f e r e n t y a r d s t i c k s o f o p e n n e s s , h e has m a d e 18 c a l c u l a t i o n s h a s c d o n 

s e v e r a l d a t a se ts a n d u s i n g a v a r i e t y o f c a l c u l a t i o n m e t h o d s . A l l bu t o n e 

o f t b e c a l c u l a t i o n s i n d i c a t e d a p o s i t i v e c o n n e c t i o n b e t w e e n f ree t rade a n d 

g r o w t h . K d w a r d s e s t i m a t e s tha t g r o w t h rates h a v e b e e n t w i c e as h i g h i n 

f r e e - t r a d i n g d e v e l o p i n g c o u n t r i e s as i n p r o t e c t i o n i s t o n e s . I n a rcp<irt to 

the S w e d i s h p a r l i a m e n t a r y c o m m i t t e e G l o b k o m , t h e e c o n o m i s t H i i k a n 

N o r d s t r o m r e v i e w s 2 0 d i f f e r e n t s t u d i e s o f f ree t r a d e , a l l o f w h i c h c l e a r l y 

s h o w tha t o p e n m a r k e t s g i v e r ise to be t t c t e c o n o m i c d e v e l o p m e n t . " 
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A n o t h e r a t t e m p t to q u a n t i t y the b e n e f i t s o t t r a d e h a s b e e n m a d e b y 

t h e e c o n o m i s t s J e f f r e y F r a n k e l a n d D a v i d R o m c r . O n t h e bas is o f t h e i r 

r e s e a r c h , t h e y m a i n t a i n tha t i f a c o u n t r y i n c r e a s e s i ts t r a d e i n r e l a t i o n to 

G D P b y 1 % . its p e r c a p i t a i n c o m e c a n b e e x p e c t e d t o r i se b y b e t w e e n 

0 . 5 a n d 2 % . T h a t m e a n s i ha t i f a c o u n t r \ ' b<K )s ts i ts t r a d e v o l u m e b y t en 

p e r c e n t a g e p o i n t s , the i n c o m e s o f t h e p o o r r i se b y 5 - 2 0 % . IT i ese a r e , o f 

c o u r s e , ave rages , n t ) i u n i v e r s a l t r u t h s . B u t i f w e w o r k o u t w h a t t h i s a c t u a l l y 

m e a n s to t h e poo r o f t h e w o r l d , w e find t h a t a 1 0 % i n c r e a s e i n t r a d e 

re l a t i ve to ( i D P i n a c o u n t r y l i k e N i g e r i a w o u l d e n a b l e 2 5 m i l l i o n p e o p l e 

to e s c a p e f r o m pove r t y , h i a c o u n t r y l i k e I n d i a , i t c o u l d m e a n t e n t i m e s 

tha t n u m b e r b e i n g l i h e d o u t o t a b s o l u t e p o v e r t y . T h i s is a h y p o t h e s i s , n o t 

a n i r o n c l a d g u a r a n t e e , b u t it c o n v e y s s o m e t h i n g o f the e x p l o s i v e p o t e n t i a l 

i n h e r e n t i n f ree c o m m e r c i a l e x c h a n g e . ' " 

A c l e a r c o n n e c t i o n e x i s t s b e t w e e n g r e a t e r f r ee t r a d e a n d g r o w t h o n t h e 

o n e h a n d a n d p o v e r t y r e d u c t i o n o n t h e o t h e r . W e c a n sec t h e d i f f e r e n c e s 

b e t w e e n s i m i l a r l y s i t u a t e d c o u n t r i e s t h a t h a v e i n t r o d u c e d , o r r e f r a i n e d 

f r o m i n t r c x l u c i n g . l i b e r a l i s a t i o n m e a s u r e s a n d o p e n m a r k e t s . W c sec 

t h i s d i f f e r e n c e b e t w e e n l i b e r a l i s i n g V i e t n a m a n d n o n l i b c r a l i s i n g B u r m a , 

b e r w e e n B a n g l a d e s h a n d P a k i s t a n , b e t w e e n C o s t a R i c a a n d H o n d u r a s , 

b e t w e e n U g a n d a a n d K e n y a , b e t w e e n C h i l e a n d i ts n e i g h b o u r s i n I j t i n 

A m e r i c a , a n d so o n . 

W h a t al>out t r ade a n d i n e q u a l i t y ? T h e r e d«>cs n o t s e e m to be a n y s t r o n g 

a n d u n a m b i g u o u s c o n n e c t i o n b e t w e e n inc rea .sed t r a d e a n d c h a n g e s i n 

e q u a l i t y — e x c e p t , poss ib l y , a s l i g h t l y p o s i t i v e c o n n e c t i o n . C^c r ta i n g r o u p s 

lose o u t b y free t r a d e , b u t t hey are as l i k e l y t o b e the p r o t c i t c d r i c h as t h e 

poor , ( ' h a n g c s i n e q u a l i t y d q n r n d p r i m a r i l y o n o v e r a l l po l i c y . R e s u l t s i n 

t r a d e - l i b e r a l i s i n g c o u n t r i e s v a r i e d d u r i n g t h e 1 9 9 0 s : i n C h i n a , i n e q u a l i t y 

i n c r e a s e d , i n C o s t a R i c a a n d V i e t n a m i t r e m a i n e d c o n s t a n t , a n d i n c o u n t r i e s 

l i k e C i h a n a a n d T h a i l a n d it d i m i n i s h e d . A f t e r m a n y y e a r s o f a c o m m u n i s t -

p l a n n e d e c o n o m y a n d deepes t p o v e r t y , V i e t n a m s i n c e t h e e n d o f t h e 1 9 8 0 s 

h a s i n t r o d u c e d f ree t r ade r e f o r m s a n d m e a s u r e s o f d o m e s t i c l i b e r a l i s a t i o n . 

T h o s e c h a n g e s h a v e m a d e poss ib l e a s u b s t a n t i a l g r o w t h i n e x p o r t s o f s u c h 

l a b o u r - i n t e n s i v e p r o d u c t s as s h o e s , a n d o f r i c e , w h i c h is p r o d u c e d b y p o o r 

f a r m e r s . I h i s h a s r e s u l t e d i n r a p i d g r o w t h a n d a u n i q u e l y s w i h r e d u c t i o n 

o f pove r t y . W h e r e a s 7 5 % o f the p o p u l a t i o n i n 1 9 8 8 w e r e l i v i n g i n a b s o l u t e 

p o v e r t y , b y 1 9 9 3 t h i s figure h a d f a l l e n to 5 8 % . a n d t en y e a r s l a te r h a d 

b e e n r e d u c e d b y ha l f , to 3 ' 7 % ; 9 8 % o f t h e p o o r e s t V i e t n a m e s e h o u s e h o l d s 

i n c r e a s e d the i r i n c o m e s d u r i n g t h e 1 9 9 0 s . " 

O n e s e l d o m ob.scrved aspect o f S a c h s a n d W a r n e r s l i n d i n g s is that t h e y 

s h t j w o p e n poo r e c o n o m i e s to h a v e g r o w n f a s t e r t h a n o p e n a f f l u e n t o n e s . 
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I t m a y s e e m n a c u r a l iot p<Mir c o u n t r i e s to h a v e h i g h e r g r o w t h t h a n a f f l u e n t 

o n e s . I h e y h a v e m o r e l a t e n t r esou rces to h a r n e s s , a n d the) - c a n b e n e f i t f r o m 

t h e e x i s t e n c e o f w e a l t h i e r n a t i o n s to w h i c h they e x p o r t g o o d s a n d f r o m 

w h i c h t h e y i m p o r t c a p i t a l a n d m o r e a d v a n c e d t e c h n o l o g y , w h e r e a s a f f l u e n t 

c o u n t r i e s w i l l h a v e a l r e a d y c a p t u r e d m a n y o f those g a i n s . B u t e c o i m m i s t s 

h a d n o t l i ) u n d a n y s u c h g e n e r a l c o i u i e c t i o i i p r e v i o u s l y . T h e r e a s o n is 

s i m p l e : t h e e c o n o m i e s o f p r o t e c t i o n i s t d e v e l o p i n g c o u n t r i e s c a n n o t m a k e 

use o f t h e s e i n t e r n a t i o n a l t i p p o r t u n i t i e s , a n d so g r o w less r a p i d l y t h a n 

t h o s e o f t h e a f f l u e n t c o u n t r i e s . B u t w h e n S a c h s a n d W a r n e r s t u d i e d t in -

d e v e l o p i n g c o u n t r i e s t h a t h a d been o p e n to t rade a n d i n v e s t m e n t s , t h o s e i n 

a p o s i t i o n to b e n e f i t I r o m the o p p o r t i m i t i e s p r o v i d e d b y t h e i n d u s t r i a l i s e d 

n a t i o n s , t h o s e c o u n t r i e s w e r e f o u n d to g r o w m o r e r a p i d l y t h a n t h e o p e n 

a f f l u e n t c o u n t r i e s . T h e p o o r e r t h e y w e r e at the o u t s e t , t he l a s t e r t h e i r 

econ«>mies g r e w o n c e they w e r e o p e n e d u p . N o s u c h c o n n e c t i o n e x i s t s fo r 

c l o s e d c o u n t r i e s , w h i c h sugges ts tha t f ree t r a d e is n o t o n l y t h e best w a y to 

p r o m o t e g r o w t h , b u t a l s o the best w a y to r d e v e l o p i n g c o u n t r i e s to c a t c h 

u p w i t h the i n d u s t r i a l i s e d n a t i o n s . I n s h o r t , poo r c o u n t r i e s g r o w fas te r 

t h a n r i c h o n e s a s l o n g a s t h e r w o a re u n i t e d by H o w s t)f t r a d e a n d c a p i t a l . 

T h e s a m e p a t t e r n w a s e v e n c l e a r e r i n t h e 1 9 9 0 s . D u r i n g tha t d e c a d e , 

pe r c a p i t a G D P fe l l b y a n a v e r a g e o l 1 . 1 % i n c l o s e d d e v e l o p i n g c o u n t r i e s . 

I n t h e i n d u s t r i a l i s e d c o i m t r i e s it rose b y 1 . 9 % , hu t the tas iest g r o w t h o f 

a l l — � > % a n n u a l l y o n a v e r a g e — t x r c u r r e d i n d e v e l o p i n g c o i m t r i e s t h a t h a d 

o p e n e d t h e i r m a r k e t s a n d f r o n t i e r s . It is t r e e - t r a d i n g d e v e l o p i n g c o u n t r i e s 

tha t a re d e v e l o p i n g t h e i r e c o n o m i e s fas test , m o r e s o t h a n t h e a f f l u e n i 

c o i m t r i e s . O n e p a i r o l e c o n o m i s t s s u m u p i h e i r findings as f o l l o w s : 

T h u s , t h e g l o b a l i s e r s a r e c a t c h i n g u p w i t h r i c h c o u n t r i e s w h i l e t h e 

n o n - g l o b a l i s e r s fa l l f u r t h e r a n d f u r t h e r b e h i n d . 

H i s t o r y s h o w s t h a t e c o n o m i e s c a n g r o w faster b y r i d i n g o n t h e 

p r o s p e r i r y a n d t e c h n o l o g y o f o t h e r c o u n t r i e s . F r o m 1 7 8 0 , i t t o o k E n g l a n d 

5 8 yc"ars to d o u b l e i ts w e a l t h . A h u n d r e d ye.irs l a i e i . J a p a n d i d it i n t>nly 3 4 

y e a r s , a n d a n o t h e r c e n t u r ) ' l a te r it t o o k S o u t h K o r e a o n l y 11 y e a r s . " T h e 

c o n v e r g e n c e , i n t e r m s o f w e a l t h , o f c o u n t r i e s asstK ' iated w i t h o n e a n o t h e r 

is c i m f i r m e d b y m a n y o t h e r e p o c h s a n d g r o u p s o f c o u n t r i e s . D u r i n g t h e 

g l o b a l i s a t i o n o f t h e la te 1 9 U i c e n t u r y , p o o r e r e c o n o m i e s l i k e I r e l a n d a n d 

. S c a n d i n a v i a m o v e d c l o s e r to the wc-a l th i c r c o u n t r i e s . D u r i n g the p o s t -

w a r e r a , p o o r O E C ' D c o u n t r i e s h a v e m o v e d c loser to the m o r e a f f l u e i u 

o n e s . D i l T e r c n c e s b c r w c e n c o u n t r i e s h a v e d i m i n i s h e d w i t h i n the K u r o p c a n 

F r e e I ' rade A s s o c i a t i o n ( K F " I A ) a n d F T J f ree t r a d e z o n e s . T h e s a m e resu l t 

h a s a lso b e e n d i s c o v e r e d i n d i f f e r e n t pa r t s o f s u c h large e c o n o m i e s as i h c 
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U n i t e d S t a t e s a n d J a p a n . F r e e t r ade a n d m o b i l i t y , t h e n , m a k e the p o o r 

r i c h e r a n d t h e r i ch a lso r i c h e r , bu t the r i c h d o no t get r i c h e r as fast as t h e 

p o o r d o . " 

Globalisation and growth during the 1990s 

- 2 -
Industrialised countries Non-globalisers Post -1980 globalisers 

Source: David Dollar and Aan Kraay. Trade. Growth and Poverty (Washington: Worid 

Bank. 2001). 
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No end of work 

I f ree t r a d e i s c o n s t a n t l y m a k i n g p r o d u c i i o n m o r e e l h c i r n t . w o n ' t t ha t 

r c s u l i i n I I K ' i l i s . ippiMr . i tuC D I j o l ) oppor iun i t i es . - ' W h e n A s i a n s h e g i n 

m a n u f a c t u r i n g o u r c a r s a n d S o u t h A m e r i c a n s p r o d u c i n g o u r sugar , a u t o 

w o r k e r s a n d f a r m e r s i n o u r c o u n t r y lose the i r j o b s a n d u n e m p l o y m e n t 

r i s e s — s o t h e a r g u m e n t goes , a n y w a y , f -o re ignc rs , d e v e l o p i n g c o u n t r i e s , 

a n d m a c h i n e s w i l l c o m p e t e to p r r x l u c e t h e t h i n g s w e n e e d , u n t i l i n t h e e n d 

w e w i l l n«>t h a v e a n y j o b s le f t . I f e v e r ) ' t h i n g w c c o n s u m e t t x l a y c o u l d b e 

p r o d u c e d b y h a l f t h e U . S . l a l ) o u r f o r c e i n 2 0 y e a r s ' t i m e . d t K r s n ' t that m e a n 

tha t the o t h e r ha l f w i l l l>e p u t o u t o l w o r k ? S u c h is the h o r r o r s c e n a r i o 

d e p i c t e d i n m a n y o f t h e a n t i - g l o b a l i s a t i o n w r i t i n g s o f o u r t i m e . I n the b o o k 

The (ilohal Trap, t w o G e r m a n j o u r n a l i s t s m a i n t a i n t h a i , i n the f u t u r e , 8 0 " ' i ) 

o f t h e p o p u l a t i o n w i l l n o t b e n e e d e d for p r o d u c t i o n . E n g l i s h - s p e a k i n g 

r e a d e r s m a y b e m o r e l a m i l i a r w i t h One Worl/i, Ready or Not: The Alatiic 

I j t p c of Global CMpiialism. a b rea th less t o m e i n w h i c h W i l l i a m C i r c i d e r . 

t h e n a r e p o r t e r fo r Rolling Stone, f re ts tha t g l oha l s u p p l y is o u t s t r i p p i n g 

d e m a n d , l e a v i n g the w o r l d p o i s e d o n the ve rge o f m a s s u n e m p l o s - m e n t . 

T h o s e fea rs a r e b a s e d o n a n u n p l e a s a n t v i e w o f h u m a n n a t u r e , a c c o r d i n g 

to w h i c h f e w ( K - o p l e w i l l h a v e the q u a l i t i e s that cau .se s o c i e t y to ' n e e d ' 

t h e m . I ' m h a p p y to r e p o r t t ha t t h i s v i e w i s c o m p l e t e l y m i s g u i d e d . 

I he n o t i o n tha t a c o l o s s a l u n e m p l o y m e n t cr isLs is l o o m i n g jus t a r o u n d 

t h e c o r n e r b e g a n to g r o w p o p u l a r i n t h e m i d - l ' ) 7 0 $ . a n d s i n c e t h e n 

p r o d u c t i o n h a s b e e n s t r e a m l i n e d a n d i n t e r n a t i o n a l i s e d m o r e t h a n eve r . 

A l l o v e r ( I K - w o r l d , h o w e v e r , fa r m o r e j obs h a v e b e e n c r e a t e d t h a n h a v e 

d i s a p p e a r e d . I n t h e pas t f e w d e c a d e s , t h e n u m b e r o f g a i n f u l l y e m p l o y e d 

p e o p l e i n t h e w o r l d h a s r i s e n b y a b o u t 8 0 0 m i l l i o n . W c h a v e m o r e e f f i c i e n t 

p r o d u c t i o n t h a n e v e r b e f o r e , b u t a l so m o r e p e o p l e at w o r k . B e t w e e n 1 9 7 5 

a n d 1 9 9 8 , e m p l o y m e n t i n c o u n t r i e s l i k e the U n i t e d S t a t e s , C a n a d a , 

a n d A u s t r a l i a rose b y 5 0 % a n d i n J a p a n b y 2 5 % . W i t h i n t h e b U . w h e r e 

u n e m p l o y m e n t h a s g a i n e d a s t r o n g e r h o l d t h a n i n m a n y o t h e r p l a c e s , m o r e 

p e o p l e f o u n d j o b s d u r i n g t h i s ( x r r i od i n a l m o s t e v e r y c o u n t r y . S w e d e n . 

F i n l a n d , a n d S p a i n w e r e t h e o n l y e x c e p t i o n s , b u i i n t h e s e c o u n t r i e s i h e 

e m p l o y m e n t p a r t i c i p a t i o n ra te h a s r i s e n s i n c e 1 9 9 8 . 



It is al.so i n t e res t i n g t o no te tha t it is i n t h e m o s t i n t e t n a t i o n a l L s c d 

e c o n o m i e s , ( hose m a k i n g the m o s t use o f m o d e r n t e c h n o l o g y , that 

e m p l o y m e n t h a s g r o w n fastest . T h e U n i t e d S ta tes is t h e c leares t i n s t a n c e , bu t 

A u s t r a l i a a lso proves the case . B e t w e e n 198.^ a n d 1 9 9 5 i n the U n i t e d S t a t e s , 

2 4 m i l l i o n m o r e j ob o p p o n u n i t i e s w e r e c r e a t e d t h a n d i s a p p e a r e d . A n d t hose 

wcTe no t l o w - p a i d , i m s k i l l e d jobs , as is o f t e n a l l eged i n the c o u r s e o f deba te . 

O n the c o n t r a r y . 7 0 % o f the n e w jobs c a r r i e d a w a g e a b o v e the A m e r i c a n 

m e d i a n l eve l . N e a r l y ha l f the n e w jobs b e l o n g e d to t h e m o s t h i g h l y s k i l l e d , 

a f igure w h i c h has r i sen e \ 'en m o r e r a p i d l y s i n c e 1 9 9 5 . I n A u s t r a l i a , exp t i r t s 

h a v e e x p a n d e d m o r e t h a n 5 0 % ( to A U S 1 5 4 b i l l i o n ) s i n c e t h e f o r m a t i o n 

o f t he WrO i n 1 9 9 5 . S i n c e 1 9 9 6 . 1.6 t n i l l i o n n e w j o b s h a v e h c e n c rea ted 

in A u s t r a l i a o v e r a l l , w i t h e x p o n g r c w t h c r e a t i n g at least 2 5 0 , 0 0 0 n e w jobs 

i t sd f . O n e i n five o f a l l A u s t r a l i a n jobs a r c n o w d e p e n d e n t o n c x p o n s . T h i s 

r ises to o n e i n fou r o f a l l j obs based i n r u r a l a n d rc"gional A u s t r a l i a . ' * 

S o a l l e g a t i o n s o f p r o g r e s s i v e l y f e w e r pcn ip le b e i n g n e e d e d i n p r o d u c t i o n 

h a v e n o e m p i r i c a l f o u n d a t i o n . A n d n o w o n d e r , f o r t h e y a r c w r o n g i n 

theor> ' l o o . I t is no t t h e case tha t o n l y a c e n a i n n u m b e r o f j o b s e x i s t a n d 

that w h e n these c a n b e d o n e b y f e w e r p e o p l e , m o r e b e c o m e u n e m p l o y e d . 

I m a g i n e a p r e - i n d u s i r i a l e c o n o m y w h e r e m o s t o f w h a t p e o p l e e a r n is 

s|>ent o n f o o d . T h e n f o o d p r o d u c t i o n is i m p r o v e d b y n e w t e c h n o l o g i e s ; 

m a c h i n e s b e g i n d o i n g t h e w o r k o f m a n y f a r m e r s , a n d f o r e i g n c o m p e t i t i o n 

m a k e s f a r m i n g m o r e e f f i c i e n t . I ha t r e s u l t s i n a lo t o f p e o p l e h a v i n g to 

leave t h e a g r i c u l t u r a l sec to r . D o e s t h i s m e a n t h e r e is n o t h i n g f o r t h e m to 

d o . t h a t c o n s u m p t i o n is c o n s t a n t ? N o . b e c a u s e it a l s o m e a n s m o r e s c o p e 

f o r c o n s u m p t i o n . T h e m o n c ) - t h a t u s e d t o g o t o l a b o u r c o s t s i n a g r i c u l t u r e 

c a n n o w b e used to b u y o t h e r c o m m o d i t i e s , s u c h a s b e t t e r c l o t h i n g . b«K)ks, 

a n d i n d u s t r i a l g o o d s . T h e p e o p l e w h o a r e n o l o n g e r n e e d e d i n a g r i c u l t u r e 

c a n t h e n s w i t c h t o t hose l i n e s o f b u s i n e s s i n s t e a d . 

T h i s is no t m e r e l y c o n j e c t u r e ; it descr ibc-s p r e c i s e l y w h a t h a p p e n e d 

i n S w e d e n w i t h t h e i m p r o v e m e n t o f a g r i c u l t u r a l e f h c i c n c y I r o n i t he 

b e g i n n i n g o f the 1 9 t h c e n t u r ) ' o n w a r d . B e f o r e t h e n , a b o u t 8 0 % of 

.Sweden's p o p u l a t i o n h a d been e m p l o y e d o n t h e l a n d . T o d a y the K g u r e is 

less t h a n 3 % . B u t d o c s t h i s m e a n t h a t 7 7 % o f t h e S w e d i s h p o p u l a t i o n a r e 

n o w u n e m p l o y e d ? N o , b e c a u s e i n s t e a d p e o p l e s t a r t e d d e m a n d i n g o t h e r 

g o o d s a n d be t te r s e r v i c e s , a n d m a n | > o w e r w e n t i n t o indus t ry - a n d s e r v i c e s 

i n r e s p o n s e to tha t d e m a n d . B y d o i n g a jt)b e f f i c i e n t l y , w e get a la rger to ta l 

o f r e s o u r c e s w i t h w h i c l t t o sa t i s f y o u r n e e d s . I h e manpower w h i c h u s e d 

to be n e c e s s a r y i n o r d e r to feed u s c o u l d t h e n c l o t h e us a n d p r o v i d e us 

w i t h b e t t e r h o u s i n g , e n t e r t a i n m e n t , t r a v e l . newspajK-rs. t e l e p h o n e s , a n d 

c o m p u t e r s , thus r a i s i n g o u r s t a n d a r d o f l i v i n g . 
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T h e n o t i o n thai t he q u a n t i t y o f w o r k t o f)e d o n e is c o n s t a n t , that a 

j o b g a i n e d b y o n e p e r s o n is a l w a y s a j o b t a k e n f r o m s o m e o n e e lse , h a s 

p r o v o k e d a v a r i e t y o f r e s p o n s e s . It has led s o m e to a d v o c a t e t h a t j o b s be 

s h a r e d , o t h e r s t o s m a s h m a c h i n e r ) ' , a n d m a n y to a d v o c a t e r a i s i n g tar i fTs 

a n d e x c l u d i n g i m m i g r a n t s . B u t the w h o l e n o t i o n is w r o n g . C i r e i d e r ' s t u r g i d 

a n d r i g o r o u s - s e e m i n g b o o k has b e e n e m i r m o u s l y i n f l u e n t i a l a m o n g a n t i -

glob- t l isat ion a c t i v i s t s . Y e t a l l o f i ts d i r e p r e d i c t i o n s a re b a s e d o n t h i s o n e 

s i m p l e e r r o r , w h i c h P r i n c e t o n e c o n o m i s t P a u l K r u g m a n , i n h i s s c a t h i n g 

r e v i e w o f t h e b o o k , d e s c r i f j c d as a ' t r a n s p a r e n t f a l l a c y ' . " ' B u t G r e i d e r is no t 

a l o n e i n m . i k i n g t h i s m i s t a k e . .Susan ( i e o r g c . v i ce c h a i r m a n o f the F-rench 

a n t i - g l o b a l i s a t i o n o r g a n i s a t i o n A T I A C . dec la res t h a t g l o b a l i s a t i o n a n d 

i n t e r n a t i o n a l i n v e s t m e n t s r a r e l y p r o v i d e a n y n e w jobs at a l l : 

N o t e v e r j ' t h i n g c a l l e d i n v e s t m e n t leads to n e w job opp t> r tun i t i c s . 

E i g h t o u t o f t en i n v e s t m e n t s the w o r l d over i n t h e past five y e a r s 

h a v e b e e n c o n c e r n e d w i t h m e r g e r s a n d t a k e - o v e r s , a n d t h i n g s l i k e 

t h a t m o s t l y resu l t i n j o b los-ses. ' 

B u t i t is t h i s v e r y p r o c e s s — a task b e i n g d o n e m o r e e f f i c i e n t l y , t h u s 

e n a b l i n g jobs t o b e s h e d — t h a t e n a b l e s n e w i n d u s t r i e s t o g r o w , p r o v i d i n g 

p e o p l e w i t h n e w a n d b e t t e r jobs. 

H e r e , s o m e b c x l y m i g l i t rca.sonably a s k : ' W i l l it n e v e r e n d ? W h a t h a p p e n s 

w h e n ali o u r n e e d s a r c b e i n g sat is f ied by a s m a l l po r t i cm o f the w o r k f o r c e ? " 

A n d w h e n , I w o n d e r , is tha t s u p p o s e d to happen? I f>elieve that peop le 

w i l l a l w a y s , f o r e x a m p l e , he i n n e e d o f m o r e secur i r y , c « i n v c n i e n c e , a n d 

e n t e r t a i n m e n t . I d o n t b e l i e v e w e w i l l e v e r c o m e to t h i n k that w c a r e g i v i n g 

o u r c h i l d r e n e n o u g h e d u c a t i o n , t f ta i w e k n o w e n o u g h , tha t w e a r c d o i n g 

just t he r i gh t a m o u n t of research or that w e are ge t t i ng e n o u g h rcmcdic-s 

f o r o u r a c h e s a n d pains. I t is h a r d to see a l i m i t to the q u a l i r \ ' of h o u s i n g w e 

w o u l d like t o h a v e , t h e q u a l i t y o l f o o d w c w a n t t o eat , t he e x t e n t w e w i s h to 

travel, o r the c |ua l i t y of c n t e n a i n m e n t w e w o u l d like t o e x p e r i e n c e . W h e n 

o u r pnKluctive a b i l i t i e s i n c r e a s e , w c w i l l a l w a y s c h o o s e to sa t i s f y n e w needs , 

o r to satisf)' old o n e s be t t e r than ever, ff w c think w e h a v e a l l t ha t w e n e e d , 

w c c a n d e m a n d m o r e l e i su re i n s t e a d . A s k yourse l f w h e d i e r you c o u l d no t 

c o n c e i v e o f t w o f u l l - t i m e j o b s for peop le t o p rov ide y o u w i t h s e r v i c e s a n d 

p r o d u c t s . F i n d i n g thcmoney t o e m p l o y t h e m , I suspec t , is m o r e d i f f i c u l t t h a n 

t h i n k i n g o l t h i n g s fo r t h e m to d o . I f you a n d I and e v e r y o n e else c a n t h i n k o f 

t h i n g s tha t w c w o u l d l i k e two peop le to d o , w c have a p e r m a n e n t m a n p o w e r 

d e f i c i t , w i t h 6 b i l l i o n p e o p l e w a n t i n g at least 12 b i l l i on e m p l o y e e s . T h i s is 

w h y w c w i l l n e v e r h a v e too m u c h m a n p o w e r , n o m a t t e r h o w p r o s p e r o u s w e 

b e c o m e o r h o w e f f i c i e n t o u r p r o d u a i o n g c u . 
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F T f i c i c n c y d o e s , of c o u r s e , h a v e a flip s i d e . F x o n « ) m i s t J o s e p h S c h u m p e t e r 

f a m o u s l y d e s c r i b e d a d y n a m i c m a r k e t a s a p r c K e s s o f ' c r e a t i v e d e s t r u c t i o n ' , 

b e c a u s e it is c o n c e r n e d w i t h ' d e s t r o y i n g ' o l d s o l u t i o n s a n d i n d u s t r i e s , b u t 

w i t h a c r e a t i v e e n d i n v i e w , n a m e l y t h e t r a n s f e r o f m a n p o w e r a n d c a p i t a l 

t o m o r e p r o d u c t i v e o c c u p a t i o n s . T h i s g i v e s u s a h i g h e r s t a n d a r d ol l i v i n g , 

b u t as t h e w o r d ' d e s t r u c t i o n ' sugges ts , n o t e v e r y o n e b e n e f i t s f r o m e v e r y 

m a r k e t t r a n s f o r m a t i o n i n t h e s h o r t t e r m . I t i s , o f c o u r s e , p a i n f u l f o r t hose 

w h o h a v e i n v e s t e d i n the o l d s o l u t i o n s a n d l o r t h o s e w h o a re laid o f f i n less 

e f f i c i e n t i n d u s t r i e s . D r i v e r s o f h o r s e - d r a w n c a b s los t o u t w i t h the s p r e a d 

o f a u t o m o b i l e s , as d i d p r o d u c e r s o f p a r a f f i n l a m p s w h e n e l e c t r i c l i gh t w a s 

i n t r o d u c e d . I n m o r e m o d e r n t i m e s , m a n u f a c t u r e r s o f r ^ ' pcwr i t e r s w e r e 

p u t o u t o f b u s i n e s s b y t h e c o m i n g o f t h e c o m p u t e r , a n d L P r e c o r d s w e r e 

s u p e r s e d e d b y C D s . 

P a i n f u l c h a n g e s o f t h i s k i n d a re h a p p e n i n g a l l t h e time as a resu l t o f n e w 

i n v e n t i o n s a n d m e t h o d s o f p r o d u c t i o n . S o m e f r i e n d s o f t ree t r a d e a t t e m p t 

to e x p l a i n t h e m a w a y b y s a y i n g that j o b los.scs a re p r i m a r i l y d u e to t e c h n i c a l 

a d v a n c e s , n o t to c o m p e t i t i o n f r o m o t h e r c o u n t r i e s . T h a t p r e m i s e is t r u e 

as fa r as i t g o e s , b u t as a d e f e n c e i t r i n g s h o l l o w b e c a u s e the c o m p e t i t i o n 

s t i m u l a t e d b y free t r ade h e l p s to a c c e l e r a t e t h e i n t r o d u c t i o n o f t hose n e w 

t e c h n o l o g i e s . U n q u e s t i o n a b l y , s u c h c h a n g e s c a n c a u s e e n o r m o u s p r o b l e m s 

a n d t r a u m a s fot t hose a f f e c t e d . c s p c c i . i l l y it a n e w j o b is h a r d to find. T h e 

v e r y fea r o f the r i s ks i n v o l v e d c a u s e s c e r t a i n c o n s e r v a t i v e i d e o l o g u e s to 

rcjccT t h e cap i t a l i s t s y s t e m en t i r e l y . A m o d e r n s o c i e t y b a s e d o n a m a r k e t 

e c o n o m y d o e s i n d e e d p resen t n e w r i s k s a n d p r o b l e m s , a n d o f c o u r s e it 

is v e r y s t ress fu l to be i n d a n g e r o f l o s i n g o n e s j o b , w i t h the r e d u c t i o n 

o f l i v i n g s t a n d a r d a n d b l o w to self-estc-em t h i s i m p l i e s . B u t t h a t r i s k s t i l l 

c a n n o t b e c o m p a r e d w i t h the s t ress i n ages pas t o f p e r h a p s n o t b e i n g a b l e 

to e a r n o n e ' s da i l y b r e a d o r o f d r o u g h t o r flood c o m p l e t e l y o b l i t e r a t i n g 

o n e ' s l i v e l i h o o d . It c a n n o t l>e c o m p a r e d w i t h t h e a n x i e t y o f the p r e s e n t - d a y 

E t h i o p i a n f a rmer , w h o s e l i fe m a y d e p e n d o n t h e c o m i n g o f r a i n a n d o n the 

h e a l t h o f h i s l i ves tock . 

T h e m o s t f o o l i s h poss ib l e w a y to c o u n t e r t h e p r o b l e m s tha t s u c h 

e c o n o m i c a d j u s t m e n t s e n t a i l is to t r y t o p r e v e n t t h e a d j u s t m e n t s . W i t h o u t 

' c r e a t i v e d c s t m c t i o n ' . w e w o u l d / / / / b e s t u c k w i t h a l o w e r s t a n d a r d of l i v i n g . 

T h e w h o l e po in t of t r a d e a n d d e v e l o p m e n t is t o d i r e c t r e s o u r c e s to the 

p o i n t w h e r e t hey c a n be used m o s t e f f i c i e n t l y . A C h i n e s e p r o v e r b h a s i t , 

' W h e n t h e w i n d o l c h a n g e b e g i n s to b l o w , s o m e p e o p l e b u i l d w i n d b r e a k s 

w h i l e o t h e r s h u i l d w i n d m i l l s . " T h e i d e a t h a t w e s h o u l d ha l t c h a n g e n o w is as 

m i s g u i d e d as the i d e a tha t w e s h o u l d h a v e o b s t r u c t e d a g r i c u l t u r a l a d v a n c e s 

r w o c e n t u r i e s a g o to p r o t c x t t h e 8 0 % o f t h e p o p u l a t i o n e m p l o y e d o n the 
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l a n d at t h a t t i m e . C h a n g e s are h a r d tt) s t o p a n y w a y , becau.sc t h e c o m m o n e s t 

c a u s e o f s t r u c t u r a l c h a n g e i n d i fTe ren t b r a n c h e s o f e c o n o m i c a c t i v i t y is 

t h e c h a n g i n g tas tes o f c o n s u m e r s . A far Ix - t tc r i dea w o u l d be to use the 

e c o n o m i c g a i n s tha t c h a n g e b r i n g s a b o u t to a l l e v i a t e t h e c o n s e q u e n c e s for 

t hose a d v e r s e l y a f f e c t e d . 

I T i e r e is a l o t w c c a n d o to m a k e c h a n g e s p r o c e e d as s m o o t h l y as 

p o s s i b l e . W e s h o u l d n o t tr\' l o p r o p u p o l d i n d u s t r i e s b y m e a n s o f s u b s i d i e s 

o r t a r i f f w a l l s , t n t e r p r i s e a n d f i n a n c i a l m a r k e t s s h o u l d be f ree e n o u g h 

for p e o p l e to i n v e s t i n d i e n e w i n d u s t r i e s . W a g e s s h o u l d be flexible a n d 

taxes l o w , s o t h a t p e o p l e w i l l be d r a w n to the n e w a n d m o r e p r o d u c t i v e 

s e c t o r s , a n d t h e l a b o u r m a r k e t s h o u l d be free as w e l l . S c h o o l s a n d o t h e r 

e d u c a t i o n o p p o r t u n i t i e s m u s t be g o o d e n o u g h f o r p e o p l e to a c q u i r e the 

s k i l l s r e q u i r e d b y t h e n e w jobs . S^>ch\ sa fe ty nets m u s t p r o v i d e t r a n s i t i o n a l 

s e c u r i t y , w i t h o i u p r e v e n t i n g p e o p l e f r o m e n t e r i n g n e w j o b s . 

B u t t h e s e p r o b l e m s a re s e l d o m as w i d e s p r e a d as a s c a n o f t h e n e w s p a p e r 

h e a d l i n e s m i g h t sugges t . It is ea-sy l o r epo r t that p e o p l e lost t h e i r 

j obs i n a c a r f a c t o r y d u e to J a p a n e s e c o m p e t i t i o n . I t is less easy a n d less 

d r a m a t i c t o r e p o r t o n a l l t he t h o u s i i n d s o f johs tha t h a v e b e e n c r e a t e d 

b e c a u s e w c h a v e b e e n a b l e to u.se o l d resources m o r e e f f i c i en t l y . It is 

less ea.sy t o report o n h o w m u c h c o n s u m e r s have g a i n e d f r o m t h e w i d e r 

se lec t ion , be t t e r q u a l i t y , a n d l o w e r pr ices s p u r r e d b y c o m p e t i t i o n . H a r d l y 

a n y o f t h e w o r l d ' s c o n s u m e r s a re a w a r e tha t they h a v e g a i n e d b e r w e e n 

U S $ 1 0 0 b i l l i o n a n d U S $ 2 0 0 b i l l i o n a n n u a l l y f r o m l i b e r a l i s a t i o n m e a s u r e s 

i m p l e m e n i e t l f o l l o w i n g t h e U r u g u a y R o u n d of t r ade n e g o t i a t i o n s , b u t the 

d i f f e r e n c e is v i s i b l e i n o u r r e f r i g e r a t o r s , i n h o m e cleccr<»nics, a n d i n o u r 

w a l l e t s . C o s t s a f f e c t i n g a s m a l l g n ) u p o n a n i so la ted <Kcasion a re eas ie r to 

see a n d o b s e r v e , w h i l e b e n e f i t s tha t g r a d u a l l y a c c r u e to n e a r l y e v e r y o n e 

creep u p o n u.s w i t h o u t o u r g i v i n g t h e m a t h o u g h t . 

A r e v i e w o f m o r e t h a n 5 0 s u r v e y s o f a d j u s t m e n t f o l l o w i n g o p e n n e s s 

r e f o r m s i n d i f f e r e n t c o u n t r i e s c l e a r l y s h o w s these c h a n g e s to be m i l d e r 

t h a n t h e d e b a t e o n t h e m i n d i c a t e s . F o r e v e r y do l l a r of a d j u s t m e n t c o s t s , 

r o u g h l y $ 2 0 is ha r s - cs te d i n t h e f o r m o f w e l f a r e g a i n s . A s t u d y o f 1 3 cases 

o f t r a d e l i b e r a l i s a t i o n i n d i l l e r e n t c o u n t r i e s s h o w e d i n d u s t r i a l e m p l o y m e n t 

to h a v e a l r e a d y increased o n e y e a r a f t e r t h e l i h e r a l i s a t i o n i n a l l c o u n t r i e s 

b u t o n e . O n e r e a s o n w h y c h a n g e s are less p a i n f u l i n p o o r c o u n t r i e s is 

t h a i t h e o l d j obs m o s t l y o f f e r e d p o o r w a g e s a n d b a d w o r k i n g c o n d i t i o n s . 

F h e p e o p l e w h o a r e u s u a l l y m o s t s - u l n c r a b l c — t h o s e w i t h o u t a n y s p e c i f i c 

t r a i n i n g — f i n d n e w w o r k m o r e e a s i l y t h a n t h o s e w i t h s p e c i a l s k i l l s . P«M>r 

c o u n t r i e s h a v e c o m p a r a t i v e a d v a n t a g e s i n l a b o u r - i n t e n s i v e s e c t o r s , l e a d i n g , 

o n a v e r a g e , t o a r a p i d r i se i n wage's f o r t h e w o r k e r s c o n c e r n e d . B r o a d b a s c d 
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l i b c ra l i . sa i i on m e a s u r e s . i lso h a v e the e f f e c t o f c h e a p e n i n g t h e g o o d s w o r k e r s 

n e e d . 

C o s t s a r e a lso s m a l l c o m p a r e d to b e n e f i t s i n . i f H u c n t c o u n t r i e s that 

l i b e r a l i s e t r a d e . The sec to r s b a d l y a f f e c t e d b y c o m p e t i t i o n a n d n e w 

b r e a k t h r o u g h s of t e c h n o l o g y g o t h r o u g h s o m e t h i n g r e s e m b l i n g a n 

o r d i n a r y r e c e s s i o n . I h c n u m b e r o f p e o p l e i n o t h e r s e c t o r s w h o re t i r e o r 

l eave j o b s o f t h e i r o w n Inx - w i l l is o f t e n s o great a s t o s w a l l o w t h e j o b loss 

as t h e e c o n o m y ad jus t s to r e f o r m s . I f t h e c h a n g e s c o n t r i b u t e to a h i g h leve l 

o f g r o w t h , t h e y c a n c \ c n s u b d u e p a i n f u l r e s t r u c t u r i n g p r o b l e m s , w h i c h 

a re a l w a y s at t he i r greatest i n d o w n t u r n s . U n e m p l o y m e n t u s u a l l y l as t s f o r 

o n l y a s h o r t t i m e , w h e r e a s the p o s i t i v e e f f e c t s o n t h e e c o n o m y k e e p o n 

g r o w i n g . T h e p rocess , i n o t h e r w o r d s , t u r n s o u t to b e fa r m o r e c r e a t i v e 

t h a n d e s t r u c t i v e . " 

T h e p r o b l e m s o u g h t to be greatest i n t h e U n i t e d S t a t e s , w i t h i ts c o n s t a n t 

e c o n o m i c t r a n s f o r m a t i o n , b u t t h e i r j o b m a r k e t is a b i t l i k e the H y d r a i n 

t h e l e g e n d o f H e r c u l e s . I n t h e m y t h , e v e r y t i m e H e r c u l e s c u t o f T o n e o f t h e 

beast 's h e a d s , t w o n e w o n e s a p p e a r e d . F o r e v e r y t w o j o b s t h a t d i s a p p e a r e d 

i n the U n i t c - d Sta tes d u r i n g the 1 9 9 0 s , t h r e e n e w o n e s w e r e c r e a t e d . T h i s 

p a t t e r n g r e a t l y incrca.scs the i n d i v i d u a l p e r s o n ' s c h a n c e s : t h e r e is n o be t t e r 

s a f e g u a r d aga ins t u n e m p l o y m e n t t h a n t h e p rospc -c i o f a n e w j o b . I h c 

d a n g e r o f h a v i n g to c o n t i n u e c h a n g i n g b e t w e e n d i f J e r e n t j o b s a l l o n e ' s l i fe 

is e x a g g e r a t e d , e s p e c i a l l y as firms a r c e x e r t i n g them.se lves m o r e a n d m o r e 

to t r a i n e m p l o y e e s fo r n e w ta.sks. T h e a v e r a g e l e n g t h o f t i m e a n A m e r i c a n 

s tays i n a p a r t i c u l a r j o b i n c r e a s e d b e t w e e n 1 9 8 3 a n d 1 9 9 5 f r o m 3 . 5 y e a r s t o 

3 . 8 . N o r is i t t r ue , as m a n y p e o p l e b e l i e v e , t h a t m o r e j o b s a re b e i n g c r e a t e d 

i n t h e U n i t e d .States b c c i i u s c rea l w a g e s h a v e s t a g n a t e d o r f a l l e n s i n c e t h e 

1 9 7 0 s . A g r o w i n g p r o p o r t i o n o f w a g e s h a s b e e n p a i d i n n o n m o n e t a r y 

f o r m s , s u c h as h e a l t h i n s u r a n c e , s t o c k , r e t i r e m e n t c o n t r i b u t i o n s , d a y c-are, 

a n d so f o r t h , to a v o i d t a x a t i o n . I f b e n e f i t s o f t h i s n e w k i n d a r c i n c l u d e d 

i n w a g e s , t hen A m e r i c a n w a g e s h a v e g o n e o n r i s i n g w i t h p r o d u c t i v i t y . 

T h e p r o p o r t i o n o f c o n s u m p t i o n a m o n g p o o r A m e r i c a n s tha t is d e v o t e d 

t o f t x x l , c l o t h i n g a n d h o u s i n g h a s f a l l e n s i n c e the 1 9 7 0 s f r o m 5 2 to 3 7 % , 

w h i c h c l e a r l y s h o w s tha t s u c h p e o p l e h a v e m o n e y to s p a r e fo r m o r e t h a n 

the b a r e necess i t i es o f l i f e . " 
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One of the most drastic trade liberalisations in modern history has 

been carried out by the Baltic nation of Estonia. Soon after ttie country 

gained its irxlependence from the Soviet Union in 1992, ttie Estonian 

government decided to atx>lish all tariffs in one fell swoop. Ten years 

later, the average tariff level was 0%. The tariff measure proved an 

urKjualified success. The Estonian economy was rapidly restructured 

on a competitive bests. Western Europe, which in 1990 accounted for 

only 1 % of Estonia's international trade, accounted for hwo-thirds of it 

In 2001. The country attracted large direct investments and tXMSted an 

annual growrth rate of around 5%. Average life expectancy grew and 

infant mortality fell, in contrast to those former communist states that 

have reformed slowly. The change to a liberal system made Estonia 

one of the EU's most promising candidate countries. Unfortunately, 

EU membership in 2004 means Estonia has had to adjust to EU 

protectionism. Instead of tiaving no tariffs at all, the country intrcxJuced 

10.794 different tariff levels, which among other things raised food 

pnces appreciably. In addition. Estonia has intrtxJuced various quotas, 

subsidies, and antidumping measures." 
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Freedom of movement— 

for people as well 

v e n i f a w o r l d i n w h i c h w e a re f ree t o b u y a n d se l l g o o d s a n d .scrs ' iccs 

~ . i c ross n a t i o n a l b o r d e r s is a l o n g w a y o f f , r h a t w o r l d is w h a t m a n y 

<m^ p e o p l e a re a i m i n g tor. T h e w o r l d ' s p o l i t i c i a n s m e e t r t rgu la r l y i n a n 

a t t e m p t t o e x t e n d f ree t r a d e , a lbe i t fa r t o o s l o w l y . B u t w h e n i t c o m e s to t h e 

m o b i l i t y of h u m a n b e i n g s , t h e p o l i t i c i a n s , u n f o r t u n a t e l y , m e e t r e g u l a r l y t o 

d o e v e r y t h i n g i n t h e i r p o w e r t o r e d u c e i t . R e d u c i n g m o b i l i t y h a s b e e n a 

v e r y c o n s p i c u o u s a i m o f the a f f l u e n t E u r o p e a n s ta tes e v e r s i n c e the 1 9 7 0 s . 

A t t he s a m e t i m e tha t t he S c h e n g e n A g r e e m e n t h a s g i v e n F l u r o p c a n s f ree 

m o b i l i t y w i t h i n F a i r o p c , t he E U g o v e r n m e n t s a r e t r y i n g t o p r e v e n t o u t s i d e r s 

f r o m p e n e t r a t i n g E u r o p e ' s b o r d e r s . T h e resu l t is v e r y h i g h w a l l s a g a i n s t t he 

o u t s i d e a n d s t r i c te r c o n t r o l s o n the i n t e r n a l m o v e m e n t o f p e r s o n s . 

O f c o u r s e , s i n c e t h e te r ro r i s t a t t a c k s o f . S e p t e m b e r 1 1 , 2 0 0 1 , 

s o m e n e w w a l l s a n d c o n t r o l s h a v e b e e n i n t r o d u c e d , w i t h t h e goa l o f 

p r e v e n t i n g a r e c u r r e n c e o f tha t h o r r i f i c e v e n t . S o m e o f t hose c o n t r o l s a re 

d o u b t l e s s j u s t i f i a b l e : c i t i z e n s e v e r y w h e r e r i g h t f u l l y d e m a n d to k n o w tha t 

n e w c o m e r s t o t h e i r c o u n t r i e s h a v e c o m e as w o r k e r s , t o u r i s t s , s t u d e n t s , 

a n d n e i g h b o u r s — n o t as m a s s m u r d e r e r s . T h e f u n d a m e n t a l d u t y o f a n y 

g o v e r n m e n t is t o p r o t e c t i ts o w n c i t i z e n r y , a n d o n e w a y o f d o i n g t h a t is 

to e n s u r e that t e r r o r i s t s a n d v i o l e n t c r i m i n a l s c a n n o t e n i e r t he c o u n t r y . 

T h e m a j o r e f f o r t t o tha t e n d i n t h e U n i t e d S t a t e s , t h e E n h a n c e d B o r d e r 

S e c u r i t y a n d Vi .sa E n t r v ' R e f o r m A c t o f 2 0 0 2 . is a g o o d e x a m p l e o f a 

r e a s o n a b l e respon.se. I T i e act i m p l e m e n t e d m e a s u r e s t o e x c l u d e p o t e n t i a l 

t e r r o r i s t s w i t h o u t r o l l i n g b a c k leve ls o f lega l i m m i g r a t i o n o r c r a c k i n g d o w n 

o n undcKumented ( b u t h a r m l e s s ) w o r k e r s . 

.Sadly, s o m e w h o h a v e l o n g w a n t e d s t r i c t e r i m m i g r a t i o n r u l e s a n y w a y , as 

a m e a n s o f d o s i n g b o r d e r s to pe . i cc fu l w o r k e r s a n d i m m i g r a n t s , h a v e s e i z e d 

u p o n t h e t ragedy o f S e p t e m b e r 11 to a d v a n c e t h a t a g e n d a b y c a l l i n g fo r 

far b r o a d e r r e s t r i c t i o n s . S u c h t a c t i c s a r c n o t o n l y c y n i c a l a n d e x p l o i t a t i v e , 

b u t a l s o c o u n t e r p r o d u c t i v e . T h e c r u c i a l t a s k o f s t o p p i n g t e r r o r i s t s b e c o m e s 

far m o r e d i f f i c u l t w h e n r e s t r i c t i v e i m m i g r a t i o n l a w s f o r c e l a w e n f o r c e m e n t 

o f f i c e r s t o w a s t e e n e r g y a n d r e s o u r c e s c o m b i n g t h r o u g h t h e m a n y m i l l i o n s 

o l i m m i g r a n t s who seek o n l y a be t t e r l i f e . S u r e l y i t would be m o r e e f h t i e n t 
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t o f o c u s o n t h e r e l a t i v e l y v e r y f e w w h o m e a n to h a r m A m e r i c a n s . It is 

i m p o r t a n t , t h e n , t o d i s t i n g u i s h b e t w e e n measiu-es t a rge ted at k e e p i n g 

o u t t h e d a n g e r o u s a n d m e a s u r e s tha t w o u l d p o i n t l e s s l y s a c r i f i c e t h e v e r y 

f r e e d o m a n d o p e n n e s s t h a t t h e te r ro r i s t s a n d t h e i r a l l i es d e s p i s e . T h e la t te r 

m e a s u r e s a r c , s a d l y , a l l t o o c « ) m m o n . 

A l t h o u g h i n m i i g r a c i o n p o l i c y i n the U n i t e d S t a t e s h a s , f o r t u n a t e l y , 

g r o w n m o r e e n l i g h t e n e d a n d i n c l u s i v e s i n c e t h e d a y s w h e n ( C o n g r e s s 

e n a c t e d r a c i s t l e g i s l a t i o n , s u c h as the C h i n e s e F . x c l u s i o n A c t o f 1 8 8 2 , t o 

k e e p o u t ' i n f e r i o r ' p e o p l e s , t igh t r e g u l a t i o n s r e m a i n i n e f f ec t . S t r i c t q u o t a s 

l i m i t h o w m a n y p e o p l e m a y c o m e to t h e U n i t e d S t a t e s f r o m d i f f e r e n t 

r e g i o n s , a n d p r o s p e c t i v e w o r k e r s m u s t first find a s p o n s o r i n the U n i t e d 

S t a t e s w h o is w i l l i n g to w a d e t h r o u g h e x t e n s i v e red t a p e i n o r d e r t<i e n j p l o y 

t h e m . S o m e c o m e to t h e U n i t e d S t a t e s as re lugees f t t i m w a r . t i a t u r a l d i sas te r , 

o r p e r s e c u t i o n , b u t the n u m b e r o f s u c h i m m i g r a n t s a d m i t t e d a n n u a l l y h a s 

fa l l en i n r e c e n t y e a r s . U n d e r P r e s i d e n t C e o r g e H . W . B u s h , t h e a v e r a g e 

w a s 1 2 1 . 0 0 0 p e r yea r . U n d e r P r e s i d e n t C^ l i n ton , t h a t a v e r a g e d r o p p e d to 

8 2 , 0 0 0 , a n d u n d e r P r e s i d e n t C e o r g e W . B u s h it fe l l b e l o w 7 0 , 0 0 0 . B e c a u s e 

s c r e e n i n g o f r e f u g e e s is e x t r a o r d i n a r i l y t h o r o u g h , i t is d i f f i c u l t t o j u s t i f y 

t h i s p r e c i p i t o u s d e c l i n e b y a n a p p e a l t o s e c u r i t y c o n c e r n s . - ' 

I h e c o s t s o f t o o - s t r i c t i m m i g r a t i o n p t i l i c ies a r o u n d t h e w o r l d h a v e 

m a n i f e s t e d t h e m s e l v e s i n t r a g i c w a y s . A p o r t o f f i c i a l o p e n i n g a c o n t a i n e r i n 

F^ng land finds 5 8 C h i n e s e re fugees w h o h a v e d i e d f r o m hea t a n d s u f f o c a t i o n 

a l t e r t r y i n g to h i d e f r o m i m m i g r a t i o n o f f i c i a l s . A f r i c a n s a r e f o u n d d e a d o n 

the s o u t h e r n c o a s t o f S p a i n , h a v i n g d r o w n e d i n t h e a t t e m p t to c r o s s the 

M e d i t e r r a n e a n s w i m m i n g o r i n f l i m s y c r a f t s . T h e b o d i e s o f 11 M e x i c a n s 

a r e f o m i d sea led i n a r a i l c a r i n I o w a . T h e b i g t raged ies a t t r ac t a t t e n t i o n , 

b u t t h e y h a v e t h e i r lesser d a i l y c o u n t e r p a r t s . T h e D u t c h c h a r i t y U n i t e d h a s 

e s t i m a t e d tha t o n e p e r s o n d i e s e v e r y d a y a t t e m p t i n g to cros.s the I w r d e r s o f 

t h e H U . I h e r e a r e m a n y w o m e n w h o s e o n l y c h a n c e o f e s c a p i n g desjK-rate 

c o n d i t i o n s i n t h e i r h o m e c o u n t r i e s is t h r o u g h c r i m i n a l s y n d i c a t e s tha t f o r c e 

t h e m i n t o p r o s t i t u t i o n a n d , w h e n the w o m e n t r y t o b r e a k free f r o m t h i s 

d e g r a d a t i < m , t h r e a t e n to r e p o r t t h e m to t h e author i t i c "s . I t . t h r o u g h v i s a 

r e q u i r e m e n t s a n d b a r r i e r s , f>eople a re p r e v e n t e d f r o m e n t e r i n g a c o u n t r y 

lega l ly , t h e y res«irt t o d r a s t i c a n d d a n g e r o u s w a y s o f d o i n g so i l l ega l l y . 

O f t e n t h e y f a l l i n t o t h e c l u t c h e s o f u n s c r u p u l o u s r e f u g e e s m u g g l e r s w h o 

d e m a n d e x o r b i t a n t p a y m e n t s b u t d o n o t t h i n k t w i c e a b o u t r i s k i n g the 

l i v e s o f t h e i r d e s p e r a t e c l i e n t s . 

W h e n the b U o r the U n i t e d S t a t e s t r y t o p r e v e n t o u t s i d e r s from m o v i n g 

t h e r e , b y m e a n s o f p r t>gress ivc ly s t r i c t e r q u o t a s a n d t o u g h e r e n f o r c e m e n t , 

ref ugees a r e f o r c e d t o t a k e c \ c n b i gge t risks. I f p e o p l e a r c w i l l i n g in t a k e 
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t hose r i s k s i n o rde r to c o m e to a f ree r c o u n t r y , p o l i t i c i a n s s h o u l d s e r i o u s l y 

r e c o n s i d e r w h e t h e r t hey h a v e c o r r e c t l y a.ssessed t h e refugcx-s n e e d f o r 

p r o t e c t i o n . T h e u l t i m a t e goa l m u s t be f o r p e a c e f u l p e o p l e t o b e a b l e to 

e v a l u a t e t h e i r o w n i n te res t s i n fleeing o r m i g r a t i n g to a n o t h e r c o u n t i y . 

T h e s a n j c goes fo r s o - c a l l e d e c o n o m i c r e f u g e e s , p e o p l e w h o w i s h t o 

l eave e c o n o m i c d e p r i v a t i o n b e h i n d t h e m a n d c o m e t o a c o u n t r y w h e r e t he ) ' 

h a v e the c h a n c e o f c r e a t i n g a be t te r l i fe . N o g e n u i n e e c o n o m i c g l o b a l i s a t i o n 

c a n o c c u r s o l o n g as pet>ple are no t a l l o w e d to cro.ss n a t i o n a l lK>undaries i n 

s e a r c h o f e m p l o y m e n t . T h a t is p rec i se l y w h a t t h e a n c e s t o r s o f c o n t e m p o r a r y 

. \ m e r i c a n s d i d : s ince 1 8 2 0 . s o m e 6 6 m i l l i o n i m m i g r a n t s h a v e lega l l y e n t e r e d 

the U n i t e d Sta tes . T h e W e s t e r n w o r l d r i g h t l y c a s t i g a t e d t h e c o m m u n i s t 

states f o r n o t a l l o w i n g t h e i r c i t i z e n s to e m i g r a t e . B u t n o w tha t t hey a re 

p e r m i t t e d to d o s o , w e a re f o r b i d d i n g t h e m to e n t e r o u r c o u n t r i e s . 

1 h e r e is n o c o n c e s s i o n o r g e n e r o s i t y i n v o K c d w h e n r i c h c o u n t r i e s 

o p e n t h e i r b o r d e r s to re fugees a n d i m m i g r a n t s , a n y m o r e t h a n t h e r e is i n 

o p e n i n g t h e m u p to i m p o r t s . G r e a t e r i m m i g r a t i o n m a y b e a p r e r e q u i s i t e 

f o r o u r s t i l l h a v i n g a v i a b l e e c o n o m y a n d s e c u r i t y o f w e l f a r e a g e n e r a t i o n 

f r o m n o w . espec ia l l y i n a s p a r s e l y p o p u l a t e d c o u n t r y l i k e . S w e d e n . I h e E U 

c o u n t r i e s a re g rea t l y t r o u b l e d b y f a l l i n g b i r t h ra tes a n d a g i n g p o p u l a t i o n s . 

T h e U n i t e d N a t i o n s P o p u l a t i o n f u n d ( U N F P A ) h a s e s t i m a t e d tha t t o k e e p 

t h e E U p o p u l a t i o n at i ts p resen t leve l u n t i l 2 0 5 0 . 1.6 m i l l i o n i m m i g r a n t s 

a n n u a l l y w i l l he n e e d e d . A n d to m a i n t a i n a s t e a d y r a t i o b e t w e e n w o r k i n g 

a n d r e t i r e d p o p u l a t i o n s , t h e E U w o u l d n e e d to t a k e i n 1 3 . 5 m i l l i o n 

i m m i g r a n t s everyytar. I n the U n i t e d S t a t e s , a s i m i l a r d e m o g r a p h i c t r e n d 

t h r e a t e n s to d r i v e t h e S o c i a l S e c u r i t y s y s t e m i n t o b a n k r u p t c y , as f e w e r a n d 

f e w e r w o r k e r s f i n a n c e the b e n e f i t s o f m o r e a n d m o r e re t i rees . I m m i g r a t i o n 

a l o n e c a n n o t u l t i m a t e l y so l ve the s y s t e m ' s d e e p e r s t r u c t u r a l p r o b l e m s , b u t 

a n i n f l u x o f i m m i g r a n t w o r k e r s c o u l d ease t h e b u r d e n o f t r a n s i t i o n to 

o n e o f t h e a l t e r n a t i v e s y s t e m s that v a r i o u s r e f o r m e r s h a v e a d v t x a t e d . T h e 

c h a l l e n g e fo r t h e f u t u r e w i l l c o n s i s t i n a t t r a c t i n g n e w i m m i g r a n t s , n o t i n 

t r y i n g to kc"ep t h e m a w a y . 

I t i s 3 p r o f o u n d e r r o r t o rega rd i m m i g r a n t s as a b u r d e n o n a c o u n t r y . 

T h e y rep resen t a m a n p o w e r a n d c o n s u m p t i o n bo<ist tha t leads t o m a r k e t 

g r o w t h . M o r e i m m i g r a t i o n m e a n s m o r e p e o p l e to wt>rk. s p e n d , a n d h a t c h 

n e w i d e a s . S e e i n g tha t as a p r o b l e m m a k e s n o m o r e s e n s e t h a n v i e w i n g 

i n c r e a s e d d o m e s t i c b i r t h rates as a p r o b l e m . S o l o n g as w a g e s m i r r o r 

p r o d u c t i v i t y ( t h e am«)un t w o r k e r s a r e a b l e to p n x l u c e ) , t he re is n o r e a s o n 

w h y t h i s s h o u l d c rea te u n e m p l o y m e n t . O v e r t h e c o u r s e o f a l i f e t i n t e . 

e v e n t h o s e g e t t i n g o f f t o a p o o r s ta r t i n a n e w c o u n t r y g e n e r a l l y p u t m o r e 

b a c k i n t o s o c i e t y — a n d the n a t i o n a l t r e a s u r y — t h a n t hey get o u t of i t . f a r 



f r o m b e i n g a d r a i n o n p u b l i c r e s o u r c e s , e x t e n s i v e r e s e a r c h b y e c o n o m i s t 

J u l i a n S i m o n f o u n d rha t t h e a v e r a g e legal i m m i g r a n t rece ives less f r o m 

g o v e r n m e n t a n d p a y s i n a g rea te r a m o u n t i n taxes t h a n the ave rage n a t i v e -

b o r n c i t i z e n . T h o u g h c a l c u l a t i o n s fo r i l lcg.al i m m i g r a n t s are m o r e d i f f i c u l t , 

e v e n h e r e S i m o n f o i m d a l i k e l y ne t bene f i t t o the hos t stKiety. S u m m i n g 

u p h i s findings, S i m o n e v e n e s t i m a t e s the r o u g h d o l l a r a m o u n t o f b e n e f i t 

e a c h n e w i m m i g r a n t p r o v i d e s h i s hos t c o u n t r y : 

E v a l u a t i n g t h e f u t u r e s t r e a m o f d i f f e r e n c e s as o n e w o u l d w h e n 

e v a l u a t i n g a p r o s p e c t i v e d a m o r h a r b o r , the p resen t v a l u e of a n e w l y 

a r r i v e d i m m i g r a n t f a m i l y d i s c o u n t e d at 3 % ( i n f l a t i o n a d j u s t e d ) w a s 

$ 2 0 , 6 0 0 i n 1 9 7 5 d o l l a r s , a l m o s t t w o y e a r s ' a v e r a g e e a r n i n g s of a 

n a t i v e f a m i l y ; at 6 % t h e p resen t v a l u e w a s $ 1 5 , 8 0 0 , a n d $ 1 2 , 4 0 0 

a t 9 % . - -

It s o m e i m m i g r a n t s d o b e c o m e p e r m a n e n t l y d e p e n d e n t o n h a n d o u t s , 

that m e r e l y i l l u s t r a t e s o n e r e a s o n to s e r i o u s l y r e f o r m o u r w e l f a r e p o l i c y a n d 

Ia|-H)ur m a r k e t r e g u l a t i o n s . F o r p e o p l e w h o c o m e to A u s t r a l i a , e s p e c i a l l y 

t h o s e s t a r t i n g o u t w i t h f e w s k i l l s a n d a s h a k y gr . isp o f t h e l a n g u a g e , n o t 

b e i n g a b l e to c o m p c t e b y w o r k i n g to r l o w e r p a y w i l l n a t u r a l l y t e n d to i m p a i r 

t h e i r c h a n c e s . 1 h e y w i l l t i i en be m. ide to d e p e n d o n h a n d o u t s , p e r h a p s fo r 

l i f e , a n d t h e i r s e l f - r e s p e c t w i l l be c o r r c s p o n d i n g l v e r o d e d . F l n t c r i n g the j o b 

m a r k e t at a l o w p a y l e v e l , w h i c h r ises l a te r o n w i t h g r o w i n g e x p e r i e n c e , is 

t h e r e f o r e a be t t e r o p t i o n . I n a h e a l t h y e c o n o m y , l o w s t a r t i n g w a g e s n e e d 

not m e a n a g e n e r a l r e d u c r i o n of rea l e a r n i n g s , b e c a u s e l o w w a g e s k e e p 

d < m n t h e p r i c e s o f t h e g o o d s a n d sers ' iccs w c a l l c o n s u m e . 

O j x - n n e s s to i m m i g r a t i o n a n d e m i g r a t i o n is a l so i m p o r t a n t fo r t h e s a k e 

o f a l i v i n g soc ie t y . A d i v e r s e p i i p u l a t i o n , c o m p r i s i n g p e o p l e w i t h d i f f e r e n t 

s t a r t i n g p o i n t s a n d v a l u e s , p r o v i d e s a g rea te r v a r i e t y o f p e r s p e c t i v e s o n 

l o n g - s t a n d i n g s o c i a l p r o b l e m s , . i nd p e r h a p s a lso a bet ter c h a n c e of finding 

c r e a t i v e s o l u t i o n s to t h e m . I m m i g r a n t s c a n t a k e w h a t is m o s t v i a b l e i n 

A u s t r a l i a n c u l t u r e a n d c o m b i n e it w i t h t r a d i t i o n s of t h e i r o w n , a n d n a t i v e -

I x i r n A u s t r . i l i a n s c a n d o l i k e w i s e . C u l t u r a l i n n o v a t i o n a l m o s t a l w a y s 

H o w s f r o m t h e c o n t . i c t o r f u s i o n o f d i f f e r e n t c u l t u r e s . It is n o c o i n c i d e n c e 

t h a t t h e U n i t e d S t a t e s , t h e m o s t d y n a m i c s o c i e t y i n h i s t o r y , w a s bu i l t b y 

i m m i g r a n t s . P r e s i d e n t R o o s e v e l t o n c e o p e n e d a s p e e c h b y s a y i n g , ' M y 

f e l l o w i m m i g r a n t s . ' E v e n t o d a y , i n sp i t e i>f a l l t he r e s t r i c r i o n s , the U n i t e d 

S t a t e s r e c e i v e s f a r m o r e i m m i g r a n t s t h a n o t h e r c o u n t r i e s . I n t h i s w a y the 

U n i t e d S t a t e s is c o n s t a n t l y r e n e w i n g i t s e l f a n d l a y i n g t h e f o u n d a t i o n s o f 

c o n t i n u e d g l o b a l l e a d e r s h i p — e c o n o m i c , c u l t u r a l , a n d s c i e n t i f i c . 
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Chapter 4 

The development of the 

developing countries 



An unequal distribution— 

of capitalism 

T
wenty percent o f the world's populat ion (we of ten hear) consumes 

more than 8 0 % o f the earih's resources, wh i le the other SO'Mi consume 

less than 2 0 % . Cr i t i cs o f gh»halisation never tire o f remind ing us o f 

this injust ice. Far less often do we hear a proper analysis of the reason 

for this state of affairs. T h e cr i t ics make it sound as though the poor are 

p<K>r because the r ich arc r ich , as i f the richest 2 0 % had somehow stolen 

those resources f rom the other 8 0 % . T h a t is wr«»ng. Natura l resources 

were, o f course, stolen in the age o f imper ia l i sm, but those thefts have 

played a relatively small pan in the prosperi ty o f the Western wor ld and 

the poverty o f the poor. Even (hough co lon ia l ism d id great harm and was 

cruel ly oppressive in places, this in it.self di ics not account for di f ferences 

between Nor th and South. T h e aff luent wor ld has grown fastest s ince 

losing its colonics. A n d the regions the imperial ist countr ies subjugated 

grew faster after becoming colonics than the)' had previously. Several o f 

the wor ld 's richest count r ies—such as Swi tzer land and the .Scandinavian 

count r ies—never had any colonies o f impor tance. O thers , such as 

the Un i ted States. C a n a d a . Austra l ia , N e w Z e a l a n d , H o n g K o n g , and 

Singapore, were colonics themselves. O n the other hand , several o f the 

world's lexst developed coun t r ies—Afghan is tan . L ibe r ia , and Nepa l , for 

example—have never b txn colonies. 

Perhaps surprisingly, it is not the count r ies w i th abundant raw materials 

that have grown fastest. I n fact, those countr ies are of ten held back because 

abundant natural resources can reduce the incent ive to develop good 

policies and insti tut ions. It is no accideni that the major oi l p roduc ing 

nations o l the M idd le East and Af r ica are a l l , w i th the except ion o f 

Kuwa i t , ranked "unfree' by Freedom House . State-owned oi l wel ls provide 

the region's despotic regimes w i i h lunds they cou ld not otherwise obtain 

wi thout freeing; up their economies. 

The ma in rea.son for that 2 0 % c o n s u m i n g 8 0 % o f tesources is that 

they produce 8 0 % of resources. T h e 8 0 % consume on ly 2 0 % because 

they produce only 2 0 % o f resources. It is this latter problem we ought to 

tack le—the in.idc-quatc pr in luci ive capaci ty o l the poor countr ies ol the 



wor ld—ins tead o f wax ing indignani over ihc affluent wor ld producing so 

m u c h . I hc prob lem is that many people are poor, not that t e n a i n people 

arc r i ch . 

C r i t i c s o f o ip i i a l i sm point out thai per capita G D P is more than 3 0 

t imes greater in the world's 20 richest countries than in the 20 poorest. 

T h e cr i t ics a rc right to say that this inequal i t) ' is due to cap i ta l ism—but 

not for the re;isons they think. T h e dif tcrci ice is due to certain coun t r i i s 

hav ing taken the path o f capi ta l ism, result ing in fantastic prosperity for 

their inhabi tants , wh i le those choosing to impede ownership, i iade, 

and product ion have lagged behind. Factors such as c l imate and natural 

disasters a rc not un impor tant , but most of the gap can still be put down 

to certain countr ies hav ing opted for l iberalisation and others for cont ro l . 

The 2 0 economical ly most liberal countr ies in the wor ld have a per capita 

G D P about 2 9 t imes greater than the 20 economical ly least l iberal. I I , 

then, w c are serious about c losing the North-South div ide, we should hope 

with all our hearts that the South wi l l also gain access to a free economy 

and open markets . Devel t ip ing countr ies that have had openness in recent 

decades have not on ly grown faster than other developing countr ies—they 

have grown faster than the affluent countr ies too. 

I he world's inequal i ty is due to capi ta l ism. Not to capit. i l ism hav ing 

made certain groups poor, but to its mak ing its pract iuoners wealthy. Tffe 

uneven distribution of wealth in the world is due to the uneven distribution 

ofcapitalism. 

Arguments that capi ta l ism is somehow to blame for wcirld poverty 

arc oddly contradictory. .Some argue that capital and corp<iraiions make 

their way on ly in to the aff luent countr ies, leaving the ptxir ones up the 

proverbial creek. O the rs mainta in that capital and corporat ions flock to 

poor countr ies w i t h low product ion costs, to the detr iment of workers 

in the developed wor ld . T h e truth .seems to be that they make their way 

into both. I rade and investment flows in the p.ist two decades have come 

to be more and more evenly distr ibuted among the economies that are 

relatively open to the rest of the wor ld . It is the really closed economies 

that, for obv ious reasons, are not getting investments and trade. Moreover, 

the dif ferences between these groups o f countr ies are increasing. Clear ly , 

instead of globalisation marginal is ing certain regions, it is the regions that 

stand back f rom glob.disation that become marginal ised. ' 

A quarter o f direct internat ional investments between 1988 and 1998 

went to developing countr ies. Since the beginning o f the 1980s, investment 

flows f rom industr ia l ised to developing countr ies have risen f rom U S $ 1 0 

bil l ion to U S $ 2 0 0 b i l l ion annual ly. I f w c look only at capital flows to 
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i l ic developing wor ld, we find ihai 8 5 % o f direct investment there goes 

to a mere ten countr ies, often the most l iberal is ing. But because those 

investments have l>ccn growing by 1 2 % annua l ly in the past three decades, 

tremendous increases also accrue for countr ies not inc luded in the top 

ten. 

Between 1990 and 2000 , private investors channel led a tr i l l ion U . S . 

dollars f rom the affluent wor ld to the poor countr ies in direct investments. 

T h a r is roughly ten times as much as in earl ier decades, and it also happens 

to be rather more than the sum total o f assistance given by all ; i f f lueni 

countr ies to all developing countr ies du r i ng the past 50 years. O f course, 

unl ike development assistance, such investments are not pr imar i ly intended 

to alleviate poverty. But in the long term, investment makes a far greater 

contr ibut ion to that goal, he-cause it develops the coimtry 's product ive 

forces instead of flowing to governments, wh i ch may or may not use that 

aid wi.sely. 

T h e aff luent O E C D countries accounted for 8 0 % o f wor ld GOV in 

1975, a share that has fallen to 7 0 % today. As has already been ment ioned, 

ptior countr ies opi i t ig for economic l iberal isat ion and free trade have had 

/ iwr^r growth than the affluent countr ies in recent decades. Free trade and 

economic l iberal ism, it seems, are a way for developing countr ies not on ly 

to get richer, but also, po.ssibly, to catch up w i th the weal th ier countr ies. As 

U N Secretary-General Kof i A n n a n said at an U N C T A D (Conference held 

in February o f 2 0 0 0 , soon after the demonstrat ions against the W T O : 

H i e ma in losers in today's very unequal wo r l d are not those w h o arc 

too m u c h exposed to globalisation. I'hey are tho.se w h o have been 

left out . 

A f r i ca is the most prominent example. Isolat ion and regulation cause 

poor countr ies to remain poor countr ies. 
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The white man's shame 

A
l ihougl i the Western wor ld has paid hp service lo Irce trade, it has 

not done very much to aid the pnKess. O n the contrary, its highest 

barriers have been raised against the developing countries, a policy 

that persists today. I n the big rounds o f free trade negotiations. ur i lTs and 

quotas for the Western world's export products have been steadily reduced. 

In the areas o f greatest importance to the dc-veloping countries, such as 

textiles and agr icul tural produce, l iberalisation measures have fiiiled to 

material ise. T h e tat i f } reductions agreed to dur ing the Uruguay Round o f 

W r O negotiat ions were smallest tor the le.ist developed countries. As ia 

and L a t i n A m e r i c a gained relatively litt le. Af r ica gained nothing at ail. 

Today. Western duties on export commodi t ies f rom the developing 

wor ld arc 3 0 % above the global average. I ' he iron curtain between Hast 

and West has fa l len, on ly to be replaced by a customs curtain between 

Nor th and Sou th . I bis is not just an act o f omiss ion; it is a deliberate 

attempt to keep poor states out o l the runn ing. We may al low them to sell 

us a tew things that we arc unable to produce ourselves, but heaven help 

them i f they threaten to put us out of business by doing something cheaper 

and better than we c a n . T h e Western wor ld maintains higher tariffs on 

c lo th ing th.in on cot ton, on roasted coffee than on coffee beans, and on 

marmalades and jams than on the fruits they arc made f rom. Protectionism 

is a way o f penal is ing wo rk inputs and development and o f ensuring that 

poor countr ies sell us on ly raw materials, wh i ch we then prtKCss and resell 

t<j them as f in ished products. Dut ies on processed protliicts from the 

developing countr ies are no less than four t imes higher than duties on 

corresponding goods f rom industrial ised countr ies. 

It is goods o f the very k ind that the T h i r d Wor ld could produce that are 

worst hit by protect ion ism—labour- in tens ive industr ial goods and services 

such as toys, e lectronics, transportat ion ser%'ices, textiles, and garments. If 

the duties are between 10 and . ^ 0 % of the value of the goods, a substantial 

dif ference in qua l i ty and pr ice is necessary for those goods to get into our 

markets at a l l . The Western countries pledged themselves to remove their 

textile quotas by 2 0 0 5 . but the moment they did that d i t 7 immediately 
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began to look for ways to impose new. temporary quotas. A n d even when 

the)' arc abol ished, textile tarif ls w i l l remain , averaging about 1 2 % . 

1 he des"eloping countries wou ld be the pr inc ipa l beneficiaries o f 

increased global free trade in manutac iu ics . O n e study est imated that (he 

wor ld economy wou ld gain about U S $ 7 0 b i l l ion a year f rom a 4 0 % tar i f f 

reduction, and that some 7 5 % o f the total gains wou ld be harvested by the 

developing coiui ir ies." T h a i would equal the total amoun t o f in ternai iona] 

development assistance to the developing countr ies, and it is almost three 

l imes the month ly income of all the world's absolutely poor taken together. 

T h e absence of a real breakthrough in WTO ta lks is a tragedy for the 

people o f those countr ies. 

I he most s tanl ing protectionism on the part o f the affluent countr ies 

concerns agricultural produce. Wor ld rrade in agricul ture is growing far 

more slowly than trade in other commodi t ies , and this too is due to the 

policy o f the affluent countries. Most o f them are determined at all costs to 

maintain a large-scale agriculrural industry o f their o w n , even i f they have 

no comparative advantages in this sector. I'hey therefore subsidise their own 

fanners and exclude tho,** o f other countr ies by means o f trade barriers. 

There is no easier way o f squandering money than through an advanced 

agricultural policy. Af f luent countries are d rench ing farmers w i th money 

through protect ionism, subsidies, and expor t grants. Fhe tot.al cost o f 

agricultural ptil icy in the 29 aff luent O E C D countr ies burdens taxpayers 

and consumers wi th a staggering U.S$360 b i l l ion . For that money, you 

could fly the 56 mi l l ion cows in these countr ies once around the wor ld 

every year—business c lass—wi th plenty o f change left over. I f they're 

wi l l ing to fly coach, the cows could also be given U S $ 2 , 8 0 0 each in ptKket 

money to spend in tax-free shops dur ing their sto|Tovers in the Un i ted 

States, the E U , and As ia . ' 

I he European Union's C o m m o n Agr icu l tu ra l Pol icy ( C A P ) involves 

quotas on foodstuffs, and tariffs o f about 1 0 0 % on things l ike sugar and 

dairy products. Here again, the E U wishes to exc lude processed products 

that can compete wi th European ones. Ta r i f f s o n basic foodstuffs average 

only h.ill of those on iipi;r.iilcd foodstuffs. (]t>|]ee and ctKoa. wh i ch 

FCuropean countr ies don't produce themselves, can sl ip in wi thout any 

serious customs markups. .Meanwhile E U tariffs on meat are several 

h imdred percent. T h e hollowness o f sel f -appointed sol idar i ty movements 

like the French A T T A C is exposed by their defence o f such tariffs against 

the T h i r d W o r l d . ' 

Not only is the E U excluding foreign products , but product ion and 

transport by European farmers are being subsidised to .i fani.iMii. degree, 
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by nearly hal l the H U budget. I he average cow receives U S S i . ' i O support 

daily, at the same t ime that nearly three bil l ion o f the world's human 

inhabitants have less than U S S 2 . 0 0 a day to live on . Because those grants 

are paid accord ing to acreage and head o f l ivestock, they an- main ly a 

subsidy for the wealthiest large-scale operat ions—it is rumoured that the 

biggest benef ic iary is the Br i t ish royal family. O E C D figures show the 

wealthiest 2 0 % o f farmers receiving something l ike 8 0 % of the grants. 

Iti other words, nearly 4 0 % o f the entire l i U budget goes to less than one 

percent o l the E U ' s populat ion. 

I he grants give rise to a huge surplus ol foodstuffs, wh ich has to be 

tl isposed o l . O n e way that the K U does this is by paying farmers nol to grow 

any th ing , Worse st i l l , through export subsidies the H U dumps its surplus 

on the wor ld market , so that poor countries are unable to compete. I'lnii 

means that the C ' A P not only prevents T h i r d Wor ld farms f rom selling to 

Europeans , it also knocks them out o f business in their own countries. 

Hor consumers in the developed wor ld, as was previously argued, export 

subsidies in other countr ies are a gilt: the art i f icial ly low cost of goods is 

paid by foreign nxp. iyers , and i l ic savings can be d iver ie i l lo oi l ier sector.s. 

But lor till- developing wor ld , the North's agricultural policy is a different 

story. It is a deliberate and systematic means of undermin ing the very 

type o f industry in wh i ch the developing countr ies do have comparative 

advantages. T h e poor countr ies don't get a stable supply o f specific goix is; 

rather, one year t h c E U dumps one product that is being overproduced then, 

but the next year it dumps a totally d i f lercni product, thus undermin ing 

any attempt by producers in ihe pt>or country tospeciali.se. It is one th ing 

l(»r imports to spur farmers to produce more competit ively, but subsidies 

guarantee that farmers in the developed wor ld cannot c<»mpete, even when 

they arc more eff ic ient. These countries arc so poor that there arc few 

other sectors in w h i c h to invest: most of them must expand agriculture 

before other sectors can be developed. Hhc C A P is estimated lo cause the 

developing countr ies a welfare lo.ss in the region of U S $ 2 0 bi l l ion annual ly, 

wh i ch is twice Kenya's entire ( I D R ' 

I he HU 's trade pol icy is irrat ional and shameful . It protects a small 

c i rc le o f lobbyists and farmers who ignore the lact that their walls are 

c t indemning people in other cont inents to poverty and death. Hhai is a 

moral disaster. T h e cyn ic ism o f the policy is made all the more apparent 

by the realisation that the F.U as a whole gains noth ing by it cither. I he 

Swedish government 's calculat ions suggest that a Swedish household w i th 

two ch i ldren cou ld gain at>out U S $ 2 5 0 a year by being spared the E U ' s 

duties on garments, and no less than U S $ 1 , 2 0 0 a year i f all agricultural 
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policy were abolished." European taxpayers pay mi l l ions o f dol lars in taxes 

every year so that their shops can have a smal ler .selection o f food at higher 

prices. E U governments subsidi.se agricul ture to the rune o f about U S $ 9 0 

bi l l ion a year and the manufacture o f basic industr ia l products by about 

the same amount . A l l cracks through w h i c h goods f rom the developing 

countries could sneak in are prompt ly plugged w i th an t idump ing tariffs 

and technical st ipulat ions, concerning, for example, packaging and 

hygiene—st ipulat ions exclusively tailored to EU enterprises. 

O n the basis o f statistics from the European C o m m i s s i o n , the French 

economist Patr ick Mcsscr l in has est imated the cost o f all E U trade barriers, 

inc luding tariffs, quotas, export subsidies, an t i dump ing measures, and the 

l ike. H i s findings indicate a total annua l loss o f 5 - 7 % o f the E U ' s G D P . I n 

other words, completely free trade wou ld mean that the E U could add ihe 

equivalent o f nearly three Swedens to its prosperi ty every year. Mcsser l in 

mainta ins that roughly 3 % of the jobs in the sectors he has investigated 

have been rescued by protect ionism. E a c h job costs about U S $ 2 0 0 , 0 0 0 

per year, wh i ch is roughly ten t imes the average wage in these industr ies. 

For that money every tariff-protected worker cou ld receive an annual Rol ls 

Royce instead; it wou ld not cost us more, and it w o u l d not be done at the 

expense o f the world's poor.' "Ei ther a branch ofenterpri.se is profitable, in 

wh ich case it needs no tariff protect ion; or else it is unprof i table, in wh i ch 

case it deserves no tar i f f protect ion, ' as economist E l i E Heckscher once 

put it." W i t h tariff protection and subsidies, manpower and capital that 

could have developed the E U ' s compet i t ive strength l inger o n in sectors 

where there is no comparative advantage. T h u s the E U ties die developing 

countr ies to poverty, not for the benefit o f the Fluropean people, but for 

the sake o f a narrow, vociferous vested interest. 

The Un i ted States, wh i ch had miraculous ly bucked the special interests 

to roll back subsidies in 1996, has recendy abandoned many o f those gains. 

A bi l l passed in 2002 inc luded subsidies projected to total U S $ 1 8 0 bi l l ion 

over the first ten years alone. T h o s e subsidies, too, disproport ionately 

benefit the wealthy. T h e largest 7 % o f farms received 4 5 % of subsidy 

payments in 1999. 

Both the Uni ted States and the E U have int roduced symbol ic free 

trade reforms in relation to the poorest countr ies i n recent years. T h e only 

trouble is that those reforms exclude the goods that wou ld provide real 

compet i t ion for domestic producers in die N o r t h . The U . S . A f r i ca ( i r o w t h 

and Oppor tun i t y Act meant free trade in every th ing that A f r i ca is not 

good at producing, and exclusion o f goods l ike tobacco and peanuts. T h e 

E U ' s Every th ing-but -Arms init iat ive meant the abol i t ion of tariffs against 
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the world's least developed countr ies, but w i th long transit ional periods 

of tar i f f retention for bananas, sugar, and rice. These measures arc often 

rendered ineffect ive by strict rules concern ing the or igin of components of 

the relevant goods. H a i t i is welcome to export cotTce to the E U , but not 

T-sh i r ts i f the tnaterial is imported f rom another country, such as C h i n a . 

A n d other goocb can be excluded by arbitrary env i ronmenta l , security, or 

safety ru les—ru les often passed precisely for this protectionist effect, and 

not for their cont r ibu t ion to safety, security, or envi ronmental quality. 

It is, o f course, hard to quant i fy the lo.ss that the developing countr ies 

sustain as a result of pro iect i tmism, but many people try to. I'he Br i t ish 

I .al^our government 's whi te paper on globalisation issues a.s.seris that a WYo 

reduction of import duties in industr ial ised and dcvelopingcountr ies wou ld 

lead to a growth o f prosperi ty in the developing countries by something l ike 

U S $ 1 5 0 b i l l ion , or three t imes as much as global development . d i s tance . 

I hc Un i ted Nat ions Trade and Development Programme ( U N C T A D ) 

c la ims that, w i th greater access to the markets of the aff luent countr ies, 

ex|>orts f rom the developing wor ld would grow by about U S $ 7 0 0 billi»)n 

annual ly. That is 14 time's the development a.ssistance they receive." 
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The case of Latin America 

O
ne tradit ional fear concern ing trade between Nor th and South 

is that it wou ld make the I 'hird Wt ) r ld dependent on sel l ing raw 

materials to aff luent countr ies in the N o r t h . I f the deve lop ing 

countr ies were to practice free trade, on this v iew, they wou ld never succeed 

in gett ing industr ial ised and sel l ing other products. M a n y have therefore 

taken the posit ion that they should go in for " import subst i tut ion ' , w i th 

the government bu i ld ing up native indust ry beh ind high tar i f f wa l ls and 

expand ing it by start ing to manufacture goods that w o u l d otherwise have 

to be imported. The a i m was a k i n d o f se l f - su f f i c iency—be ing able to 

lend for oneself instead o f special is ing and m a k i n g oneself dependent 

on wor ld trade. This "dependency theory' rap id ly gained ground after 

Wor id W a r 11, and it had plenty o f adherents in the West . T h a t is w h y 

Western observers in the 1960s expected No r th Ko rea , a closed economy, 

to outdistance export-or iented South Ko rea , and Mao's C h i n a to have far 

better prospects than pro-trade Taiwan. Impor t substitut i tnt was pract iced 

by Ind ia and Af r ica , but the whole idea was model led on fx is t -war l^atin 

Amer i ca . ' " 

It was not surprising that pol i t ic ians in C h i l e . B raz i l , and Argent ina , 

among others, fell for the dependency school . S ince the mid- 19th century, 

the region had experienced an economic up turn through the ex fwr t o f 

a few central raw materials, such as coffire, bananas, sugar, co t ton, and 

copper. But that st i l l did not br ing any broad-based nat ional development, 

because the countries in question were typical societies o f privi lege. A smal l . 

pr«)tected landlord class owned enormous tracts o f l and , wh i ch were worked 

by legions of destitute unski l led workers, w h o were of ten paid in k i n d w i th 

goods f rom the estates. I bis t iny elite reaped huge profi ts, but d id not invest 

them. ITiey had no need of labour saving machinery , because there was a 

superabundance o f labour, and they d id iu)t need to improve crop yields, 

because they had vast acreages at their d isposal . I f new lands were needed, 

they were simply stolen f rom the nat ive popu la t ion. Agr icu l ture d id not 

develop, and no demand was created lor ma iu i lac tu rcd goods, becau.se 

incomes d id not grow. A m o n g the elite, both technology and organising 
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abil i ty were conspicuously absent. Low educat ion, d iscr iminat ion, and 

trade regidations made it impossible for those in the labour force to start 

up smal l businesses. T h e Lat in Amer ican economies renu ined dependent 

on exports o f a few raw materials. W h e n , in about 19.iO, the international 

economy collapsed and the affluent countr ies reintroduced protect ionism, 

it came as a deathb low to the states of I j t i n Amer ica . Suddenly everything 

diat had bui l t up their economies had vanished. 

W h a t this example shows is that trade alone docs not necessarily 

create dynam ic development in an oppressive sociery. I f a country is 

static and characteri.sed by enormous privileges and d iscr iminat ion, there 

is little chance of trade .solving all these problems, f o r that to happen, 

the populat ion must acquire liberty and the opj ior tuni ty o f economic 

part ic ipat ion. I .and reforms to put an end to centuries o f feudalism 

would have been needed, coupled wi th a commi tment to education and 

free markets. But those were not the conclusions d rawn by the rulers of 

La t in Amer i ca and the Marx is t academics who deseloped the theory o f 

dependence. H is tory , they argued, showed that trade was pernicious and 

that countr ies should a im for self-suff iciency and internal industr ial isat ion. 

I hey pointed to the w rong v i l la in . The 1 j i i n Amer ican countries retained 

privileges and nat ional in tervent ion, but tried to abol ish trade. 

I he pol icy the La t i n .American countries then proceeded to apply 

was a textb<Mik example of protec i i t in ism—and o f economic suicide. 

T h e government paid heavy grants to a native industry protected by 

sky-h igh tar i f f wal ls . D u r i n g the 1950s, strict im (X ) r t prohibi t ions and 

quotas were in t roduced, and tariffs averaged between 100 and 2 0 0 % . 

Because consumers were unable to buy go«)ds from other coimtr ies, native 

industr ies were able to rai.se their output quick ly and generate high growth. 

However , becau.se they were under no pressure from compet i t ion, they d id 

not dc"velop technical ly or organi.sationally. Instead, an already outmoded 

and ineff ic ient industry was heavily expanded. H o m e market prices 

being higher than those on the wor ld market , the companies became less 

interested in expor t ing. I he economy became more and more polit icised 

as the government a i t c m p i i d to direct manpower, pr ices, and p ioduc i ion 

to encourage industr ia l isat ion. Government power over the economy grew 

s tead i l y—in Argent ina cs'cn the circuses were national ised. F i rms therefore 

began devor ing more resources and energy to cur ry ing favour w i th those 

in power th,in to s t reaml in ing product ion. Strong interest groups were 

formed, wh i ch campaigned to obtain benefits or to obtain compensat ion 

for benefits granted to others. Dis t r ibut ion was governed more and more 

by the pol i t ical struggle and less and less by market tran.sactions. 
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'I'ho.se w h o did not occupy a strong posi t ion and were not members 

of powerful ct>alition.s—Indians, rural workers , smal l entrepreneurs, and 

the shanty town populat ions—lagged further and fur ther behind. Tarif f i i 

look the bread out of their mouths, and when inRa i ion was accelerated to 

finance bal looning government spending, they found their smal l savings 

obliterated as the value o f the currency p lummeted . I'he countr ies of La t i n 

Amer ica remained societies o f privi lege, and already-large inequal i t ies 

escalated to appal l ing levels. L u x u r y palaces were bui l t even as s lums 

sprawled. Some people were born w i th silver spoons in their mouths , 

others as starving street ch i ldren. R io de Janeiro has been described as a 

bit o f Paris surrounded by a bit o f E th iop ia . T h e wealthiest 1 0 % in Brazi l 

cornered more than ha l f the country's G D P (as compared w i th roughly 

a quarter in the Un i ted States and a fifth in Sweden) . A t the same t ime, 

the ru l ing classes diverted di.scontent by po in t ing to outside enemies. "lo 

pmtect them.selves, they insisted that absolutely no th ing was wrong w i t h 

their own pol ic ies—that the faidt lay ent i re ly w i t h foreigners and the 

Uni ted States. 

Poor consumers were forced to pay exorbi tant prices in shops, wh i le 

big industrial ists grew richer and richer beh ind the tar i f f wal ls. A car in the 

1960s cost more than three times as m u c h in C h i l e as it d id on the wor ld 

market, w i th the result that only the r ich cou ld buy one. Pr ice increases 

also aff l icted industry, wh ich needed things l ike t rucks for t ransport ing 

goods. Because products made on the wrong side of the tar i f f barriers 

were not al lowed to be sold in the protected marke t , the governments 

managed to attr.ict some foreign firms. B u t Western companies d id not 

br ing new methods; instead, they qu ick ly adjusted to the nat ional policy. 

Instead o f specialising and improv ing eff iciency, they became jacks-of-al l -

trades, manufactur ing ever)' conceivable th ing that people cou ld not buy 

from abroad. Who le corporate departments concentrated on bureaucracy 

in order to obtain start-up permits, cheap credi ts, special pr ices, and 

public contracts. Keeping cosy wi th the establ ishment became the path to 

profit for companies, mak ing them an unsavoury pol i t ical power factor. 

T h i s internal focus pre%'ented them f rom ach iev ing economies o f scale by 

expanding their markets, and the lack o f compet i t ion meant that they 

ne\'er developed their technology and organisat ion. 

L a t i n Amer ican industry became more and more ami i |uated in relation 

to the rest of the wor ld . Unable to face internat ional compet i t ion after 

long years o f protect ion, La t in Amer i ca became more and more dependent 

on privileges and tariffs, wh ich in turn caused it to lag st i l l ftirther beh ind . 

Paradoxically, exports o f the old raw materials became more and more 
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important as a means o f f inancing the growing impor ts of machinery and 

semi -man idac iu rcd goods that industry needed, f iecause the government 

d i vencd resources away from agriculture and exports, however, tho.se 

sectors were hampered more and more. T h e possibil ity o f developing the 

on ly industr ies capable o f wi thstanding international compet i t ion dr ied 

up. M i l l i ons o f people left the land for the city s lums. In the end the 

exploi tat ive economy could not sustain the antiquated industr ial sector. 

Massive loans dur ing the 1970s merely postponed the inevitable, and 

the backlash was al l the stronger in 1982 . when Mex ico suspended loan 

payments and set oft a debt crisis o f unique proport ions. I n three years, 

1 ..itin Amer ica 's per capi ta income plunged by 1 5 % , and the 1 ' )80s brought 

a long succession o f f inancial crises and hyperinf lat i tm. It was only after 

l iberal isat ion and free trade reforms, inaugurated toward the end of the 

decade, that certain o f these countr ies got back on their feet and were able 

to raise their growth. T h e problem is that the huge burden of debt and lack 

o f foreign trade arc stil l mak ing these countr ies cr is is-prone. W c s;>w this 

in connect ion w i th Argentina's 2001 economic crisis. I f a country has very 

few exports w i t h wh i ch to pay heavy interest charges and debt instalments, 

even smal l imbalances i n its budget are enough to r«Kk the entire ccom)my. 

T h e people o f I j t i n Amer ica arc stil l f tx j t ing the b i l l for the society o f 

privi lege and protect ion ism. 

T h e C h i l e a n example demonstrates the possibil ity o f development, even 

in this region. W h e n dictator Augusto Pinochet's cont inuat ion o f the o ld 

policy o f inf lat ion and central control sent the economy into free fal l , he 

f>cgan l is tening to market economists instead. Un l i ke other author i tar ian 

regimes in the region, C h i l e replaced its authori tar ian economic pol icy 

wi th l iberal isat ion and free trade about 1975. Tremendous growth ensued, 

w i th rc;tl earnings more than doubl ing by 1995, at the same t ime as infant 

morta l i ty fell f rom 6 % to just over 1 % , and average life exp>ectancy rose 

from 64 to 7 3 years. Ch i leans today have almost a .st)uthern European 

standard o f l iv ing, in stark contrast to their ncighl iours. Most important 

o f a l l , the bloodstained dictatorship has been peacefully superseded by 

a stable democrat ic reg ime—just as the liticral advisers advtHratcd and 

prophesied." 
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On the trade route 

T
he possibil i ty o f breaking free of dependence on raw materials lies in 

free trade rather than protect ionism. Instead o f a shie ld behind wh i ch 

industry could grow strong, the tar i f f wal ls l>ecame a shield f rom 

compet i t ion that made them less efHcient and innovat ive. I hc developing 

countr ies that have switched fastest f rom expor t ing raw materials to 

export ing upgraded products are those that have them.selves had the 

most open economics, above all the As ian countr ies. Sachs and Warner 's 

major survey of the cfFects o f trade shows that protectionist countr ies 

have transformed their economic structure very slowly, whereas free trade 

countr ies have moved more in the d i rect ion o f industr ia l product ion. ' -

T h i s is direct ly contrary to what the advocaic-s o f the dependency theory-

contended. Some of them have learned f rom their mistakes. I'he sociologist 

l ernando Henr ique Cardoso, whose own work had inc luded important 

contr ibut ions to de[Hi idcncy theory, was elected president o f Braz i l in 

1994, and tried to introduce measures to l iberalise trade! N o w developing 

countr ies are demanding in trade negotiations that the aff luent markets be 

opened to their exports. 

Free trade h.is greater possibilities than ever o f b r ing ing dynamic growth 

in des'cloping countr ies. A hundred years ago. globalisation pr imari ly 

meant the West col lect ing raw materials frcmj developing countr ies and 

br ing ing them home for processing. T h i s process d id l itt le to dis.veminate 

new technology and new opportunit ies. Product ion and processing cou ld 

not be established in the developing wo r l d , because sending a spare part 

or impor tant personnel there could take months . Today, a factory almost 

anvwhere on earth can dispatch and rcxeive del iveries to or f rom any 

destinat ion wi th in a week and a half, and l>e reached instant ly by phone, 

fax, or emai l . That means it is now possible to base activit ies on what used 

to be the periphery of the wor ld economy, wh i le sti l l keeping in permanent 

touch w i th the rest o f the wor ld . F.ven the very core o f product ion can be 

relocated to poor countries i f they have comparat ive advantages in the 

sector concerned, wh ich means fantastic opportuni t ies for those w h o have 

not had the good fortune to be born in an aff luent country. 
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T h e above appl ies not only ro manufactur ing but also to the service 

sector. T h a n k s to satellite communica t ion and ihe internet, many foreign 

companies can place parts o f their administrat ive routines in countr ies l ike 

Ind ia , where local inhabi tants can I K hired for the remote managemeni 

of th ings l ike payro l l , invo ic ing, ticket reservations, and customer ser\'ices 

for European and Amer i can corporations. T h i s is especially convenient 

to A m e r i c a n business, w i th Ind ia wak ing up at roughly the same t ime as 

Amer icans go to bed. FCven the surs'cil lance o f office bltKks can be managed 

from halfWay a ro imd the wor ld w i th the aid o f satellite imaging. In these 

labour- intensive services, developing countries have obvious comparative 

.advantages. I'hey get employment and higher wages, at the same time 

as ihe services are made cheaper to their customers in the industrial ised 

counrr ies. 

Expor t s of industr ia l gotnls f rom the developing ct)untries have raised 

rapidly in the past 3 0 years, thanks to improved commui i i ca r ions and 

global free trade reforms. I h e dependency theory has been proved wrong by 

history. Today, manufactured products account for roughly three-quarrers 

o f exports f rom the developing countr ies, compared w i t h on ly a quarter in 

1965. T h e economic central i ty of raw material exports is d im in ish ing all 

the t ime. Whereas at the beginning o f the 1970s the developing ci iunir ies 

The developing countries export more manufactured goods 
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Development Institute. 1995). 
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accounted for only 7 % o f global exports o l manufactured goods, today 

they provide more than a quarter. 

Mex ico is a case in point. L o n g regarded as dependent on rudimentary 

exports to the Uni ted States, Mexico's posit ion has changed rapidly, parallel 

to its convers ion to a pol icy o f free trade. As recently as 1980, on ly 0 . 7 % o l 

its exports were processed. B y 1990 this figure had risen to 3 . 7 % , and in 

1995. after N A F F A had abolished tariffs between M e x i c o and the Un i ted 

States, it had risen to 1 9 . 3 % . In 2 0 0 5 , manufactures account for 8 2 % o f 

all Mex i can exports, versus 3 5 % in 1990. T h e country 's hav ing advanced, 

in s ix short years, from the world's 26 th to its 8 th largest exporter can be 

termed a bonus in this connect ion, and helps to account for the country 's 

growth runn ing at nearly 5 % annual ly s ince 1 9 9 6 . " 

C r i t i c s sometimes compla in that labour- intensive industr ies once 

emigrated to Japan because wages there were low a n d , w h e n wages rose, 

moved o n to South Korea and T a i w a n . W h e n product ion costs rose in those 

countr ies, the industries moved to Malays ia and rii.i i l. ind, tor example , 

and today they arc beginning to relocate in C]h ina and V i e t n a m . Fhat , the 

cr i t ics bel ieve, is an example o f the ruthlessness o f cap i ta l—leav ing count ties 

in the lu rch for paying higher wages. As soon as a country 's growth and 

prosperity get started, that country is deserted by c imipanies and investors. 

But this process is more a case o f constandy rais ing the level o f upgrading 

in product ion. W h e n a country is poor, it is best at the simplest and least 

ski l led jobs. But when it grows richer, its product ion more eff icient and its 

populat ion more ski l led, it docs better out of more qual i f ied, technology-

intensive pnx luc t ion , and eventual ly out o f knowledge- intensive 

product ion. Step by step the economy goes on dc"vcloping, wh i le poorer 

countr ies, relatively speaking, become better per formers in more labour-

intensive industry. Mex icans arc expor t ing lewcr raw materials and more 

manufactured go<>ds. whi le Amer icans are mov ing more and more f rom 

manufactured goods to computer p rog ramming and consul t ing services. 

I n this way the wor ld economy is g rowing more and more eff ic ient, and 

at the .same time mak ing room lor more and more regicms and countr ies. 

T h a t is w h y Hast As ian economics have been l ikened to a flock o f geese. 

F rom their different positions in the Hock, they have all moved forward to 

better posit ions, step by step. 
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'Let them keep their tariffs' 

T
here are cr i t ics o f free trade, especially in the churches and in 

development assistance organisations, whose posit ion stands 

tradit ional protect ionism on its head. T h e y |'>crceive the absurdity 

o f the aff luent wor ld preventing developing countr ies, by means o f tarif fs, 

f rom expor t ing to its markets. At the s;jmc t ime, however, they feel that 

the developing cou iur ies should be wary ol buying things from us and 

should therefore protect their markets w i th lari f fs unt i l they have become 

aff luent enough. O f t e n , those cr i t ics make it sound as i f we do people 

in developing countr ies a service by not arguing against their pol i t ic ians' 

protect ionism. W e must 'let them keep their tariffs'. 

1 his argument may seem reasonable at first b l u s h — i f people are poor, 

they must be al lowed to derive earnings f rom exports, but not made to lose 

them thrt jugh impor ts that might put their own industr ies out of business. 

I heir industr ies need infant industry tariffs' and cannot be exposed to 

compet i t ion unt i l they arc competi t ive. But as we have now seen, it is open 

countr ies whose industry develops fastest. Tariffs forced consumers to buy 

f rom companic-s in their own countr ies, w i th the result that the companies 

grew richer. Bu t , not being exposed to compet i t ion, they were under no 

pressure to improve eff ic iency and realign their product ion, or to lower the 

prices o f their goods. I his policy, accordingly, enabled the elite lo enr ich 

themselves wh i le the great mass of the people were forced to pay more for 

iheir everyday necessit ies, being unable to get them anvwhere else. T o say 

that the poor gain by just export ing and not impor t ing is to forget that 

they are consumers as wel l as producers. "Lett ing the developing countr ies 

keep their tari f fs ' , then, is tantamoimr to "letting the developing countr ies 

forbid their c i t izens to choo.se f rom a wide variety o f goods'. 

r h e f>clicf that pol i t ic ians know better than the market and investors 

wh i ch enterprises can become competi t ive in the long run is sheer 

superst i t ion. O n the contrary, this protective policy is a way o f d ismant l ing 

market mechan isms that separate failed projects from successful ones. T h e r e 

are few gotnl examples o f successful governmental industr ia l init iat ives, 

and any number o f examples o f expensive flops: India's failed industr ial 
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sec to r , B r a z i l ' s a t r c m p i to c rea te a n i n f o r m a t i o n t e c h n o l o g y i n d u s t r y , t h e 

a u t o m o t i v e i n d u s t r i e s o f the S o u t h A m e r i c a n c o u n t r i e s , a n d S u h a r t o ' s 

p r o t e c t i o n o f the I n d o n e s i a n m o t o r i n d u s t r y ( h e a d e d , c o i n c i d e n i a l l y . b y 

h i s s o n ) . J a p a n ' s d e p a r t m e n t o f i n d u s t r y , M I T I , is s o m e t i m e s r c f c r r e t l to as 

a p l a n n i n g s u c c e s s , a n d it d i d d o r e l a t i v e l y w e l l , b u t m a i n l y b y r e s p o n d i n g 

to s i g n a l s f r o m the m a r k e t . B y c c n t r a s i , i ts e f f o r t s t o c r e a t e n e w i n d u s t r i e s 

i n d e p e n d e n t l y o f t h e m a r k e t w e r e less s u c c e s s f u l . M m i n v e s t e d b i l l i o n s , 

f o r e x a m p l e , i n fast b r e e d e r r eac to r s , a fifth g e n e r a t i o n c o m p u t e r , a n d a 

r e m o t e - c o n t r o l l e d o i l r i g , a l l o f w h i c h w e r e e x p e n s i v e f a i l u r e s . H a p p i l y — 

f o r the J a p a n e s e — M I T I a l so f a i l ed to t h r o t d e c e r t a i n s e c t o r s , a s i t m i g h t 

h a v e i n the c a d y 1 9 5 0 s w h e n it a t t e m p t e d to ph ; i se o i u the s m a l l c a r 

p r o d u c e r s a n d p r e v e n t .Sony f r o m i m p o r t i n g t r a n s i s t o r t e c h n o l o g y . ' * I n 

the W e s t , t he re a rc e x p e n s i v e f a i l u r e s l i k e t h e A n g l o - F r e n c h C ! o n c o r d c a n d 

S w e d i s h d i g i t a l t e l e v i s i o n . 

T h e g r i m fact is t ha t i n m a n y cases p o l i t i c a l l e a d e r s h a v e n o t e v e n 

t r i ed to m a k e a n o b j e c t i v e a s s e s s m e n t o f w h a t c a n b e p r o f i t a b l e , b u t 

h a v e b a s e d t h e i r d e c i s i o n s o n l o b b y i n g a n d c o r r u p t i o n , o r a d e s i r e f o r 

p res t ige . T a r i f f w a l l s , w h i c h w e r e s u p p o s e d to a f f o r d t e m p o r a r y p r o t e c t i o n 

fo r v i a b l e e n t e r p r i s e s , i n s t e a d gave p c r n i a n e i u p r o t e c t i o n to i n e f f i c i e n t 

c o r p o r a t i o n s . W h a t w a s i n t e n d e d as a c r u c i b l e o f d e v e l o p m e n t b e c a m e a 

lu-sh g r e e n h o u s e fo r b a c k r o o m p o l i t i c s a n d s l u s h m o n e y . E v e n i t , i n t h e o r y , 

that m i g h t o c c a s i o n a l l y be a s u c c e s s f t d p o l i c y , h o w d o w e k n o w t h a t i t 

w i l l I x " i m p l e m e n t e d i n the r i gh t field o n c e t h e | X ) l i t i c a l ba t t l e is j o i n e d ? 

W c o u g h t t o a s k w h y p o o r s ta tes s h o u l d d e v o t e t h e i r t ew r e s o u r c e s to 

r eck l ess , m a m m o t h i n d u s t r i a l p r o j e c t s w h e n t h e r e a re o t h e r t h i n g s t h e y 

c o u l d e n a c t that a re c e r t a i n to b r i n g d i s t i n c t b e n e f i t s : e c o n o m i c r e f o r m s , a 

l i b e r a l r e g u l a t o r y s t r u c t u r e , i n v e s t m e n t i n e d u c a t i o n a n d h e a l t h . 

I h e a r g u m e n t for T h i r d W o r l d t a r i f f s al.so r es t s o n i g n o r a n c e o f a 

v e r y i m p o r t a n t fac t : d e v e l o p i n g c o u n t r i e s t r a d e m o s t o f t e n w i t h o t h e r 

d e v e l o p i n g c o u n t r i e s . A b o u t 4 0 % o f e x p o r t s f r o m t h e d e v e l o p i n g c o u n t r i e s 

g o to o t h e r d e v e l o p i n g c o u n t r i e s . I f p o o r c o n s u m e r s a re f o r c e d to p a y 

h i g h p r i c e s fo r p r o d u c t s f r o m c o m p a n i e s i n t h e i r o w n c o u n t r i e s , t h e y 

w i l l g e n e r a l l y be p r e v e n t e d f r o m b u y i n g f r o m c o m p a n i e s i n n e i g h b o u r i n g 

c o u n t r i e s , i n w h i c h case t h e p r o d u c e r s w i l l a l s o l ose o u t . I T i c p r o d u c e r s 

m a y get a m o n o p o l y i n t h e i r o w n m a r k e t , b u t t h e y a r e f o r b i d d e n to se l l 

t o o t h e r m a r k e t s . D e v e l o p i n g c« )un t r i es ' t a r i f f s a g a i n s t o t h e r d e v e l o p i n g 

c o u n t r i e s t o d a y a re m o r e t h a n t w o a n d a h a l f t i m e s h i g h e r t h a n t h e 

i n d u s t r i a l i s e d c o u n t r i e s ' t a r i f f g a i n s t d e v e l o p i n g c o u n t r i e s . Tar i tFs i n 

t h e i n d u s t r i a l i s e d c o u n t r i e s a v e r a g e a b o u t 8 % , t h o s e o f t h e d e v e l o p i n g 

c o u n t r i e s 2 1 % . T h u s , m o r e t h a n 7 0 % o f t h e c u s t o m s d u e s p e o p l e i n 
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d e v e l o p i n g c o u n t r i e s a r c l« j r ccd u i p a y a re l e v i e d b y o t h e r d e v e l o p i n g 

c o u n t r i e s . " 

T h a t is t h e m a i n r e a s o n w h y d i e d e v e l o p i n g c o u n t r i e s , w h i c h c o n s t i r u t e 

o n l y a q u a r t e r o f t h e g l o b a l e c o n o m y , are f o r ced to I x r a r n o less t h a n 4 0 % 

o f t h e g l o b a l c o s t o f t a r i f f s , O n e o f the greatest b e n e h t s t h e d e v e l o p i n g 

c o u n t r i e s c a n d e r i v e f r o m f ree t r ade is the a b o l i t i o n o f rhe i m p o n t a r i f f s , 

w h i c h s o m e t i m e s m u l t i p l y c o m m o d i t y p r i c e s s e v e r a l t i m e s over , 1 h o s e 

w h o b e l i e v e t h a t s u p p o r t i n g ta r i f f s m a k e s t h e m f r i e n d s o f the d e v e l o p i n g 

c o u m r i e - s ta i l t«> rea l i se tha t t hey are a c t u a l l y h e l p i n g a s m a l l c l i q u e o f 

c o m p a n i e s a n d r u l e r s i n t h e d e v e l o p i n g c o u n t r i e s , t o t h e d e t r i m e n t of t h e 

c o n s u m e r s a n d b r o a d e r e c o n o m i c s o f t hose soc ie t i es . 

I f w e i n t h e a f f l u e n t c o u n t r i e s t r u l y be l i eve i n f ree t r a d e , w e m u s t 

a b o l i s h o u r t a r i f f s a n d q u o t a s w i t h o u t d e m a n d i n g c o n c e s s i o n s f r o m 

D i l u - r s . F o r b i d d i n g the p o o r o f the w o r l d to d e v e l o p is i m m o r a l . B e s i d e s , 

w e o u r s e l v e s s t a n d to bene f i t f r o m f ree r i m p o r t s , e v e n i f o t h e r s d o n o t 

w a n t t o i m p o r t f r o m u s . B u t that does n o t mea t t t ha t i t is w i s e o t t h e ! b i r d 

W o r l d to p r o t e c t i ts o w n i n d u s t r i e s w i t h t r a d e b a r r i e r s . O n the c o n t r a r y , 

the bes t t h i n g fi>r t h e i r p o p u l a t i o n s is fo r t h e i r ta r i f f s al.so to be a b o l i s h e d . 

T h o s e w h o w a n t t h e m to p r e s c r N ' c t h e i r t a r i f f s m a y c o n s t i t u r e a n i n v e r t e d , 

m i r r o r i m a g e o f t r a d i t i o n a l p r o t e c t i o n i s t s , b u t t h e f ace i n the m i r r o r is n o 

m o r e a t t r a c t i v e t h a n t h e o r i g i n a l . 
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The debt trap 

n t h e d e b a t e o n g l o b a l i s a t i o n , severe c r i t i c i s t n h a s b e e n l e v e l l e d at g l o b a l 

e c o n o m i c i n s t i t u t i o n s . M o s t o f t e n s i n g l e d o u t a r e the W o r l d B a n k 

( W B ) , w h i c h l e a d s m u l t i l a t e r a l w o r k fo r l o n g - t e r m t i e v e l o p m e n t i n t h e 

T h i r d W o r l d , a n d t h e I n t e r n a t i o n a l M o n e t a r y F u n d ( I M F ) , w h i c h e x i s t s 

t o g u i d e a n d assist n a t i o n a l f i n a n c i a l s y s t e m s , e s p e c i a l l y i n t i m e s o f c r i s i s . 

C r i t i c s m a i n t a i n tha t t h o s e i n s t i t u t i o n s s e r v e as c o l l e c t o r s o f d e b t s f r o m 

d e v e l o p i n g c o u n t r i e s to the a f f l u e n t w o r l d , a n d t h a t t h e y f o r c e d e v e l o p i n g 

c o u n t r i e s to i m p l e m e n t h e a v y - h a n d e d l i b e r a l p o l i c i e s tha t l e a d to g r e a t e r 

pove r t y . L e f t - w i n g g r o u p s a n d c h u r c h e s t h e w o r l d o v e r s a y t h a t t h e ^ X ' B 

a n d t h e I M F s h o u l d be d e m o c r a t i s e d a n d T h i r d W o r l d d e b t s s h o u l d b e 

w r i t t e n o f f . 

' D e m o c r a t i s e d ' m e a n s d i a t a l l c o u n t r i e s s h o u l d h a v e e q u a l v o t i n g 

r i g h t s i n t h e s e i n s t i t u t i o n s , as o p p o s e d to p o w e r c o m m e n s u r a t e w i t h 

t h e f i n a n c i a l c o n t r i b u t i o n s t hey m a k e . T h a t m a y s o u n d r i g h t , b u t t h e s e 

a re b a s i c a l l y d e v e l o p m e n t a i d o r g a n i s a t i o n s , a n d c o u n t r i e s c h o o s i n g to 

c h a n n e l t h e i r d e v e l o p m e n t a s s i s t a n c e t h r o u g h t h e m e x p e c t t o h a v e a s a y i n 

h o w t h e m o n e \ ' t h e y g i ve is g o i n g to b e u s e d . A l l c o i m t r i e s c o u l d be g i v e n 

e q u a l p o w e r ove r the l u n d s , b u t t h a t w o u l d o n l y r esu l t i n c o u n t r i e s l i k e 

t h e U n i t e d S ta tes w i t h d r a w i n g a n d s e n d i n g t h e i r m o n e y t h r o u g h o t h e r 

c h a n n e l s . T h a t w o u l d m e a n the e n d o f t h e I M F a n d t h e W B , w h i c h i n i ts 

w a y , o f c o u r s e . w o i J d e f f e c t i v e l y se t t le t h e d i s p u t e o v e r t h e m , b u t h a r d l y 

i n t h e w a y m o s t o f the c r i t i c s h a d e n v i s a g e d . 

T h e I M F a n d t h e W B h a v e a great d e a l o n t h e i r c o n s c i e n c e s , m i s t a k e s 

tha t a l i b e r a l s h o u l d c r i i i c i . se t h e m tor . O i t i c L s m o u g h t , f o r e x a m p l e , t o 

be l e v e l l e d a g a i n s t t h e i r m a n y d e c a d e s o f a r g i m i e n t i n f a v o u r o f p l a n n e d 

e c o n o m i c s i n the d e v e l o p i n g c o u n t t ies a n d a g a i n s t t h e W B ' s i n v o l v e m e n t i n 

s t e r i l i s a t i o n p r o g r a m m e s — p r o g r a m m e s t h a t h a v e i n v o l v e d s e r i o u s a b u s e s 

a g a i n s t t h e p e r s o n s a f f e c t e d b y t h e m . I ' he s a m e g o e s ( o r l a r g e - s c a l e p r o j e c t s , 

s u c h as d a m c o n s t r u c t i o n p r o j e c t s , w h i c h h a v e i n v o l v e d t h e c o m p u l s o r v 

r e l o c a t i o n o f t h o u s a n d s o f pe t ip le . B u t t h e o p p o n e n t s o f g l o b a l i s a t i o n d o 

n o t o f t e n c r i t i c i s e a c t i v i t i e s o f t h i s k i n d . I n s t e a d , t h e y d i rec t t h e i r i re at 

r e c o m m e n d a t i » ) n s o f l o w i n f l a t i o n a n d b a l a n c e d b u d g e t s . B u t d e m a n d s 
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of t h i s k i n d o n d e v e l o p i n g c o u n t r i e s a r c no t j us t o r d e r s f r o m a b o v e . T h e y 

a r c c o n d i t i o n s t h a t t h e i n s t i t u t i o n s p l a c e o n l o a n s to c o u n t r i e s tha t h a v e 

a c u t e financial d e f i c i t s a n d a re o n the v e r g e oi b a n k r u p t c y . L i k e a l l c red i t 

p r o v i d e r s , t h e y w o u l d p r e f e r t o be pa id b a c k , a n d so i h e y ins is t o n r e f o r m s 

that w j u i l t l a l l o w t h e c o u n t r y to e m e r g e f r o m its c r i s i s a n d e v e n t u a l l y be 

c a p a b l e o f r e p a y i n g w h a t it h a s b o r r o w e d . T h e r e is n o t h i n g K m d a m e n t a l l y 

w r o n g w i t h t h i s a n i t u d e , a n d the r c c o n m i e n d a t i o n s ( t e r m e d s t r u c t u r a l 

a d j u s t m e n t p r o g r a m m e s ) h a v e o f t e n been h e a l t h y : a b a l a n c e d b u d g e t , a 

l o w e r ra te o f i n f l a t i o n , g rea te r c o m p e t i t i o n , o p e n m a r k e t s , less c i>rrupt ion 

a n d m o r e r u l e o f l a w , a n d a r e d u c t i o n o f m i l i t a r y s p e n d i n g i n f a v o u r ot 

t h i n g s l i k e e d u c a t i o n a n d h e a l t h c a r e . M u c h w o r k h a s a lso b e e n d e \ o t e d 

to e s t a b l i s h i n g g rea te r t r a n s p a r e n c y a n d to c l e a n i n g u p s h a d y d e a l i n g s a n d 

n e p o t i s m b e t w e e n r u l e r s a n d e c o n o m i c p l a y e r s . 

B u t t h e r e a re a n u m b e r o f c o n t e n t i o u s cases w h e r e r e c o m m e n d a t i o n s 

f r o m t h e s e i n s t i t u t i o n s h a v e b e e n d e s t r u c t i v e — l o r e x a m p l e , t h e i r a c t i o n s 

d u r i n g t h e A s i a n c r i s i s . . S h a r p c r i t i c i s m c a n b e l c v e l l c i l a g a i n s t t h e d e m a n d fo r 

c o n t r a c t i o n i n c o u n t r i e s t h a t w e r e a l r e a d y e n t e r i n g a p r o f o u n d i l e p r e s s i o n . 

I n S e p t e m b e r 1 9 9 7 , f o r i n s t a n c e , tax i nc reases f o r c e d o n T h a i l a n d b y 

t h e I M F d e e p e n e d t h e e c o n o m i c c r i s i s t o a n a l a r m i n g deg ree . I n c e r t a i n 

c a s e s , t h e I M F h a s r e c o n m i e i i d e d that ^ o v c r n i n c n t s r e t a i n e x c e s s i v e l y h i g h 

e x c h a n g e r a t e s , t h e r e b y t r i g g e r i n g s p e c u l a t i o n . C o n s t a n t c r i s i s p a c k a g e s 

c a n a l s o p r o m p t i n v e s t o r s a n d g o v e r n m e n t s to take b igge r r i s k s t h a n i l u y 

o t h e r w i s e w o u l d , b e c a u s e t h e y k n o w t h a i i f the \ ' get o u t o f t h e i t d e p t h , 

l i k e R u s s i a d i d i n 1 9 9 8 , t h e I M F w i l l j u m p i n to save t h e m . F r o m a l i be ra l 

p e r s p e c t i v e , i t is b i z a r r e t h a t t a x p a y e r s a re f o r c e d to p a y fo r the m i s t a k e s 

o f s p e c u l a t o r s . A c e n t r a l c a n o n o f the c a p i t a l i s t i c s y s t e m , a f t e r a l l , is that 

u n s u c c e s s f u l i n v e s t o r s m u s t them.se lves bear the cost o f t h e i r f a i l u r e . O t h e r 

c r i t i c s .say tha t t h e I M F h a s g e n e r a l l y b e e n too m i c r o m a n a g i n g , i n s t e a d o l 

s i m p l y i s s u i n g g e n e r a l r e c t i m m e n d a t i o n s . U s i n g p r o m i s e s o f m u l t i m i l l i o n 

d o l l a r p a y m e n t s , I M F b u r e a u c r a t s h a v e t r i ed to e x e r c i s e a n a l m o s t c o l o n i a l 

d e g r e e o f r e m o t e c o n t r o l o v e r o t h e r c o u n t r i e s ' p o l i c i e s . W e a r c p e r f e c t l y 

r i gh t t o i ns i s t t h a t T h i r d W o r l d r i d e r s e x t e n d bas i c d e m o c r a t i c r i gh t s a n d 

l i b e r t i e s to t h e i r p e o p l e s , b u t w e m u s t n<ii a n c m p i t o c o n t r o l t h e de ta i l s o f 

t h e i r p o l i c y m a k i n g . 

The f o r e m o s t l e s s o n to l e a r n f r o m a c o u p l e o f d e c a d e s o f I M F a n d 

W B r e c o m m e n d a t i o n s is h o w i n s i g n i f i c a n t is the i r a c t u a l i m p a c t o n the 

c o u n t r i e s r c " ce i v i ng t h e f u n d s . T o m a n y g o v e r n m e n t s i n rea l c r i s i s , I M F a n d 

W B l o a n s h a v e p r o v i d e d a last c h a n c e to a v o i d real a n d d r a s t i c e c o n o i n i t 

r e f o r m s . C ^ o u n t r i c s h a v e o n l y n e e d e d to promise r e f o r m s i n o r d e r fo r h u g e 

s u m s o f m o n e y to b e p l a c e d at t h e i r d i s p o s a l . R u l e r s t h e n p lay a p e r i l o u s 
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[The 25 billion dollars that the IMF and the WB lent Russia during the 

1990sl substantially helped to postpone the Implementation of a coherent 

ecorK>mic strategy artd reduced ttie willingness of national autlKxities 

to make painful but necessary changes in ecorxxntc policies. The 

Russian p>oiitical elite are now firmly convinced ttiat Russia will regularly 

receive international financing regardless of its economic pdictes.' 

Andrei lllarionov. Russian \ibera\ economist, 

today adviser to President Vladimir Putin." 

r w o - s i d e d g a m e , i m p l e m e n t i n g j u s t e n o u g h m i n o r r e f o r m s to k e e p the 

I M F e n v o y s h a p p y . W i t h the w i s d o m o f h i n d s i g h t . R u s s i a ' s finance m i n i s t e r 

B o r i s F y o d o r o v m a i n t a i n s tha t t h e I M F ' s g r a n t s to R u . s s i a h a v e d e l a y e d t h e 

l i be ra l r e f o r m s tha t t h e c o u n t r y w o u l d o t h e r w i s e h a v e b e e n o b l i g e d to 

i n t r o d u c e . In .s tcad o f p u r s u i n g a g o o d p o l i c y , h i s c o l l e a g u e s d e c i d e d t h a t i t 

w o u l d b e m o r e p a t r i o t i c t o ra ise the biggc"st p o s s i b l e l o a n s a n d t h e n s ta r t 

n e g o t i a t i n g a b o u t t h e w r i t i n g o f f o f d e b t s . 

I t i s v e r y d a n g e r o u s to s u p p o s e t h a t r e f o r m s c a n b e b r o u g h t a b o i i i 

f r o m o u t s i d e by m e a n s o f e c o n o m i c i n d u c e m e n t s . I n t h e m a j o r i t y o f c a s e s , 

r e s o u r c e t r a n s f e r s o f t h i s k i n d h a v e h a d t h e e f f ec t o f p r o p p i n g u p a f a i l e d 

s y s t e m . A s s i s t a n c e , i f it is t o h a v e a n y p o s i t i v e eflPccrs. m u s t c o m e a f t e r 

r e f o r m s b e g i n . W h e n , i n 1 9 9 4 . t h e W B r e v i e w e d 2 6 d i f f e r e n t s t r u c t u r a l 

a d j u s t m e n t p r o g r a m m e s , it f o u n d t h a t o n l y s i x o f t h e m h a d l e d to a s e r i o u s 

c h a n g e o f po l i c y . A b o v e a l l , t hose i n p o w e r c o u l d n o t , o r w o i d d n o t , 

r e d u c e a n d s t r e a m l i n e b u r e a u c r a c y a n d t h e i r o w n c o n t r o l o f t h e e c o n o m y . 

C x j u n t r i c s have s o m e t i m e s t r i ed to m e e t c e r t a i n i m p o r t a n t s t i p u l a t i o n s , 

s u c h as b u d g e t a r y b a l a n c e , b y d e s t r u c t i v e p o l i c i e s s u c h as i n c r e a s i n g taxes 

a n d tar i f f fs, p r i n t i n g m o r e m o n e y , o r s l a s h i n g t h e m o s t i m p o r t a n t p u b l i c 

s p e n d i n g — o n e d u c a t i o n a n d h e a l t h — i n s t e a d o f s u b s i d i e s , b u r e a u c r a c y , 

a n d t h e m i l i t a r y . 

A n o t h e r p r o b l e m is that r e a d j u s t m e n t p r o g r a m m e s a r e o f t e n t o o 

c o m p l i c a t e d fo r i n e f f i c i e n t g o v e r n m e n t s to i m p l e m e n t . NXTien a c o r r u p t 

g o v e r n m e n t has to t a k e a c c o u n t o f p e r h a p s 1 0 0 d i f f e r e n t s t i p u l a t i o n s a n d 

g u i d e l i n e s a t o n c e , t h i n g s get d i l B c u l t . e s p e c i a l l y as i t m u s t s i m u l t a n e o u s l y 

k e e p t r a c k o f a n y n u m b e r o f o t h e r a i d p r o g r a m m e s f r o m i n d i v i d u a l 

c o u n t r i e s . B e c a u s e these s t r u c t u r a l a d j u s t m e n t p r o g r a m m e s a r e o f t e n q u i t e 

v a g u e l v w r i t t e n , ii is c . i s \ tor f ^ o v c r n m e n t s to d e l a y a n d u n d e r m i n e t h e m . 

B r e a c h e s o f the p r o g r a m m e s h a v e l e d to a c a n c e l l a t i o n o f p a y m e n t s , b u t , 

b i z a r r e l y , t he f u n d i n g t a p h a s b e e n t u r n e d f u l l o n a g a i n a s s o o n as t h e 
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p o l i t i c i a n s h a v e v e r b a l l y p r o m i s e d r e n e w e d c o m p l i a n c e . T h a t , i t s e e m s , 

c a n b e repe . i i e i l i n d e f i n i t e l y . O n e a n a l y s t m a i n t a i n e d tha t 15 y e a r s o f 

s t r u c t u r a l a d j u s t m e n t p r o g r a m m e s i n A f r i c a h a d m e a n t o n l y m i n i m a l l y 

m o r e o p e n n e s s to t h e g l o b a l e c o n o m y ' . " 

T h e u n w i l l i n g n e s s o f t h e r e c i p i e n t c o u n t r i e s to f o l l o w the a d v i c e g i v e n 

m a k e s it w r o n g to p o i n t t o t h e I M F ' s l i b e r a l i s i n g r e c o m m e n d . i t i o n s as t h e 

c a u s e o f t h o s e c o u n t r i e s ' p r o f o u n d cri.ses, a s m a n y l e f t - w i n g m o v e m e n t s 

d i ) . C o u i n r i e s t h a i a c t u a l l y f o l l o w e d the r e c o m m e n d a t i o n s h a v e a p p a r e n t l y 

d t ) n e i H T i i c r t h a n c o u n t r i e s t h a t h a v e n o t . T h o s e c o m p l y i n g w i t h t h e m — 

U g a n d a a n d C i h a n a , f o r e x a m p l e — h a v e o n a v e r a g e h a d h i g h e r g r o w t h 

a n d t h u s r e d u c e d p o v e r t y . S t a t e s tha t e s c h e w e d s u c h l i b e r a l i s a t i o n 

p r o g r a m m e s — N i g e r i a , K e n y a , a n d Z a m b i a , f o r e x a m p l e — r e m a i n 

e c o n o m i c a l l y u n i m p r e s s i v e , h a v i n g b e c o m e bogged d o w n i n p o v e r t y a n d 

m e q u a l i t y o f f e a r f u l d i n u n s i o n s . " 

S o w h a t a b o u t d e b t c a n c e l l a t i o n ? I be l i eve there . u c g o o d r e . i s o i i s l o r 

i t , b u t a l s o r i s k s i n v o l v e d if w e d o n o t g o a b o u i it i n t h e r i g h t w a y . W e 

s h o u l d n o t e at t h e o u t s e t , t h o u g h , tha t t h e deba te is e x a g g e r a t e d . C r i r i c s 

o f t h e I M h a n d t h e W B c l a i m that s o m e t h i n g l i ke 2 0 , 0 0 0 p e o p l e d i e i n 

t h e d e v e l o p i n g c o u n t r i e s e v e r y d a y because o f deb t . I hat figure is r e a c h e d 

b y . t d d i n g u p t h e i n te res t p a y m e n t s that d e v e l o p i n g c o u n t r i e s a re f o r c e d 

to m a k e to t h e s e i n s i i t u t i t ) n s a n d t h e n w o r k i n g o u t h o w m a n y h u m a n 

l i v e s c o u l d b e s a v e d f o r t h e s a m e a m o u n t o f m o n e y . E v e n if w e g r a n t t h e 

f a n c i f u l s u p p o s i t i o n t h a t a l l t he m o n e y w o u l d o t h e r w i s e go to m e d i c i n e s 

a n d f i K x l i n s t e a d o f m u n i t i o n s , w h i c h is no t at a l l c r e d i b l e , t h e c l a i m 

over l<x )ks a n o t h e r i m p o r t a n t f ac t . T h e s e d e b t - r i d d e n c o u n t r i e s r ece i ve 

m o r e c r e d i t s , g r a n t s , a n d d e v e l o p m e n t a s s i s t a n c e f r o m the i n d u s t r i a l i s e d 

c o u n t r i e s a n d g l o b a l i n s t i t u t i o n s e v e r y y e a r t h a n t h e y p a y i n i n t e r e s t . I T i e 

4 1 m o s t h i g h l y i n d e b t e d piM>r c o u n t r i e s ( H I I ' O ) r e c e i v e a b o u t t w i c e as 

n t u c h f r o m the W e s t e r n w o r l d as t h e y p a y e v e r y y e a r S o to a c c u s e the 

W e s t e r n w o r l d o f c a u s i n g t h e d e a t h s o f t ens o f t h o u s a n d s o f p e o p l e i n 

t h e d e v e l o p i n g c o u n t r i e s e v e r y d a y b y c o l l e c t i n g i n te res t p a y m e n t s is a 

g r o t e s q u e s t a t i s t i c a l t r i c k . 

E v e n s o . d e b t c a n c e l l a t i o n is r i gh t i n p r i n c i p l e . O p f K i n e i u s o f d e b t 

r e l i e f s a y tha t o n e s h o u l d p a y one ' s d e b t s , w h i c h o f c o u r s e is t r u e . I ' he 

o n l y q u e s t i o n is w h y o n e s h o i d d be f o r c e d t o p a y o t h e r peop le ' s d e b t s . 

S u p p o s e a d i c t a t o r b o r r o w s m a s s e s o f m o n e y to b u i l d u p h i s c o u n t r y ' s 

m i l i t a t ) ' m a c h i n e a n d h i s o w n f o r t u n e , b u t t h e n , iftcr p o l i t i c a l u p h e a v a l s , a 

d e m o c r a t i c r e g i m e t a k e s o v e r a n d finds i t s e l f c l u t c h i n g a n a r m f i d of l O U s . 

W h y s h o u l d t a x p a y e r s be l i ab le fin a d e b t t h e y neve r c h o s e to t a k e o n ? Is 

it n o t m o r e r e a s o n a b l e f o r t h e I x j r r o w e r s t t j bear t h e r i s k o f t h e c o u n t r y 
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n o t b e i n g a b l e to p a y t h e m o n e y b a c k ? O r d i n a r y m a r k e t i n s t i t u t i o n s h a v e 

l e a r n e d f r o m e x p e r i e n c e a n d h a v e l o n g s i n c e g i v e n u p a d v a n c i n g m o n e y 

to d e e p l y i n d e b t e d c o u n t r i e s , w h i l e p o l i t i c a l i n s t i t u t i o n s l i k e t h e I M F a n d 

t h e W B h . i vc gone o n s e n d i n g m o n e y at e v e r y e c o n o m i c c r i s i s . T h r o u g h a 

c o m b i n a t i o n o l g e n e r o s i t y a n d i r r a t i t ) n a l i t y , t h e y l u r e d m a n y d e v e l o p i n g 

c o u n t r i e s i n t o t h e d e b t t rap d u r i n g t h e 1 9 8 0 s . M o s t o f tho.se c o u n t r i e s 

h a v e a b s o l u t e l y n o c h a n c e o f p a y i n g o f f t h e i r d e b t , a n d p e r p e t u a t i o n o f 

t h e d e b t t r a p w i l l d o n o o n e a n y g o o d . A c o u n t r y l i k e l a n z a n i a h a s a 

f o r e i g n d e b t that is t w i c e as l a rge as i ts a n n u a l e x p o r t r e v e n u e s , a n d d e b t 

s e r v i c e d o e s d i s p l a c e t h i n g s l i k e the f u n d i n g o f e d u c a t i o n f o r the y o u n g . 

B e c a u s e c h a l l e n g i n g p r i v i l e g e , s l a s h i n g s u b s i d i e s , a n d l a y i n g o f f c i v i l 

s e r v a n t s a r c p o l i t i c a l l y h a z a r d o u s , the l o n g - t e r m i n v e s t m e n t s o f t e n s u f f e r 

w h e n c u t b a c k s a r e n e e d e d . 

T h a t is n o t to say that u n c o n d i t i o n a l d e b t c a n c e l l a t i o n fo r a l l c o u n t r i e s , 

the .sort o f t h i n g a d v o c a t e d b y s u c h p o p u l a r m o v e m e n t s a s the J u b i l e e 

2 0 0 0 a n d L i v e 8 c a m p a i g n s , is a n e n t i r e l y g j i o d i d e a . O n t h e c o n t r a r y , 

c a n c e l l a t i o n c a n m e a n t h e W e s t e r n w o r l d financing c o r r u p t r e g i m e s t h a t 

u s e t h e m o n e y to b u y a r m s a n d c o n s o l i d a t e o p p r e s s i o n . I n tha t c a s e w e 

h a v e h e l p e d to p e r p e t u a t e u n . s a v o u r y r e g i m e s , w h i c h a g a i n is n o t a v e r y 

m o r a l t h i n g to d o . l o a v o i d d o i n g s o , c e r t a i n d e m a n d s s h o u l d be m a d e 

f o r d e m o c r a c y a n d r e f o r m s , p a r a l l e l t o d e b t s l a c i n g c a n c e l l e d . O n e o f t h e 

p r o b l e m s o f deb t c a n c e l l a t i o n is that i t d i s t o n s t h e flows o f d e v e l o p m e n t 

a s s i s t a n c e , i n favoiu^, n o t o f the p o o r e s t o r o f d e m o c r a c i e s , b u t o f t hose 

w h o a r c m o s t d e e p l y i n d e b t . I n 1 9 9 7 . t h o s e c o u n t r i e s r e c e i v e d f o u r 

t i m e s m o r e dc - vc l opmen t a.ss istance pe r c a p i t a t h a n e q u a l l y p o o r b u t non-

i n d c b t e d c o u n t r i e s . T h e I v o r y C o a s t , f o r e x a m p l e , r e c e i v e d 1 , 2 7 6 t i m e s 

m o r e d e v e l o p m e n t a s s i s t a n c e pe r c a p i t a t h a n I n d i a . 

D e b t c a n c e l l a t i o n h a s b e e n g o i n g o n , to a g rea te r o r lesser e x t e n t , s i n c e 

1 9 7 9 , w h e n , f o l l o w i n g a n UNCTI A D m e e t i n g , t h e c r e d i t o r s c a n c e l l e d d e b t s 

o f 4 5 c o u n t r i e s t o t a l l i n g U S $ 6 b i l l i o n . T h e p r o b l e m is tha t t h i s j K j I i c y h a s 

e n c o u r a g e d the c o n t r a c t i n g o f f i i r t h e r d e b t s . C o u n t r i e s tha t h a v e g o t t e n 

r i d o f t h e i r d e h t s h a v e q u i c k l y r e p l a c e d t h e m w i t h n e w l o a n s . O n e s t u d y 

h a s s h o w n tha t a n i n c r e a s e i n a c o u n t r y ' s d e b t c a n c e l l a t i o n e q u a l l i n g o n e 

p e r c e n t o f G D P b e t w e e n 1 9 7 9 a n d 1 9 9 7 e n t a i l e d , o n a v e r a g e , a 0 . 3 4 % 

i n c r e a s e i n i ts b u r d e n o f d e b t . M o r e o v e r , t h e m o n e y h a s n o t b e e n s p e n t o n 

g o o d i n v e s t m e n t s , a n d the resp i tes h a v e n o t b e e n u s e d t o i m p r o v e po l i c y . 

O n the c o n t r a r y , o n e finds t h a t d e b t o r c o u n t r i e s p u r s u e w o r s e p o l i c i e s a n d 

i m p l e m e n t f e w e r l o n g - t e r m r e f o r m s t h a n o t h e r p o o r c o u n t r i e s . O n e g r i m 

g u e s s is t h a t these c o u n t r i e s o f t e n b o r r o w m o r e i n s t e a d o f p r i o r i t i s i n g t h e i r 

e x p e n d i t u r e b e c a u s e t h e y c o u n t o n a f u t u r e c a n c e l l a t i o n o f d e b t s , a n d that 
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t hey p u t o f f l i b e r a l r e f o r m s u n t i l t h e y c a n ' s e l l ' t h e m to t h e I M F a n d W B 

fo r t h e g rea tes t p o s s i b l e c a n c e l l a t i o n o f d e b t s . I n S e p t e m b e r 1 9 9 6 , w h e n 

the W B a n d I M F l a u n c h e d t h e i r i n i t i a t i v e a i m e d at e v e n t u a l l y w r i t i n g o f f 

t he d e b t s o f 4 1 c o u n t r i e s ra ted h i g h l y i n d e b t e d ' , t he re h a d a l r e a d y been 

t w o d e c a d e s o f d e b t c a n c e l l a t i o n . 

T h e s e r e p e a t e d c a n c e l l a t i o n s a r c a s i g n o f the p o l i c y ' s i n c f t c c t i v e n c s s . 

W h a t w o u l d a c t u a l l y h e l p is a ' o n c e a n d for a l l ' s t ra tegy, w h e r e b y the d e b t s 

o f t h e poo r , r e f o r m - o r i e n t e d g o v e r n m e n t s a r c w r i t t e n o f f at t h e s a m e t i m e 

that i t is c o n v i n c i n g l y i n d i c a t e d tha t n o m o r e deb ts w i l l be w r i t t e n o f f 

i n f u t u r e . O n e w a y o f d o i n g th i s w o u l d be to c a n c e l a l l deb ts n o w , t h e n 

r e f r a i n f r o m l e n d i n g a n y m o r e m o n e y . I n s t e a d , a n y l o a n s w o u l d h a v e to 

be c o n t r a c t e d o n t h e i n t e r n a t i o n a l a t p i t a l m a r k e t f r o m i n v e s t o r s w h o a re 

w i l l i n g to t a k e t h e r i s k a t i d w h o p e r s o n a l l y b e l i e \ e tha t t h e y w i l l get t h e i r 

m o n e y b a c k . T h a t , h o w e v e r , d o e s n o t a p p e a r to h a v e b e e n t h e stratcg>-

w h e n t h e W B a n d I M F s i g n a l l e d t h e e x e m p t i o n of 2 2 c o u n t r i e s f r o m t w o -

t h i r d s o f t h e i r d e b t s . T r u e , t h e e x e m p t i o n m e a s u r e w a s a c c o m p a n i e d by 

v a r i o u s c o n d i t i o n s , s u c h a s m e a s u r e s to c o m b a t c o r r u p t i o n a n d h e a v i e r 

i n v e s t m e n t i n e d u c a t i o n a n d h e a l t h . B u t n e w loans m a y w e l l I x - c o n s i c l c r c i i 

a f te r t h e c a n c e l l a t i o n s , i n w h i c h ca.se t he re is a se r i ous r i s k o f d e b t s g r o w i n g 

a g a i n , m a k i n g a s i m i l a r c a n c e l l a t i o n i n i t i a t i v e n e c e s s a r y i n t en y e a r s ' t i m e . 

Since the beginning of tfie 1960s, Africa fias received development 

assistance equalling six times tfie aid sent by tfie United States to 

Europe under the Marshall Plan following World War II. If the money 

had gone to investments, African countries would have had a Western 

standard of living by now. Studies of development assistance show 

discouraging results. In many cases, assistance has been purely 

destructive and actually reduced national growth. In the words of tfie 

great international development economist Peter T. Bauer, development 

assistance is often tantamount to transferring money 'from poor 

people in rich countries to nch people in poor countries'. The problem 

IS that the money sets up the wrong incentives. Trade encourages 

poor countries to boosX their production and develop new ideas. 

Development assistance has instead given money to leaders who mn 

their countries into poverty instead of developing tfiem. with additional 

resources going to those who can display ttie least development. 

Because aid goes to the slate and the politicians, it has become more 

lucrative in the countries concerned to try to seize government power 

than to produce and export. This has strengthened the central state. 
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enabling it to exploit the countryside and destroy agriculture and 

potential industries. Development assistance has in many cases helped 

corrupt dictators to cling onto power. (Castro has amassed a fortune 

of US$1 billion, but his country's per capita GDP has fallen by US$500 

to about US$1,300.) Giving assistance without demanding democracy 

and reforms is tantamount to subsidising dictatorships and stagnation. 

But development assistance has also proved capable of strengthening 

economies—if they are already pursuing a successful policy, with 

property nghts, open markets, and a stable budgetary and monetary 

policy. With a policy of this kind in place, assistance can lead to more 

growth than the economy would have had otherwise. But development 

assistance is not usually conditional on good policy in the receiving 

country. Donors often think more in terms of how much they are giving, 

pertiaps in order to calm their consciences, than of the actual effect 

the assistance produces. Instead ot going to countries with good 

institutions, assistance goes to those to which the donor is politically 

close, especially old colonies." 
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The right medicine 

O
ne c o m m o n o b j e c t i o n to t h e m a r k e t e c o n o m y is t h a t it c a u s e s 

p e o p l e a n d e n t e r p r i s e s to p r o d u c e for p ro f i t , nt>t fo r n e e d s . T h i s 

m e a n s , f o r e x a m p l e , p h a r m a c e u t i c a l c o m p a n i e s d e v o t i n g h u g e 

re-sources to research a n d m e d i c i n e s to d o w i t h obes i t y , b a l d n e s s , a n d 

d e p r e s s i o n , t h i n g s tha t w e s t e r n e r s c a n a f f o r d to w o r r y a b o u t a n d p a y for . 

w h e r e a s o n l y a f r a c t i o n is d e v o t e d to a t t e m p t i n g to c u r e t r o p i c a l di.seases 

a f f l i c t i n g t h e p o o r e s t o f t h e w o r l d s i n h a b i t a n t s , s u c h as m a l a r i a a n d 

t u b e r c u l o s i s . T h i s c r i t i c i s m is u n d e r s t a n d a b l e , l l j e i m f a i r n e s s e x i s t s , b u t 

c a p i t a l i s m is n o t t o b l a m e fo r i t . W i t h o u t c a p i t a l i s m a n d t h e l u re o f p ro f i t , 

w e s h o u l d n ' t i m a g i n e t h a t e v e r y o n e w o u l d have o b t a i n e d c u r e s fo r t h e i r 

i l lne.sses. In f a c t , fa r f e w e r w o u l d d o s o t h a n is n o w t h e c a s e . I f w e a l t h y 

p e o j i l e i n I h e W e s t d e m a n d h e l p for t h e i r p r o b l e m s , t h e i r r e s o u r c e s c a n 

be u s e d to r e s e a r c h a n d e v e n t u a l l y s o l v e t hose p r o b l e m s , w h i c h a re n o t 

n e c e s s a r i l y t r i v i a l t o t h e p e o p l e a f f l i c t e d w i t h t h e m . C ) a p i t . d i s m g i ves 

c o m p a n i e s e c o n o m i c i n c e n t i v e s to h e l p us b y d e v e l o p i n g m e d i c i n e s a n d 

v a c c i n e s . T h a t w e s t e r n e r s s p e n d m o n e y t h i s w a y d o e s n o t m a k e t h i n g s 

w o r s e fo r a n y o n e . T h i s is n o t m o n e } ' t ha t w o u l d o t h e r w i s e h a v e g o n e to 

r e s e a r c h i n g t r o p i c a l d i s c . i s e s — t h e p h a r m a c e u t i c a l c o m p a n i e s s i m p l y w o u l d 

no t h a v e h a d t h e s e r e s o u r c e s o t h e r w i s e . A n d . as free t r ade a n d t h e m a r k e t 

e c t m o m y p r o m o t e g rea te r p r o s p e r i t y i n p o o r e r c o u n t r i e s , t h e i r needs a n d 

d e s i r e s w i l l p l a y a l a r g e r ro le i n d i c t a t i n g t h e p u r p o s e s o f r e s e a r c h a n d 

p r o d u c t i o n . 

I t is n o t a p r o b l e m fi>r t h e T h i r d W o r l d t h a t m o r e a n d m o r e d i seases 

h a v e b e e n m a d e c u r a b l e i n the W e s t e r n w o r l d . O n t h e c o n t r a r y , that is 

s o m e t h i n g that h a s p r o v e d t o be a bene f i t , a n d n o t jus t b e c a u s e a w e a l t h i e r 

w o r l d c ;m d e v o t e m o r e r e s o u r c e s to h e l p i n g t h e p o o r I n m a n y fields, 

t h e T h i r d W o r l d c a n i n e x p e n s i v e l y s h a r e i n the r e s e a r c h financed b y 

w e a l t h y W e s t e r n c u s t o m e r s , . some t imes p a y i n g n o t h i n g f o r i t . T h e M e r c k 

C o r p o r a t i o n g a v e f ree m e d i c i n e to a p ro j ec t t o c o m b a t o n c h i K e r c i a s i s 

( r i v e r b l i n d n e s s ) i n 11 A f r i c a n s ta tes . A s a resu l t those s ta tes h a v e n o w r id 

t h e m s e l v e s a l m o s t c o m p l e t e l y o f a pa ras i t e tha t fi)rmerly a f f e c t e d s o m e t h i n g 

l i k e a m i l l i o n p e o p l e , b l i n d i n g t h o u s a n d s e v e r y y e a r ' " T h e M o n s a n t o 
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C o r p o r a t i o n a l l o w s resea rche rs a n d c o m p a n i e s f ree u s e o f t h e i r t c c h n i q u e 

f o r d e v e l o p i n g ' go lden r i c e ' , a s t r a i n o f r i c e e n r i c h e d w i t h i r o n a n d be ta 

c a r o t e n e ( p r o - v i t a m i n A ) , w h i c h c o u l d save a m i l l i o n p e o p l e a n n u a l l y i n 

the T h i r d W o r l d w h o a re d y i n g o f v i t a m i n A d e f i c i e n c y d i seases . A n u m b e r 

o f p h a r m a c e u t i c a l c o m p a n i e s a re l o w e r i n g t h e p r i c e s o f i n h i b i t o r s f o r H I V / 

A I D S i n p o o r c o u n t r i e s b y u p to 9 5 % , o n c o n d i t i o n t h a t t h e p a t e n t s a r c 

p r e s e r v e d s o that t h e y c a n m a i n t a i n ftill p r i c e s i n w e a l t h i e r c o u n t r i e s . 

C o m p a n i e s c a n d o these t h i n g s b e c a u s e t h e r e a r c a f H u e n t m a r k e t s w i t h 

c u s t o m e r s w h o c a n p a y w e l l . T h o s e c o m p a n i e s c a n o n l y d o w h a t t h e y h a v e 

r e s o u r c e s fo r ; t hey c a n n o t s i m p l y a c c e p t e x p e n d i t u r e w i t h n o e a r n i n g s . B u t 

tha t is w h a t m a n y p e o p l e c o m p l a i n i n g a b o u t e f f o r t s b y p h a r m a c e u t i c a l 

c o m p a n i e s to p r e s e r v e t h e i r p a t e n t s feel t h t y s h o u l d d o . I f p a t e n t s fo r H I V / 

A I D S d r u g s we re a b o l i s h e d a l t oge the r , f a r m o r e p o o r p e o p l e i n t h e w o r l d 

w o u l d b e a b l e to a f f o r d t h e m . b e c a u s e t h e y c o u l d t h e n be r e p r o d u c e d at v e r y 

l o w c o s t . T h a t m i g h t g i ve j x r o p l e g rea te r a c c e s s to a m e d i c i n e t o d a y , b u t it 

w o u l d d r a s t i c a l l y r e d u c e a v a i l a b i l i t y i n t h e f u t u r e , b e c a u s e p h a r m a c e u t i c a l 

c o m p a n i e s s p e n d h u g e a m o u n t s d e v e l o p i n g m e d i c i n e s . F o r e v e r y s u c c e s s f t i l 

d r u g , t he re a re o n a v e r a g e 2 0 o r 3 0 u n s u c c e s s f u l o n e s , a n d p r o d u c i n g a 

n e w , m a r k e t a b l e m e d i c i n e c a n c o s t h u n d r e d s o f m i l l i o n s o f d o l l a r s . I T i e 

h i g h p r i c e s o f the f e w m e d i c i n e s that c a n b e s o l d a re n e c e s s a r y i n o r d e r to 

finance a l l t h i s r e s e a r c h . I f p a t e n t s d i s a p p e a r e d , h a r d l y a n y c o m p a n y w o u l i l 

be a b l e a n y l o n g e r to a f f o r d the r e s e a r c h a n d d e v e l o p m e n t o f m e d i c i n e s . 

I f w e h a d n o t h a d p a t e n t s b e f o r e , t h e r e w o u l d b e n o c o n t r o v e r s y o v e r the 

p r i c e o f d r u g s to trc-at H I V / A I D S , b e c a u s e t h e n t h o s e d r u g s w o u l d n e v e r 

h a v e b e e n i n v e n t e d . 

It is n o t the p h a r m a c e u t i c i i l c o m p a n i e s w e h a v e to b l a m e f o r d o i n g t o o 

l i t t l e t o c u r e d i . s c a s c s i n d e v e l o p i n g c o u n t r i e s . T h e i n d u s t r i a l i s e d c o u n t r i e s 

c o u l d , f o r e x a m p l e , reso l ve to p a y a c e r t a i n a m o u n t f o r e v e r y c h i l d i n t h e 

w o r l d v a c c i n a t e d fo r m a l a r i a o r fo r e v e r y o n e r e c e i v i n g i n h i b i t o r s f o r H I V / 

A I D S , a s J e f f r e y S a c h s h a s p r o p o s e d . I f e n t r e p r e n e u r s a n d N C O s w e r e t o 

d o t h a t , bus i nesses w o u l d h a v e a n i n c e n t i v e t o r e s e a r c h c u r e s a n d v a c c i n e s . 

I f c u r i n g di.sease i n t h e T h i r d W o r l d is a p o l i t i c a l g o a l , t h e n s u r e l y i t w o u l d 

b e m o r e ra i . sonab le to d i v i d e t h e c o s t s a m o n g u s a l l i n s t e a d o f p u t t i n g 

c o s t l y d e m a n d s so le l y o n t h e p h a r m a c e u t i c a l c o m p a n i e s . 

U n f o r t u n a t e l y , the a l l t K a t i o n o l p o l i t i c a l r e s o u r c e s is s u b j e c t t o — w h a t 

e l s e ? — p o l i t i c s . N o w h e r e is t h i s m o r e o b v i o u s t h a n i n t h e W o r l d H e a l t h 

O r g a n i z a t i o n ( W H O ) , w h i c h as a s p e c i a l i s t U N a g e n c y is financed o u t o f 

tax r e v e n u e . I t s a i m is to assu re t h e w o r l d ' s p e o p l e t h e best p o s s i b l e h e a l t h . 

T h e r e is a n easy w a y o f d o i n g t h i s . A c c o r d i n g to t h e W H O , s i x d i . s e a s c . s — 

n j i d a r i a . t u b e r c u l o s i s , a n d s o o n — t o g e t h e r a c c o u n t f o r 9 0 % o f a l l d e a t h s 

126 



t i i i m i n f c t i i o i i s d i s e . i s c s . i m i m g p c i i p l e u n d e r 4 4 . E v e r y y e a r I I m i l l i o n 

[ K o p l e d i e u n n e c e s s a r i l y o f these di-seascs. S o o n e m i g h t e x p e c t the W H O 

to v e n t u r e f o r t h a n d b e g i n v a c c i n a t i n g c h i l d r e n a n d fighting d i seases . I h e y 

c o u l d s o l v e o n e o f t h e w o r l d ' s b igges t p r o b l e m s t o m o r r o w i f t hey d e c i d e d 

to . B u t n o , t h e o r g a n i s a t i o n h a s a c t u a l l y m o v e d t h i s i dea d o w n o n i t s l is t o f 

p r i o r i t i e s i n r e c e n t y e a r s . Becau.sc o f l a c k o f resources . ' H a r d l y . A c c o r d i n g 

to t h e W H O . i t w o u l d c o s t l i c t w c c n U S $ 4 m i l l i o n a n d U S $ 2 2 ( ) m i l l i o n 

t o prc-vent t h e s e dc-a ths . T h a t is jus t 0 . 4 - 2 0 % o f the W H O ' s a n n u a l 

b u d g e t ! W h i l e c h i l d r e n d i e u n n e c e s s a r i l y , t he ^ X ' H O is d e v o t i n g m o r e a n d 

m o r e o f i t s a n n u a l U S $ 1 b i l l i o n o r m o r e to e x c l u s i v e con fc rencc -s a n d to 

c a m p a i g n i n g f o r t h e use o f seat b e l t s a n d aga ins t s m o k i n g . P r o b l e m s o f 

t h i s k i n d a re c o n s i d e r e d u r g e n t i n the r i c h c o u n t r i e s , s o b u r e a u c r a t s m u s t 

a t t e n d to t h e m i n o r d e r to p r e s e r v e t h e i r f u n d i n g . " ' 

P e r s o n a l l y , I b e l i e v e w e h a v e m o r e to e x p e c t f r o m p h i l a n t h r o p i c 

c a p i t a l i s t s t h a n f r o m p o l i t i c s . C a p i t a l i s m does n o t f o r ce p e o p l e to 

m a x i m i s e t h e i r p r o f i t at i "very t u r n ; it e n a b l e s i h e m to use t h e i r p r o p e r t y 

.IS l l u v sc-l- 111, l l C i - cil ( i . i i i l K . i l i i i l l ' . l d i l . l l io i ; ' . . Mi, H i s o l l ' ^ Bill ( I.I l i s [||, 

v e r y ( l e r s o n i f i c a t i o n o f m o d e r n c a p i t a l i s m , h i m s e l f d e v o t e s m o r e to the 

c a m p a i g n ag . i i n s i i l i s c a s c i n i h e d e v e l o p i n g c o u n t r i e s t h a n the A m e r i c a n 

g o v e r n m e n t d o c s . B e t w e e n N o v e m b e r 1 9 9 9 a n d 2 0 0 0 , t h r o u g h the 

U S $ 2 3 b i l l i o n B i l l a n d M e l i n d a G a t e s H e a l t h F u n d , U S $ 1 . 4 4 b i l l i o n 

w e n t t o v a c c i n a t e c h i l d r e n i n d e v e l o p i n g c o u n t r i e s t o r c o m m o n d i seases 

a n d to f u n d r e s e a r c h i n t o H I V / A I D S , m a l a r i a , a n d T B , fo r e x a m p l e , i n 

d e v e l o p i n g c o u n t r i e s . T h a t is a q u a r t e r o f w h a t a l l i n d u s t r i a l i s e d n a t i o n s 

c o m b i n e d d e v o t e to c o m b a t i n g d i sease i n t h e d e s ' c l o p i n g c o u n t r i e s . S o the 

fac t tha t B i l l ( j a t e s is w o r t h m o r e t h a n U S $ 5 0 b i l l i o n s h o u l d g i ve t h e p m i r 

a n d t h e s i c k o f t h e w o r l d rea.son to r e j o i c e . C l e a r l y t h e y w o u l d s t a n d t o 

g a i n m o r e f r o m a h a n d f u l o f G a i e s e s t h a n f r o m the w h o l e o f F u r o f i e a n d 

a n o t h e r c o u p l e o f W H O s . 
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Chapter 5 

Race to the top 



I'm all for free trade, but... 

T
h e a f f l u e n t c o u n t r i e s t a k e a h i g h l y p r o t e c t i o n i s t s t a n c e a g a i n s t t h e 

d e v e l o p i n g c o u n t r i e s as a resu l t o f v i g o r o u s l o b b y i n g b y v e s t e d 

i n t e r e s t s . R a r e l y , t h o u g h , is t h i s s t a n c e d e f e n d e d i n p u b l i c d e b a t e . 

W a n t i n g to get r i c h at the T h i r d W o r l d ' s e x p e n s e is n o t , a f t e r a l l . a v e r y 

a t t r a c t i v e p o s i t i o n . T h e r e is . h o w e v e r , a c l o s e l y r e l a t e d t y p e o f p r o t e c t i o n i s m 

t h a t is c o n s i d e r e d far m o r e p r e s e n t a b l e , n a m e l y t h e i d e a o f m a k i n g t r a d e 

s u b j e c t t o c e r t a i n c o n d i t i o n s . ' W e ' r e a l l f o r f r ee t r a d e ' , p r o p o n e n t s o f t h i s 

a p p r o a c h say , a n d g o o n to a d d s o m e t h i n g l i k e ' b u t n o t o n a n y t e r m s 

w h a t s o e v e r ' o r ' bu t it n e e d s a d i f f e r e n t set o f r u l e s ' . I f s o m e o n e s t a r t s o f f 

b y s a y i n g T m al l f o r f ree t r a d e , bu t . . . ' , y o u s h o u l d l i s t e n v e r y c a r e f u l l y to 

w h a t f o l l o w s , b e c a u s e i f t he ' b u t ' is s t r o n g e n o u g h , it m e a n s t h e p e r s o n is 

n o t f o r f ree t r ade at a l l . 

T h a t is t h e w a y the d i s c u s s i o n o f t e n goes i n c o u n t r i e s w h e r e f ree t r a d e 

is a very p o s i r i v e c o n c e p t . ' I n s o m e c o u n t r i e s , t h o u g h , f ree t r a d e is a t e r m 

o f a b u s e . S h o u t y o u r l ove o l g l o b a l m a r k e t s o u t l o u d o n a P a r i s i a n st reet 

a n d y o u risk b e i n g p u r s u e d b y a n a n g r y c r o w d . C e r t a i n g l o b a l i s a t i o n 

s c e p t i c s g o st> fa r a s to a.sscrt t ha t t h e d i s c u s s i o n h a s n o t h i n g to d o w i t h 

" b e i n g f o r o r agai i ts t free t r a d e ' , b e c a u s e e v e r y o n e is i n f a v o u r o f s o m e f« ) rm 

o f f ree t r a d e . B u i the ru les o f g e n u i n e f ree t r a d e , c o m p l e t e w i t h r i g h t s 

o f o w n e r s h i p a n d f r e e d o m o f e n t e r p r i s e , a r c i n t e n d e d to f a c i l i t a t e f ree 

e x d i a n g e a n d c a n n o t i n a n y w a y b e e q u a t e d w i t h r i d e s , p r o h i b i t i o n s , a n d 

q u o t a s a i m e d at r e s t r i c t i n g free e x c h a n g e . T h e g l o b a l i s a t i o n d i s c u s s i o n is 

n e c e s s a r i l y c o n c e r n e d w i t h b e i n g fo r o r a g a i n s t f r ee t r a d e , a n d y o u a r e f o r 

i t i f y o u w a n t m o r e l i b e r a l r u l e s o f t r a d e ; o t h e r w i s e , y o u a re a g a i n s t i t . 

A c o m m o n l y h e l d p r o t e c t i o n i s t v i e w t o d a y is t h a t w e s h o u l d n o t p e r m i t 

t r ade w i t h c o u n t r i e s w i t h u n a c c c p t a b l y b a d w o r k i n g c o n d i t i o n s o r tho.sc 

tha t c o n d o n e c h i l d l a b o u r o r d o no t d o e n o u g h to p r o t e c t i h e e n v i r o n m e n t . 

O t h e r w i s e , w e p e r m i t o t h e r c o u n t r i e s t o p u t o u r firms o u t of b u s i n e s s b y 

d i n t o f t h e i r i n f e r i o r s o c i a l c o n d i t i o n s (".social d u m p i n g ' ) o r d i s r e g a r d f o r 

t h e e n v i r o n m e n t ( ' e c o - d u m p i n g ' ) . W h e n d r a w i n g u p t r ade a g r e e m e n t s 

w i t h p o o r c o u n t r i e s , s o m e a r g u e , w e m u s t a lwav-s ins is t o n p r o v i s i o n s 

s t i p u l a t i n g e n v i r o n m e n t a l o r l a b o u r s t a n d a r d s , a n d r e q u i r e o u r t r a d i n g 
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p a r t n e r s t o i m p r o v e t h e i r e n v i r o n m e n t a l p o l i c i e s o r w o r k i n g c o n d i t i o n s 

i f t h e y w i s h to r e m a i n t r a d i n g p a r t n e r s . N o t o n l y u n i o n s a n d c o m p a n i e s 

j o i n i n t h i s c h o r u s , b u t s t K i a l m o v e m e n t s a s w e l l . B u t t o t h e d e v e l o p i n g 

c«>untr ies, t h i s a p p r o a c h is l i n l c m o r e t h a n the s a m e o l d p r o t e c t i o n c o u p l e d 

w i t h a n e o - c o l o n i a l i s t b i d to c o n t r o l t h e i r p o l i c y m a k i n g . 

T h e s c e p t i c a l . i i i i i u d e of n i a n v i n the d e v e l o p i n g w o r l d w a s g i v e n v o i c e 

b y Yous .se f B o u t r o s - C i h a l i . F.gypt 's m i n i s t e r f o r t r a d e : ' T h e q u e s t i o n is w h y 

a l l o f a s u d d e n , w h e n t h i r d w o r l d l a b o u r h a s p r o v e d t o be c o m p e t i t i v e , 

w h y d o i n d u s t r i a l c o i m t r i e s s ta r t f e e l i n g c o n c e r n e d a b o u t o u r w o r k e r s ? . . . 

I t is s u s p i c i o u s . ' -

It w a s a f t e r U . S . P r e s i d e n t B i l l C l i n t o n p r o p o s e d t h i s k i n d o f b o y c o t t o f 

c o u n t r i e s n o t m e e t i n g c e r t a i n r e q u i r e m e n t s that t h e W T O t a l k s i n .Seatt le 

d e a d l o c k e d at t h e e n d o f 1 9 9 9 . S w e d i s h t rade m i n i s t e r I . e i f P a g r o t s k y 

s p o k e o f ' C l i n t o n ' s g rea t b l u n d e r " , a n d t h e d e v e l o p i n g c o u n t r i e s r e f u s e d t o 

n e g o t i a t e u n d e r s u c h th re i i i s . 

W h a t e v e r w e l l - h e e l e d d e m o n s t r a t o r s a n d p r e s i d e n t s i n e c o n o m i c a l l y 

p o w e r f u l c o u n t r i e s m a y be l i i "ve , l o w w a g e s a n d p o o r e n v i r o n m e n t a l 

c t ) n d i t i o n s i n d e v e l o p i n g c o u n t r i e s a re n o t d u e to s t i n g i n e s s . I ' he re a r c , 

o f c o u r s e , e x c e p t i o n s , b u t g e n e r a l l y t h e p r o b l e m is tha t e m p l o y e r s c a n n o t 

a f f o r d to p a y h i g h e r w a g e s a n d h a v e be t te r w o r k i n g c o n d i t i o n s , b e c a u s e 

w o r k e r p r o d u c t i v i t y is .so l o w at l o w leve ls o f n a t i o n a l d e v e l o p m e n t . 

W a g e s c a n b e r a i s e d as l a l x i u r b e c o m e s m o r e v a l u a b l e , t ha t i s . i n s tep 

w i t h p r o d u c t i v i t y , a n d tha t c a n be a c h i e v e d o n l y t h r o u g h i n c r e a s e d 

i n v e s t m e n t , I x - t te r i n f r a s t r u c t u r e , m o r e e d u c a t i o n , n e w m a c h i n e r y , a n d 

be t te r o r g a n i s a t i o n . I f w c f o r ce t h e s e c o u n t r i e s to rai.se w a g e s b e f o r e 

p r o d u c t i v i t y h a s b e e n i m p r o v e d , firms a n d c o n s u m e r s w i l l h a v e to p a y 

m o r e fo r t h e i r m a n p o w e r t h a n it is c u r r e n t l y w o r t h , i n w h i c h c a s e t h e y 

w i l l be p u t o u t of t h e r u n n i n g b y m o r e p r c x l u c t i v e . b e t t e r - p a i d w o r k e r s i n 

t h e W e s t e r n w o r l d . U n e m p l o y m e n t a m o n g the w o r l d s p o o r w o u l d s w i l i l y 

r i s e . E c o n o m i s t P a u l K r u g m a n h a s d u b b e d th i s a p o l i c y fo r g o o d j obs i n 

t h e o r y a n d n o j o b s i n p r a c t i c e . J e s u s R c y c s - H c r o l e s , M e x i c a n a m b a s s a d o r 

t o t he U n i t e d S t a t e s , h a s e x p l a i n e d : 

I n a p o o r c o u n t r y l i k e o u r s the a l t e r n a t i v e t o l o w - p a y i n g j obs isn ' t 

h i g h - p a y i n g j o b s — i t ' s n o j obs a t a l l . ' 

I n e f f e c t , l a b o u r a n d e n v i r o n m e n t a l p r o v i s i o n s te l l t h e d e v e l o p i n g 

c o u n t r i e s : You are loo poor to tratU with us, and we are not going to trade 

ivith you until you have grown rich. T h e p r o b l e m is tha t <mly t h r o u g h 

t r a d e c a n t h e y g r o w r i c h e r a n d t he reby , s tep b y s tep , i m p r o v e t h e i r l i v i n g 

s u n d a r d s a n d t h e i r .social c o n d i t i o n s . T h i s is a c a t c h - 2 2 : t h e y c a n n o t t r a d e 
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u n t i l t h e i r w o r k i n g c o n d i t i o n s a n d e n v i r o n m e n t a l p r o t e c t i o n a re o f a h i g h 

s t a n d a r d , b u t t he ) ' c a n n o t ra ise the leve l o f t h e i r w o r k i n g c o n d i t i o n s a n d 

e n v i r o n m e n t a l p r o t e c t i o n i f t h e ) ' a re n o t a l l o w e d to t r a d e w i t h u s . I t is 

r e m i n i s c e n t o f that c h i l l i n g o x y m o r o n f r o m t h e V i e t n a m W a r : ' W e h a d to 

b u r n the v i l l a g e i n o r d e r to save i i . ' 

Suppo .se th i s i dea h a d b e e n c u r r e n t at t h e e n d o l t h e 1 9 t h c e n t u r y . I n 

t h a t case B r i t a i n a n d F r a n c e w o u l d h a v e n o t e d tha t .Swed ish w a g e s w e r e 

o n l y a f r a c t i o n o f t h e i r s , that .Sweden h a d a 1 2 - o r 1 3 - h o u r w o r k i n g d a y a n d 

a s i x - d a y w e e k , a n d tha t .Swedes w e r e c h r o n i c a l l y u n d e r n o u r i s h e d . C h i l d 

la lx>ur w i i s w i d e s p r e a d i n s p i n n i n g m i l l s , g l a s s w o r k s , a n d m a t c h a n d t o b a c c o 

fac to r i es : o n e fac to ry w o r k e r i n 2 0 w a s u n d e r 14 y e a r s t>ld. B r i t a i n a n d 

F r a n c e , a c c o r d i n g l y , w o u l d h a v e r e f u s e d to t r a d e w i t h S w e d e n a n d c l o s e d 

t h e i r f r o n t i e r s to S w e d i s h ce rea l s , t i m b e r , a n d i r o n o r e . W o u l d S w e d e n h a v e 

g a i n e d b y t h i s? H a r d l y . O n t h e c o n t r a r y , i t w o u l d h a v e r o b b e d t h e S w e d e s 

o f e a r n i n g s a n d b l o c k e d t h e i r i n d u s t r i a l d e v e l o p m e n t . T h e \ ' w o i d d h a v e 

l i c e n lef t w i t h in t«) lerab lc l i v i n g c o n d i t i o n s , t h e c l i i l d r e n w o u l d h a v e s tayed 

i n the f a c t o r i e s , a n d p e r h a p s to th i s d a y t h e y w o i d d be e a t i n g t r e e - b a r k 

b read w h e n the h a r v e s t f a i l e d . B u t that d i dn ' t h a p p e n . S w e d e n ' s t r a d e w a s 

a l l o w e d to g r o w u n i n t e r r u p t e d l y , i n d u s t r i a l i . s a t i o n got u n d e r w a y , a n d t h e 

e c o n o m y w a s rcvo lu t i on i . sed . I n s tep w i t h g r o w t h , s l o w l y b u t su re l y , t h e y 

w e r e a b l e to t a c k l e the abu.ses. W a g e s rose , t h e w o r k i n g d a y w a s s h o r t e n e d , 

a n d c h i l d r e n began g o i n g to s c h o o l i n t h e m o r n i n g s , n o t to the f a c t o r y . 

I f t o d a y , as a u m d i i i o n fo r t r a d i n g w i t h t h e d e v e U i p i n g c o u n t r i e s , 

w e r e q u i r e t h e i r m i n i n g i n d u s t r i e s to l i e as s a f e as t h e W e s t ' s n o w a r c , 

w e a r c m a k i n g d e m a n d s t h a t w e o u r s e l v e s d i d n o t h a v e to m e e t w h e n 

o u r o w n m i n i n g i n d u s t r i e s w e r e d e v e l o p i n g . I t w a s o n l y a f t e r r a i s i n g o u r 

i n c o m e s t h a t w e w e r e a b l e to d e v e l o p t h e t e c h n o l o g ) - a n d afl^ord t h e sa fe t y 

e q u i p m e n t w c use today . I f w c r e q u i r e t h e d e v e l o p i n g c o u n t r i e s to a d o p t 

tho.sc t h i n g s r igh t a w a y , be fo re t h e y c a n a f f o r d t h e m , t h e n t h e i r i n d u s t r y 

w i l l be k n o c k e d o u t . I f w c p r e v e n r p«>or c o u n t r i e s f r o m e x p o r t i n g to 

u s b e c a u s e t h e i r w o r k i n g c o n d i t i o n s a r c n o t g o t n l e n o u g h , t h e i r e x p o r t 

i n d u s t r y w i l l be e l i m i n a t e d a n d t h e i r w o r k e r s w i l l i n s t e a d h a v e to l o o k 

f o r j o b s i n n a t i v e i n d u s t r y , w i t h e v e n l o w e r w a g e s a n d p o o r e r w o r k i n g 

c o n d i t i o n s . T h a t w i l l not h e l p t h e w o r l d ' s p o o r , b u t i t w i l l p r o t e c t o u r 

i n d u s t r y . F h i s , o n e s u s p e c t s , is t h e m o t i v e o f c e r t a i n g r o u p s i n a f f l u e n t 

c o u n t r i e s fo r p r o p o s i n g s u c h c l a u s e s . 

W h a t the adhe ren t s o f l a b o u r a n d e n v i r o n m e n t a l p r o v i s i o n s i n t r ade 

a g r e e m e n t s w a n t to d o is d e n y d e v e l o p i n g c o i m t r i e s the c h a n c e that the 

a f f l u e n t c o u n t r i e s w e r e o n c e g i v e n . " I T i o s c w h o s i n c e r e l y des i re to h e l p the 

d e v e l o p i n g c o u n t r i e s s u r e l y s h o u l d c a m p a i g n fo r t h e W e s t to h e l p d e v e l o p i n g 
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touniric-s gcr rid of their problems by sharing our techtioloj^V' and know-

how wi th them instead of ceasing to trade wi th them. Instead, some la lx iur 

organisiit ions, suth i s the A F L - C I O , arc trying to stop the transfer o f modern 

technology to the I'hirtl W o d d ! I here already exist tnher venues for tackl ing 

the specific issues and helping de\eloping countries to improve their labour 

and envi ronmental standards, such as the Uni ted Nat ions f-lnvironmental 

Programme ( U N F . P ) and the in iernai ional I j b o u r Organizat ion ( I I . O ) . 

W h a t al)out the requirement tfiat our trading partners respect patent and 

intel lectual property ( I P ) rights, wh i ch developing countr ies have to accept 

in order to Ix- admit ted to cooperat ion w i th in the N X T O ? \l/hy should 

we require them to accept patents for a 20-year per iod, .is st ipulated in 

the W r O S T R I P S (Trade-Related Aspects o f Intel lectual Property Rights) 

agreement, i f we do not require them to tnaintain even a m i n i n u n n level 

o f social condi t ions? T h e r e is a simple reason t)ften given: in f r ingements 

ol intel lectual property rights act as a trade barrier. Few companies wou ld 

avoid invest ing in or sel l ing to a country becau.sc it is tot) poor or its wages 

arc too low, but they might well shun a country where they r isked hav ing 

their product ideas stolen. 

Patents arc impor tant , both as a recognit ion o f the creators right to 

be compensated for a creation and as a means of p romot ing a c l imate 

o f innovat ion and research. W i t hou t intellectual property protect ion, 

inventors in poor countr ies wou ld have to sell their ideas abroad in order 

to protect theni. 

T h e s e are reasonable arguments, but 1 don't f ind d iem strong enough 

to support the idea that I P rights must be inc luded—as they are today 

w i th the I R I P S - t r e a t y — i n the rides ol the ^XT^O. Here again, we shoidd 

(>crmit trade w i t h everyone, irres|)ective o f the policy they lol low. T h e 

commerc ia l l iberty of Austra l ians or Ne^\' Zcalanders should not be 

infr inged just btxause other countr ies are pursuing a bad policy, and the 

cit izens o f other countr ies already l iv ing under a foolish policy i lo not need 

to be pun ished again by our government. I f the policies of ihe.se countr ies 

turn businesses away and fail to spur innovat ion at home, then so much 

the worse lor t hem, but that is no reason why we should forbid cit izens 

of our coun t ry to trade freely wi th them. It is trade that provides the 

level of economic development that w i l l eventually enable the devcK»ping 

countr ies to acquire the wealth and technology that make protect ion o f I P 

rights increasingly vi tal to the economy. We must not use trade barriers 

as a weapi in for push ing through the pol icy we want to sec. Instead we 

should keep our f ront iers open and at the same time urge the countr ies in 

question to start respect ing patents and copyrights. 

133 



Child labour 

B
ut arc there really no exceptions? N o economic condi t ions so 

disgusting that we must prohibit trade because o f them? O n e 

example often ci ted in the course of debate is the employment 

o f ch i ld ren. There are today someth ing l ike 2 5 0 mi l l i on ch i ld workers 

berween the ages o f 5 and 14. N o one can be any th ing but dismayed at the 

thought o f mi l l ions of young people be ing robbed o( their childhiKnl and , 

in many cases, dieir health and happiness as we l l . Bu t arc these chi ldren 

helped by the Uni ted States or the E U ceasing to trade w i th the countr ies 

in wh i ch they live? No , and the absurdiry o f such a proposit ion becomes 

clear as soon as we realise that the great major i ty o f ch i ldren are employed 

in sectors ha \ i ng nothing what.s<K-vcr to do w i th trade. About 7 0 % o f 

ch i ld workers are employed in agricul i iu'e. O n l y 5 % . about 10 mi l l ion or 

15 mi l l ion ch i ldren, are employed in expor t industr ies doing things l ike 

mak ing footballs and athletic shoes, sewing garments, cir knot t ing c a r i x i s . 

A l l available sources indicate that chi ldren w o r k i n g in export industr ies 

are better oft than those in other trades, w i t h the least dangerous wo rk ing 

condi t ions. So the alternatives are wtirse. 

T h e problem, once again, is that we judge the Th i rd Wor ld according 

to our own material standard o f l iv ing. T h e fact is that ch i ld employment 

was widespread in the West just a few generat ions ago. It has existed in 

all societies. In preindustrial France, parents were forbidden not to send 

their chi ldren to work. Ch i l d ren in a poor coun t ry do not become workers 

b<-caiise their parents are cruel bin because the fami ly needs their earnings 

to surv ive. So we cannot prohibit ch i l d labour in these countr ies just l ike 

that, and stil l less can we forbid the countr ies concerned to export things 

to us. I f we ilid. then pending an improvement in mater ial condi t ions, 

the chi ldren wou ld be forcc"d into even worse occupat ions—at the very 

worst , in to cr ime and prost i tut ion. I n 1992 it was revealed that W a l - M a r t 

was buy ing garments that had been manufac tured by ch i ld workers in 

Bangladesh. Congress then threatened to prohib i t i m p o n s f rom countr ies 

w i th ch i ld labour. As a result o f that threat, many thousands o f ch i ldren 

were fired by ihc Bangladeshi textile industry. A fo l low-up by internat ional 
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organisai ions showed that many o f the chi ldren had moved lo mnre 

dangerous, less we l l -pa id jobs, and in several cases had become prostitutes.* 

A s imi lar boycott o f the Nepalc-sc carpet industry, according to U N I C E F - . 

resulted in more than 5 ,000 girls being forced into prost i tut ion. 

The Swedish N G O Save the Ch i l d ren (Radda Rarncn) is one o f the 

organisat ions that have tried to insti l a degree o l moderat ion and sense 

into the debate on ch i ld labour: 

I n most cases the Swedish Save the Ch i ld ren says no to boycotts, 

s;mcri(>ns. and other trade-related measures against the employment 

o f ch i ld ren. Kxper ience has shown that the chi ldren who have to leave 

their jobs as a consequence o f such measures risk hnd ing themselves 

in more di f f icul t s i tuat ions and more harmful occupat ions. 

H a l f o f ch i ld workers work part t ime, and many do so to finance their 

school ing. If they were to lose their jobs, as a result o f prohibi t ions or Ixiycotts, 

a diff icult s i tuat ion wou ld be made even worse, l b tackle the problems, 

we have to dist inguish wh ich problems—prost i tut ion and the enslavement 

o f ch i ld ren, for examp le—mus t be fought by every available means, and 

wh i ch can only be counteracted through economic improvemeius and 

r ising l iv ing standards. .Save the Ch i l d ren , Sweden, cont inues: 

( ienera l assertions that ch i ld labour is a gtwd or bad th ing serve 

l itt le purpose [...] T o regard al l occupations as equal ly unacceptable 

is to s impl i fy a compl icated issue and makes it more diff icult to 

concentrate forces against the worst forms of exploitat ion.* 

( !h i ld labour in Sweden was pr imari ly el iminated not by prohihit ions 

but by the economy growing to such an extent that parents were able to 

give their chi ldren educati tm instead—-thereby max imis ing the children's 

incomes in the longer term. In addi t ion, mechanisat ion made the simplest 

manua l labour less profitable. That development eventually enabled 

Sweden to legally prohibi t such chi ld labour as remained, not the other 

way a round . T h e same recipe can reduce ch i ld labour in developing 

countr ies today. T h e I l . O has noted that the number o f workers aged 

1 0 - 1 4 is dec l in ing substantial ly w i th the growth o f the Asian economics. 

In I nd ia , the propor t ion o f chi ld workers has fallen f rom .35% 50 years 

ago to 1 2 % today. In Hast and .Southeast As ia , chi ld labour is expected to 

have vanished complete ly by 2 0 1 0 . I n ffie poorest developing countr ies, 

the proport ion o f ch i ldren in the workforce has fallen in the past 4 0 years 

f rom i2 to 1 9 % , and in the med ium income group it has fallen f rom 28 

to 7 % . " 
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Everyone nms i have access to cduca i io i i . a i id tha i educat ion must yield 

a return. It must be capable o f leading to a better pay ing job than cou ld 

have been obtained wi thout school ing. O n l y then w i l l it become possible, 

and remunerative, (or parents to save their ch i ldren f rom work . It is not 

enough for etlucation to be universal ly avai lable. Schools also have to be 

o f good quali ty. In many countries the schools are appal l ing, and ch i ldren 

attending them are badly treated, even subjected to physical violence. T h i s 

is in part a funct ion o f the schools' status as publ ic inst i tut ions whose 

teachers are almost impossible to fire. P a n o f the solut ion lies in freedom of 

choice, enabl ing tnmilies to take control ot schools f rom statTand national 

authori t ies, perhaps through a voucher system, as in .Sweden. 

It is a lways open to discussion whether, in a part icular s i tuat ion, 

temporary trade sanctions are a feasible way o f br ing ing down an 

exceptional ly cmel dictatorship, for example one that practices apartheid 

or slavery, makes war, or massacres c iv i l ians. B u t even in cases l ike these, it 

is important to bear in m i n d that sanct ions wi l l quite probably harm the 

country's popidation and may even, i f pro longed, strengthen the |K )s idon 

o f the rulers. Trade generally tends to make the main tenance o f central ised 

power d i fhcu l t . becaasc it gives rise to more internat ional contacts and 

to power centres other than the sovereign. I f a l l countr ies part icipate in 

sanctions against a dictatorship, perhaps some useful purpose can be served 

in certain cases. Symbol ic sanct ions, such as the frcx-zing o f d ip lomat ic 

relations or boycotts on sport ing events, can be part icular ly uschi l against 

dictatorships, becau.se they do not ha rm the populat ion in the same way 

as a suspension o f trade. But the important th ing here is that sancti tms of 

this k ind should not in any way be m ixed up w i th sanct ions imposed on 

countr ies merely because they are stil l p<x>r. 

T h e l ^ t policy is to br ing pressure to bear in other contexts and in 

pol i t ical forums, instead of proceeding to d ismant le what is perhaps the 

most effective solut ion—trade. O u r pol i t ic ians and organisat ions should 

never cease cr i t ic ising other countries i f they vi<jlate h u m a n rights, practice 

censorship, persecute dissidents, or prohibit associat ions—trade un ions , for 

example, f h e desire to give the populat ions of other countr ies a chance to 

de%elop by trading freely must never be confused w i th a benevolent att i tude 

towards their governments. Western pol i t ic ians w h o cosy up to dictatorial 

regimes for the purpose of ensur ing that their export enterprises are able 

to sell to those countries are in practice legi t imis ing their oppression. I f 

governments are ant i- l iberal, their oppression should never be passed over 

in silence. Injustice anywhere is a threat to justice everywhere." as Mar t i n 

Lu ther K i n g . Jr . . put it. 
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But what about us? 

A
ll right then, ' certain cr i t ics of globalisation reply, "it may be good 

for the dc-veloping countr ies, our trading wi th i hem in spite o f 

their being poor, but it's bad for us. ' For i f the developing countr ies 

pay lower wages, do noi protect their env i ronment , and have insufferably 

long wo rk ing hours, then won i ihc i r cheap output el iminate our higher 

paying j<ibs, forc ing us to lower our standards and our wages? We w i l l have 

to keep wo rk ing harder and longer to keep up. l-irms and capital qu ick ly 

migrate to where the lowest wages and the worst work ing condi t ions exist. 

It wi l l be a 'race to the U n t o m ' . I he one wi th the lowest social standard 

wi l l w i n and wi l l corner the investments and export revenues. 

Theore t ica l ly this seems a tough c ise to answer. T h e only trouble is that 

it has no foundat ion in realir.'. The wor ld has not witnessed a deteriorati<jn 

of w o r k i n g condi t ions or wages in the past few decades, but precisely 

the opposite. A n d the explanat ion is s imple. Consumers aren't look ing 

to buy goods f rom people who are p<x>rly paid; ihe)- jusi want products 

thai are good antl as inexpensive as possible, whoever makes thcni . The 

reason wages are lower in developing countries is that f i rms there are less 

( i toduct ive, that is, they produce less per entployce. 

I f wages ri.se because productivi ty does so, there is no problem, and 

consumers have n<i rc.ison to seek ou i whatever has been produced by the 

cheapeM labour. I n .^0 years. Japanese wages rose from one-tenth of i hc 

Amer ican level to a level higher than America's. But that did not make 

Japanese workers less compet i t ive, because their product iv i ty rose at the 

same rate. F i r m s are not pr imar i ly looking for cheap lal>our cither. If they 

were, the wor ld 's af^regate product ion wou ld be concentrated in Niger ia. 

F i rms are more interested in getting as much as possible out o f the capital 

they have commi t ted . Wages in p t K ) r countr ies are low because, relatively 

speaking, manpower there provides less o f a rc t iun to businesses—a 

result o f workers there be ing less ski l led and having access to less eff icient 

machinery. A s investments, educational standards, and prosperity rise in 

the developing couni r ies , wages also go up. I his means that we can expect 

to see progress in the developing counir ies rather than deterioration in the 
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industr ial ised world. Indeed, that is exactly what the facts demonstrate. 

I n 1960 the average Third Wor ld worker had about 1 0 % o f an Amer i can 

industr ia l worker's wage. I'oday this has risen to 3 0 % , in spite o f the 

Amer i can wage level also having risen. I f compet i t ion had kept wages 

down in affluent countr ies, the prop<jrtion o f nat ional income going to 

wages ought to d imin ish , but it is not do ing s o . ' 

Third World wages are rising 

1, | , , - : P 

Source: Gary Burlless, Robert Lawrence, and Robert Shapiro. Globaphobia: Confronting 

fears about Open Trade (Washington; Brookings Institution. 1998). 

T h e populist U . S . presidential candidate Ross I'erot argued ski l fu l ly 

against the Nor th Amer ican Free Trade Agreement ( N A F T A ) w i t h Mex ico 

and (Canada. I f it came into force, ran one o l his more memorable pieces of 

rhetoric, the people would hear a 'giant suck ing sound ' as all U . S . jobs were 

vacuumed up by Mex ico . I n fact, s ince this par t icu lar free trade agrcemeni 

came into force in 1995, employment in the U n i t e d States has r isen by 10 

mi l l ion jobs. T h e U . S . labour force is the world's best paid. I f U . S . firms 

were solely intent on paying low wages, they w o u l d leave rn masse for 

var ious Af r ican countr ies. A n d yet 8 0 % o f Amer i can investments go to 

high-wage countries Uke the Uni ted K i n g d o m , O n a d a , the Nether lands, 

and ( ie rmany , all o l wh i ch have equivalent or higher social standards and 

regulatory levels. W h a t firms are ma in ly look ing for, then, is social and 

polit ical stabilit)', the rule o f law, secure property r ights, free markets, good 
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in f rastructure, and ski l led manpower. W h e n countr ies compete to ofier 

those th ings, there is a race to the top, rather than to the bot tom. 

It is comm<mly supposed ihat we in Austral ia, the Un i ted States 

and Western Hurope are having to work harder and harder and put in 

progressively longer hours to cope wi th competiti<in f rom the T h i r d Wor ld 

and f rom increasingly efTicient machinery. Some people do indeed work 

more than is healthy, and diere is a widespread feel ing o f higher demands 

and faster tempo at work . But this does not stem from T h i r d Wor ld 

compet i t ion . His tor ica l ly , it h.is always been the case thai the poor worked 

tar longer hours than the aff luent. Yet researchers for the U . S . Bureau o f 

l a b o u r Stat ist ics found ihai now people in higher income brackets are 

.ictually w o r k i n g several hours longer on average than low- income workers 

in the Un i ted States." 

The t ime we all spend work ing has diminished wi th rising prosperity, 

for the s imple reason ihat growth enables us lo do less work for the same 

p a y — i f w e want to. (Compared wi th our parcnt.s' generation, most o f today's 

workers go to work later, go home earlier, have longer lunch ani l coffee 

breaks, longer vacat ions, and more public holidays. I n the Un i ted States, 

wo rk ing hours today are only about hal f o f what they were 100 years ago, 

hav ing d im in i shed by al>out 1 0 % since as recently as 1 9 7 3 — a reduction 

equal l ing 23 days per year. O n average, Amer ican workers have acquired 

five extra years o f wak ing leisure t ime since 1973. T h i s is also because we 

Americans are working less and less in tfie course of a lifetime 
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have begun work ing progressively later in l ife, are ret ir ing earlier, and an-

l iv ing longer. A Western worker in 1870 had on ly two hours off for each 

hour worked, spread out over a l i fetime. By 1950 that f igure had doubled 

to four hours off, doubl ing .i^.un to (In- pr i scni l i^ur i nt .iboui eight hours 

o f f for each hour worked. Economic development , thanks partly to trade 

enabl ing us to specialise, makes it possible for us to reduce our work ing 

hours considerably and also to raise our mater ial l i v ing standard. We have 

never needed less t ime to c a m our l iv ing. 

Working hours are diminishing 
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Than We Thmk (New Yoric Basic Books, 1999). chap 3. 

Even so, it is natural h)r us in the aff luent Western w»>rld today to talk 

a lot about stress. T h i s is part ly caused by someth ing basically posit ive, the 

fantastic growth of opt ions available to us. Prc- indust r ia l c i t izens, spending 

all their l ives in one place and perhaps meet ing 100 people in a l i fet ime, 

were un l ike ly to feel that they did not have t ime for every th ing they wanted 

to do. People spcin a lot of their nonwt i rk ing titne sleeping, loday, we 

can travel the w o d d , read newspapers, sec f i lms f rom every corner of the 

globe, and meet 100 people every day. W e used to go to the mai lbox and 

wait for the postman. N o w the mai l is in our inbox, wa i t ing for us. W e 

have a huge entertainment industry that ofTers an ahnosi inf ini te number 

o f ways to pass the t ime i f we get bored. N o wonder that the result is a 

certain frustration over not finding t ime for everyth ing. Compa red w i t h 

the pmblems people have had in all ages, and most people in developing 
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countr ies stil l have today, this k ind of worry should be recognised for what 

it i s — a luxury . 

Stress and burni>ut at work are real problems, but in many ways those 

are new words for o ld phenomena. A t the same rate as more and more 

people are exper ienc ing burnout , fewer seem lo Ix- getting diagnosed wi th 

neck di.sorders and mental problems. T h i s matter als«» has to be vii-wed 

in perspective. E v e r y age and place tends to think that its own part icular 

problems are worst . O f t e n this is due to ignorance o r to a tendenq.' to 

rt)manticise the past. It can be a problem, being so ardent .iboui one's work 

as to overdo th ings, but isn't it no less of a problem that so many pcople 

are bored to death by t l ie ir work? We must not forget that the big problem 

si i l l is that so many [u-ople have jobs that ol^er them neither challenges nor 

development. 

T h e essential point when discussing burnout and capi ta l ism concerns 

the possibi l i ty o f gett ing a hold on one's s i tuat ion—and wh i ch system gives 

one the best oppt)r tuni ty of do ing so. T h e r e are problems w i th employees 

w h o work too hard and employers who demand too m u c h or are too vague 

about what ihey expect f rom workers. But capital ism enables people to 

give pr ior i ty to what they consider important. T h e y can choose to take 

things easier i f they feel that they arc work ing too m u c h ; they can prc-ssure 

their employers lor beitci condit ions through such means as unions, and 

the employer can review the work situation. l iach indiv idual can opt out o f 

certain things so as not to feel permanendy ai the beck and call of others. 

You don't have to check your email over the weekend, and there is no law 

against tu rn ing on the an.swering machine. 
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Big is beautiful 

n the anti-globalists' wor ldview, mul t inat ional corporat ions arc leading 

the race to the bot tom. B y mov ing to develt)ping countr ies and taking 

.ulvantage o f poor people and lax regulat ions, they arc mak ing monej-

hand over fist and forcing other governments to adopt ever less restrictive 

pol icies. O n this view, tariffs and barriers to foreign investment become 

a k ind o f national defence, a protection against a ruthless entrepreneurial 

power seeking to profiteer at people's expense. "I he alternative is an empire 

o f enormous midt inai ionals ru l ing the wo r l d , regardless o f what people 

th ink or want . T h e fact that 51 out o f the wor ld 's 100 biggest economies 

are corporat ions is repeated l ike an ominous mantra . I hc problem, though, 

is not that corporations are growing, but that more nat ional econj)mics arc 

not do ing the same. B ig corporat ions are no p rob lem—they can achieve 

important economies o f sca le—as long as they are exposed to the threat of 

compet i t ion should they turn out products infer ior to or more expensive 

than those o f other f i rms. W h a t we have to fear is not s izr but monopoly. 

Free trade is often said to give busines.ses more power. But enterprises 

in a l iberal society have no coercive power. State power is based on the 

right o f coerc ion, backed up as a last resort by the pol ice. ' IT ie only "power' 

corporat ions have to get people to wo rk for them or to pay for their 

products is based solely on of fer ing someth ing that pc»)ple w a n t — j o b s 

or products. Even i f you have to accept a job f rom someone or other to 

surv ive, no employer has coerced yt)u or made your s i tuat ion worse. O n ihe 

contrary, the employer has given you a better al ternat ive to a bad si tuat ion. 

Corpora t ions can . o f course, do a great deal o f h a r m — f o r example, by 

mov ing out of a small c o m m u n i t y — b u t on ly l>ecause thc-y had prtrviously 

offered some benefit that they later retract. O f f i ces and factories, however, 

might not have opened up in the first place i f companies k n o v that 

ihey wou ld be required to keep them r u n n i n g whether or nt>t they were 

profitable. 

W h a t has happened in the age of global isati tm is not that corporat ions 

have acquired more power through free trade. T h e y used lo be far more 

( lower fu l—and stil l a re—in dictatorships and control led economics. l a r g e . 
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powerfu l corporat ions have always been able to corrupt publ ic inst i tut ions 

by co l lud ing wi th rulers and hobnobbing wi th them on luncheons and 

d inners. T h e y have been able to obtain protection through monopol ies, 

lariffis, and subsidies just by placing a phone call to polit ical leaders. Free 

trade has exposed corporat ions to compet i t ion. Above a l l , consumers have 

been made freer, so that now they can ruthlessly pick and choo.se even 

across nat ional borders, rejecting those firms that don t measure up. 

H is tor ica l horror stories o f companies governing a soc'icn ele facto have 

always c(»me f rom regions where there has been no compet i t ion. People 

l iv ing in isolation in a smal l vil lage or a closed count ry are dependent 

on the enterprises exist ing there, and are forced to buy what they offer 

at the price they demand , enr ich ing a t iny clique at consumers' expense. 

Somet imes capi ta l ism is accused o f having created mont )pol ies and trusts, 

enormous as.soi i.iiioiis o f busmesscs that Hoiir ish. not by being best, but 

by being biggest and squelching compet i t ion. But this is not brought 

about by capi ta l ism. O n the cimtrary, free trade and compet i t ion are the 

best guarantees o f a compet i tor penetrating the market i f the dominant 

firm misbehaves. It says much that the first monopolies appeared, not in 

19th century B r i t a i n , whose policy was almost one ol laissez fairr. but 

in the Un i ted States and ( i c rmany . wh ich became industrial ised laier 

and protected their markets w i th tariffs. Sugar monopol ies in European 

countr ies l ive on today because of the E U ' s sugar tarif fs, as a residt of 

wh ich a l u m p o f sugar costs two or three t imes as much in the E U as in 

the rest of the wo r l d . 

Capi ta l is ts are seldom great adherents o f capital ism: of ten, they have 

the biggest interest o f all in legally protected monopol ies and exclusive 

privileges. In t roduc ing a market economy and free trade is one way o f 

tak ing these things away from them, o f forcing them to offer the best 

possible goods and services in return for a share o f our resources. Free trade 

gives enterprises the freedom to of^er more consumers what the)' want , but 

it does not c<mfcr privi lege of coercive power on anyone. 1 he treedtmi of 

a business in a free market economy is l ike a waiter's freedom to offer the 

menu to a restaurant pat ron. A n d it entitles other wai ters—foreign ones, 

even!—to come r u n n i n g up w i th rival menus. F h c loser in this prinress, it 

anyone, is the wai ter w h o once had a m<mopoly. 

I'he things that many cr i t ics o f the market call fo r—f i rms that arc less 

intent on profit , markets that are less free, restructuring that is less hectic, 

and so o n — c o u l d be seen in post-communi.st Russia, where government-

owned enterpri.ses were in practice given away, instead of being privatised 

through an open auct ion . I n many cases, that giveaway resulted in the 
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management and employees tak ing over the o ld firm free o f charge, 

wi thout hav ing to raise money for the venture through a modernisat ion 

o f product ion to y ie ld future profits. Because that wou ld require major 

structural changes and heavy job lo.s.ses, wh i ch wou ld be troublesonte for 

everyone work ing there, the whole modernisat ion o f the private sector is 

being stal led, and growth is not accelerating. Instead, many o f the owners 

are s imply helping themselves to c«)rporate resources. M a n y of these firms 

were snapped up by people wi th strong pol i t ical contacts. T h e y have 

been more concerned w i th expanding their o w n spheres of inf luence and 

p lunder ing the businesses than wi th developing them lor future profit, 

as people invest ing their own money in a project wou ld have an interest 

in do ing. I n addi t ion, it is more di f f icul t for outsiders to compete w i th 

these o ld firms, because Russian business is subject to a battery o f tarif fs, 

l icensing requirements, arbitrary regulations, feeble legal safeguards, and 

rampant corrupt ion. After ini t ia l l iberal isat ion measures in 1992 . the 

Russian process moved in the opposite d i rect ion. Paradoxical ly, lack o f 

freedom for Russian business as a whole leads to enormous freedom for a 

handfu l o f big businesses wi th pol i t ical protect ion." 

No th i ng forces people to accept new products. I f they gain market 

share, it is because people want them. E v e n the biggest companies surv ive 

at the w h i m ot customers and wou ld have to close down tomorrow i f they 

ceased th ink ing about those customers. Mega-corporat ion C o c a - C o l a h.is 

to adapt the recipe for its dr inks to di l ferent regions in deference to vary ing 

local tastes. McDona ld 's sells mut ton burgers in Ind ia , ter iyaki burgers 

in Japan, and salmon burgers in Norway. T V mogul Rupert Mu rdoch 

has failed to create a pan-Asian channel a n d , instead, is hav ing to bui ld 

diffi^rent channels to suit the local audiences. 

Compan ies in free compet i t ion can grow large and increase their sales 

only by being belter than others, and they can t)perate in internat ional 

markets only by mainta in ing superior product iv i ty. Compan ies that fai l 

to do so quick ly go bust or get taken over by others w h o can make better 

use o f their capital, bui ldings, machinery, and employees. Cap i ta l i sm is 

very tough—«>n firms offer ing o ld- fashioned, poor-qual i ty, or expensive 

goods and services. Fear o f o ld ct>mpanics g rowing progressively larger 

and eventually becoming independent of the markets has absolutely 

no foundat ion in reality. Exper ience f rom one o f the most capital ist ic 

countr ies in the wor ld , the Un i ted States, indicates exact ly the opposite. 

Ever s ince the 1930s, crit ics o f the market have been warn ing o f the r isk 

of dominat ion by big corporations. Meanwh i le , the market share o f the 25 

biggest corporations has stc-adily dw ind led . 
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T h e cr i t i c o f global isat ion asks w h y corporat ions grow larger even 

than nat ion-states, back ing up the question w i th one o f the most 

widespread figures in the whole globalisation debate: of the wor ld 's 100 

largest economics , 51 arc business corporat ions. This ob ject ion loses 

much o f its c red ib i l i t y once we realise that the impressive figure o f 51 

out of 100 is incorrect . It is based on a compar ison o f corporate stiles w i th 

the aggregate p roduc t i on , or G D P , o f nation-states— but these are not 

comparab le ent i t ies. G D P counts on ly the value a given nat ion has addfd 

to a product , whereas sales ligures inc lude the entire value of the product , 

f rom whatever source. A firm sel l ing a house d id not create the whole 

th ing f rom scratch. T o achieve the end product, it has outsourced any 

number o f services and purchased ct>mponcnts and mater ials, l o est imate 

the firm's sales w i t hou t deduct ing purchases and expendi tures inevi tably 

overest imates their s ize. I f , instead, we try to calculate the value that the 

firm adds to the goods, we arr ive at someth ing l ike 2 5 - . 3 5 % o f sales, 

and it sudden ly becomes clear that on ly 3 7 o f the wor ld 's 100 largest 

economies are business corporat ions. I'hose most ly come at the bot tom 

of the l ist: of the 50 largest economics , only 2 are c(»rporations. T h e 

impress ion thai corporat ions in general arc larger than countr ies fades 

when we d iscover that a smal l count ry l ike .Sweden is more than twice as 

large as the wor ld 's biggest corporat ion, Wa l -Mar t . France is more than 

15 t imes bigger, the U n i t e d States more than 100 t imes. Pract ica l ly all 

industr ia l ised count r ies are bigger than all corporat ions. I'he 50 largest 

corporat ions in the wo r l d have a G D P equal l ing on ly 4 . 5 % o f that of the 

50 biggest coun t r ies . " ' 

It is t rue that corporat ions generally have grown in absolute size over 

the past two decades, but so too has the wor ld c c o n o n i y — i n fact, sl ightly 

faster. So these figures do not in any way show corporat ions to have grown 

bigger and more fx jwer fu l than governments. In fact. cor(>orations have 

grown smaller as compared w i th , for example, the countr ies in Nor th 

A m e r i c a and Fast A s i a , the very regions that have opened up markets and 

a d m i n c d business compct i i i«)n. B y doing .so, they have grown faster than 

the corporat ions themselves. Meanwhi le countries that have had closed 

markets and have not received investment—most A f r i can countr ies, 

lor exani[>le—have d imin ished relative to corporatitms. T rade and 

investment, then, do not make corporat ions bigger and more |>t)wcrful 

than governments, b in the absence of such globalisation appears to do just 

that. 

Freer, more eff ic ient financial markets, wh ich a l low capital to spread 

to new entrepreneurs w i th fresh ideas, have made it progressively easier 
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for small firms to compete wi th the big corporat ions. A n d things have 

l>een made easier sti l l by advances in in format ion technology. Between 

1980 and 1993 . the 500 biggest Amer i can firms saw their share o f the 

coimtry's total employment d imin ish f rom 16 to 1 1 . 3 % . Even i f we use 

the problematic measure o f globalisation's cr i t ics to determine the relative 

si/xr o f the 500 biggest firms—sales in relat ion to aggregate G D P — t h e 

myth is reflated, because that figure fell dramat ical ly , f rom 59 .3 to 3 6 . 1 % . 

ITiat's a drop o f almost ha l f in just 13 years. D u r i n g the same per iod, 

the average personnel strength of Amer ican firms fell f rom 16.5 to 14.8 

persons, and the proport ion o f the populat ion wo rk ing in firms w i th over 

250 employees fell f rom 37 to 2 9 % . " 

By most standards, then, the dominance o f the largest corporat ions 

d imin ishes in a free market, in favour o f a host o f more f lexible undertakings. 

H a l f the firms operating internat ional ly in the wor ld today have fewer than 

250 employees. Many o f the biggest arc be ing kt iocked out by compet i tors. 

O f the c«>mpanies on the 1980 list o f the 500 biggest enterprises in the 

Uni ted States, one-third had disappeared by 1990 and another 4 0 % 

had gone five years later. I n certain capi ta l - in tensive industr ies, such as 

pharmaceuticals, motor manufactur ing, and aerospace, size matters more, 

Big corporations are becoming less dominant 
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ow ing to the cost o f developing new products. B u i big mergers among 

those companies are a s ign, not o f their power over consumers, but o f their 

inabi l i ty to surv ive otherwise. True, the biggest b rand logos are always 

being f lashed before our eyes, but we forget thai they are constantly being 

jo ined by new ones and are losing o ld rivals. H o w many people recall that 

N o k i a , just a few years ago, was a smal l F inn ish f i rm manufactur ing motor 

ryres and b<iots? 

C o m p a n i e s s i a n i n g up in foreign cotmtries wou ld no i have a market 

if no one wanted to do business w i th them, and they wou ld not get any 

workers i f they fai led to offer good terms. W h e n a company is more 

product ive than others, it produces cheaper goods. Because, consequently, 

its wt)rkers are wor th more to it. the company can afford to pay them more 

and have better wo rk ing condit ions than oiher firms do. This becomes 

extraordinar i ly clear i f we compare the condit ions o f people employed in 

Amer i can -owned factories and offices in developing countr ies wi th those 

of people employed elsewhere in the same country. C r i t i c s observe, quite 

righdy. that employees in developing countries have far w<»rse condi t ions 

than we have in the aff luent wor ld , but that is an unfa i r compar ison, 

because workers in the developed wor ld have tar higher prtxluct ivi ty. T h e 

interest ing compar i son , the one that decides whether foreign firms in 

a developing coun t ry arc a good thing, is how well ofT those employees 

, H c K i i n f ' . u n l \Mil i o i l u T w o i k i T s I I I I I K s. inu- ^.nintrv. In i l ic p n u u M 

developing countr ies, the average employee o f an American-aff i l iated 

company makes eight t imes the average national wage! In middle income 

countr ies, Amer i can employers pay three times the nat ional average. Even 

compared w i t h corresponding modem jobs in the same country, the 

mul t inat iona ls p.iy about 3 0 % higher wages. Foreign firms in the least 

developed countr ies pay their employees, on average, twice as much as 

the corresponding nat ive firms. Marxists mainta in that the mult inat ionals 

exploit poor workers . B u t i f "exploitation' means many t imes greater wages, 

then is that such a bad alternative? 

T h e same marked dif lerence can be seen in wo rk ing condit ions. 

The In ternat ional l a b o u r Organizat ion ( I L O ) has shown (hat the 

inul t inat i tmals. especial ly in the footwear and garment industries, are 

leading the trend toward better workplace and work ing condi t ions. Because 

o f the low standards o f suppl iers ' factories in the T h i r d Wor ld , N ike has 

long Ix-en vi l i f ied by anti-globalists. But the truth is that N i ke is one of the 

companies o f fer ing employees the I xs t o f condit ions, not out of generosity, 

but w i th an eye to profit . T h e s e companies can pay more because their 

pr iKluct iv i ty is higher, and they arc more responsive to popular opin ion. 
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Nike , consequently, has demanded a higher standard o f its suppl iers, and 

native firms have to fol low suit. 

Z h o u l. i tai, one o f C^hina's foremost labour at torneys, has pointed out 

that it is Western consumers who are the pr inc ipal d r iv ing force behind 

the improvement o f work ing condi t ions, fxrcause they arc mak ing N i k e , 

Reebok, and others raise standards: "If N i k e and Reebok go,' Z h o u points 

out. 'this pres.surc evaporates. I'his is obv i ous . ' " 

W h e n mult inat ional corporations accirstom workers to better wages 

and better-l it. cleaner factories wi thout dangerous machinery, they raise 

the general standard. Nat ive firms then also have to offer bener condi t ions, 

otherwise no one wi l l wo rk for them. T h i s trend is easiest to quant i fy in 

terms o f T h i r d W o d d wages, w h i c h , as w c have already seen, have risen 

from 10 to . ^0% o f Amer i can wages over the past 4 0 years. 

N i k e has seen to it that its subcontractors also open up their factories 

to impart ia l inspecrion. Systematic interv iews o f anonymous employees 

by the ( i l oba l Al l iance for Workers and C o m m u n i t i e s show, o f course, 

that there are complaints, but above all that employc-es are glad to have 

gonen jobs in the fim place, and they consider them to be good jobs. A t 

Indonesian faaor ies , 7 0 % o f employcx's had travelled long distances to get 

their jobs. Fhrcc-quarters were satisfied w i th relations w i th their superiors 

and felt that they were free to put forward ideas and suggcstiotis. F h c latter 

group roughly equals the proport ion of Swedish nat ional government 

employees who feel frcx- to commun ica te v iewpoin ts to their employer, 

wh ich puts the answers into perspective, even though the s i tuat iotu, o f 

course, are not comparable. A t V ie tnamese factories. 8 5 % wanted to go 

on wo rk ing for at least another three years, and the same number felt 

secure w i th their work ing condi t ions and the machinery. A t the I'hai 

factories on ly .^% fell that they were on poor terms w i th their superiors, 

and 7 2 % considered themselves wel l pa id . I'he prov is ion by companies o f 

free medic ines, health care, c loth ing, food, and transport for their workers 

W.TS part icular ly appreciated. 

( ^nc o f the few Western part ic ipants in the globalisation debate to have 

.ii-iually visited Nike's As ian subcontractors to find out about condi t ions 

there is I inda L i m o f the Univers i ty o f M ich igan . She found that in 

V i e tnam, where the annual m i n i m u m wage was U S S l . M , N i k e workers 

were getting U S $ 6 7 0 . I n Indonesia, where the m i n i m u m wage was 

U S $ 2 4 1 , Nike's suppliers were paying U S $ 7 2 0 . " O n c e again , it is v i tal to 

rememl>er that these condi t ions should not be compared w i th those found 

in the affluent countr ies, but w i th the alternatives open to these people. I f 

N i ke were to wi thdraw, on account o f bcjycotts and tarift wal ls I rom the 

148 



Wcsic-rn world, the suppliers would have to sluii down, and the employees 

would be put our of work or would move lo more dangerous jobs with 

lower, less steady wages, in native industry or agriculture. 

Many developing coimtries have what are called economic 'Iree zones', 

also known as export-processing zones, mainly for export industries. There, 

firms are allowed to start up with esjxxi.Tlly advantageous tax conditions 

.ind trade regulations. Anti-globalists characterise the free /.ones as havens 

for slave-driving and inhuman working conditions. 7 here arc indeed abuses 

and .scandals in some quarters, and resolute action is needed to prohibit 

them. Mostly, abuse and .scandal happen in poor dictatorships, and so. 

instead of freedom having "gone too far", it has not gained a Itxnhold. 

In her book No Logo, which quickly became popular in anti-capitalist 

circles. Canadian activist Naomi Klein claims diat Western companies 

have created terrible working conditions in such zones. But she docs not 

offer any proof She has only heard a few rumours of bad condititms in 

one Philippine export-pioci^sini; /one, which she admits having iravclled 

to only because it was one of the worst. When the O i i C ' l ) tried to obtain 

an overall picture of the.se zones, it found that they h.id multiplied job 

opfxjrtunities tor the poor, and that wages there were higher than in the 

rest of the country. In the grc-at majority of the thousand or so small 

zones, the same labour legislation applied as elsewhere in the country. In 

addition, more and more free zones are observing that cheap labour is 

not the lull recipe for successful competition, and are encouraging firms 

to invest in and educate their work forces. In the same study, the O E C D 

pointed out that there was a positive relation between fundamental rights 

for the employees (prohibition of slaver)' and abuses, freedom to negotiate 

and ro form trade unions) and more investment and higher growth.''' 

Multinationals, by virtue of their size, are able to finance research and 

long-term projects. According to the C)H( 'D , these corporations reinvest 

some 90% of their profits in the country where they operate. Operating as 

they do in several countries, they serve as channels for know-how. morc-

eHicient organisational structures, and ni"w technology. Ciomplainingabout 

the existence of multinationals means complaining about letter wages, 

lower prices, and greater prosperity. It is such enterprises that are leading 

the international race to the top. And it is not only in the developing 

countries that multinationals offer bener conditions. Foreign firms in the 

United States pay about 6% higher wages than native American firms, 

anil they are expanding their personnel strength twice as fast. Foreign 

businesses account for 12% of R & D investment in the United States and 

for no less than 4 0 % in the United Kingdom,' ' 
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O f course, thai is not to say that all firms behave well, any more 

than all people do. There arc rogues among entrepreneurs, just as there 

are in politics. We can find plenty of instances of companies treating 

their employees, the (M>pulation, or the environment badly. In the raw 

materials industry especially, there is a tendency to co.sy up to the regime 

of the country where the biisiness operates, no matter how dictatorial 

and oppressive it may be. Otherwise, the firms might not be allowed to 

operate there. But bad behaviour by some is no rca.son for banning large 

corporations or preventing them from investing, any more than we should 

disband the police because we find instances of police brutality, or eject all 

immigrants btvausc some of them arc criminals. Instead, bad behaviour 

is a reason to prosecute firms i f they break the law and to criticise and 

boycott those firms that conduct themselves badly. 

The big problems generally concern states permitting or even inducing 

firms to behave irresponsibly. There has to be a strict distinction between 

the public and private sectors. Governments must establish firm regulatory 

codes, and corporations must produce and trade in the best possible way 

within those C I KIC S . I f firms comply with bad regulatory codes, then the 

remedy should be to refi:)rm the codes and criticise the a)rporation, not to 

Impede business as such. The solution lies in dcmcKratising governments 

and creating fair laws establishing that one party's freedom ends where the 

other party's begins. 

The presence of multinational corporations in oppressive governments can 

very often be an aid to the pursuit of democracy, because those corporations 

are sensitive to pressure from Western consumers, which has a direct impact 

on sales. It can be easier to influence Nigerian politics by boycotting Shell 

than by trying to bring pressure to bear on the Nigerian government. This 

is hinted at in the subtitle of Naomi Klein's IxMjk No Logo: Taking Aim at 

thf Brarui Bullies. Klein points out that the big corporations have tried to 

create a special positive aura for their trademarks through many decades of 

advertising and gtKxlwill. But by doing .so they have also shot themselves in 

the loot. The trademarks, being their biggest Asset, arc hugely sensitive to 

adverse publiciry. It can take a company decades to build up a trademark but 

only a lc\v weeks fiar aaivists to demolish it. Really, though, Klein ought to 

sec this as an argument ft)r capitalism, because the corporate giants can be 

pressured if they behave badly in any respect. A street vendor can cheat you 

because you will never see him again, but the big trademarks, as a matter 

ol survival, have to behave respectably. They have to turn out good, safe 

products and treat employees, customers, and the environment well so as 

not to lo.se their goodwill. Negative attention spells huge losses." 
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1 lie magazine The Economisi has also obscned thai corporate morality is 

often superior to that of the average govern ment. Most companies formulate 

guidelines and define requirements for dealing with environmental 

problems and sexual hara-vsment, even in countries where such expressions 

do not exist in the local vocabulary. Most companies would feel comjK-llcd 

to fire a board chairman publicly implicated in corruption scandals, as 

(iermany's former Federal Chancellor Helmut Kohl was, or in sexual 

harassment and dubious financial dealings, like former U.S. President Bill 

C;iinton. And yet these were heads of state in rwo of the most democratic 

and stable of Western countries." 

The Bangladeshi garment industry provides a prime example of foreign 

enterprises channelling knowledge and new ideas tfiat can revolutionise 

an economy. During the 1970s local entrepreneur Noorul Ouader 

established cooperation with the South Korean company Daewoo. 

Daewoo sold sewing machines to Quader and trained his workers. When 

his firm started up in Bangladesh, Daewoo assisted him for just over a 

year longer with marketing and advice on new methods ot production, 

in return for 8% of earnings. One hundred and thirty skilled workers and 

two engineers from South Korea inaugurated production in Bangladesh 

in 1980, and garment exports were accepted by the authorities as 

an island of tree trade in an otherwise protectionist economy. Output 

almost doubled every year and by 1987 the company was already 

selling 2.3 million sweaters, worth US$5.3 million. By then, 114 of the 

130 original workers had already started up garment firms of their own, 

and all of a sudden. Bangladesh, which until now had not had a sirigle 

garment-export enterprise, had 700 of them. Ttxlay there are more than 

three times that numfjer. making garment manufacturing Bangladesh's 

biggest industry, accounting for some 60% of ttie country's exports 

The factories have more than 1.2 million employees, about 90% of 

them women, who have moved in from the impoverished countryskje 

in search of more secure, better-paying jobs. Another five million are 

employed in industry as a whole. Alttiough working conditions are bad, 

the new jobs have often meant new opportunities of choice and higher 

wages, even in the traditional occupations, which are now having to 

exert themselves to attract workers." 
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'Gold and green forests'* 

A
lthough muliinational corporaiious and lax- trade arc proving good 

for development and human rights in the Th i rd World, there still 

remains the objection that globalisation harms the environment. 

Factories in the Western world, the argument runs, will relocate to poorer 

countries with no environmental legislation, where they can pollute with 

impunity. T h e West has to follow suit and lower its own environmental 

standards in order to stay in business. That is a dismal thesis, with the 

implication that when people obtain Ix-tter opponunities. resources, and 

technology, they use them to abuse nature. Does there really have to be a 

conflict between development and the environment? 

The notion that there has to be a conflict runs into the same problem 

as the whole idea of a race to the bottom: it doesn't tally with reality. There 

is no exodus of industry to countries with poor environmental standards, 

and there is no downward pressure on the level of global environmenial 

protection. Instead, the bulk of American and European investments 

goes to countries with environmental regulations similar to their own. 

ITicrc has be en much talk of American factories moving to Mexico since 

N A F T A was signed. Less well kn<iwn, however, is that since free trade 

was introduced Mexico has tightened up its environmental regulations, 

following a long histor\' of complete nonchalance about environmental 

issues. This tightening up is part of a global trend. All over the world, 

economic progress and growth are moving hand in hand with intensified 

environmental protection. Four researchers who studied these connections 

found a very strong, positive association between our (environmental] 

indicators and the lc\'el of cxonomic development". A country that is very 

poor is too preoccupied with lifting itself out of poverty to bother about 

the environment at all. Countries usually begin protecting their natural 

resources when they can afford to do so. When they grow richer, they start 

to regulate effluent emissions, and when they have still more resources they 

also l>cgin regulating air quality." 

� '(Jold and grccii lorcMs' is A .Si,aiulin.ivian lipurc of spccth. It mcaru m promise that you 

will ptoduic whatever someone wants, even if it is praciically imposihlc. 
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Prosperity brings more environmental regulations 

Conelation between prosperity and environmental regulation in 31 

studied countries 
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A number of factors cause environment protection to increase with 

wealth and development. l--nvit()iiiiHntal quality is unlikely to he a top 

priority for people who barely know where their next meal is coming 

from. Abating misery and subduing the pangs of himger takes precedence 

over conservaticm. When t>ur standard of living rises we stan attaching 

imjiortance to the environment and obtaining resources to improve it. 

.Such W.1S the case e.irlier in western I iirope. and so it is in the developing 

countries today. Progress of this kind, however, requires that people live in 

democracies where they are able and allowed to mobilise opiti ion; otherwise, 

their preferences wil l have no impact. Environmental destruction is worst 

in dictatorships. But it is the fact of prosperity no less than a sen.se of 

responsibility that makes environmental protection easier in a wealthy 

society. A wealthier country can afford to tackle environmental problems: 

it can develop environmentally friendly technologies—wastewater 
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and exhaust emission control, for example—and begin to rectify- past 

mistakes. 

Global environmental development resembles not so much a race for 

the bottom as a race to the top. what we might caU a 'California effect'. 

The state of California's Clean Air Acts, first introduced in the 1970s and 

tightened since, were stringent emissions regulations that made rigorous 

demands on car manufacturers. Many prophets of doom predicted that 

firms and factories would move to other states, and C'alifornia would soon 

be obliged to repeal its regulations. But instead the opposite happened: other 

states gradually tightened up their environmental stipulations. Because 

car companies needed the wealthy C^alifornia market, manufacturers all 

over the United States were forced to develop new techniques for reducing 

emissions. Flavingdoneso. they could more easily comply with the exacting 

requirements of other states, whereupon those states again ratcheted up 

their requirements. Anti-globalists usually claim that the profit motive 

and free trade together cau.se businesses to entrap politicians in a race for 

the bottom. The California effect implies the opposite: free trade enables 

politicians to pull profit hungry corporations along with them in a race to 

the top. 

I his phenomenon tKcurs because compliance with environmental rules 

accounts for a very small proportion of nn)st companies' expenditures. 

What firms are primarily after is a good business environment—a liberal 

economy and a skilled workforce—not a bad natural environment. A review 

of research in this field shows that there arc no clear indications of national 

environmental rules leading to adiminution of exports or to fewer companies 

locating in the countries that pass the nilc-s."" I his finding undermines l>oth 

the arguments put forward by companies against environmental regulations 

and those advanced by environmentalists maintaining that globalisation 

has to be restrained for environmental reasons. 

Incipient signs of the California effect's race to the top are present all 

over the world, bccau.se globalisation has caused different countries to 

absorb new techniques more rapidly, and the new techniques are generally 

far gentler on the environment. Researchers have investigated steel 

manufacturing in 50 different countries and concluded that countries with 

more open economies took the lead in intrmlucing cleaner technolog)-. 

Production in those countries generated almost 20% less emissions than 

the same prt)duction in closed countries. I his process is being driven by 

multinational corporations because they have a lot to gain from uniform 

production with uniform technolog}'. Bccau.se they are restructured more 

rapidly, they have more modern machinery. And they prefer a.ssirnilating 
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the latest, most environmentally friendly technology immediately to 

retrofitting it, at great expense, when environmental regulations are 

lightened up. Brazil. Mexico, and China—the three biggest recipients 

of foreign investment—have followed a very clear pattern: the more 

investments they get. the better control thty gain over air pillution. The 

worst fortns ot air pollution have diminished in their cities during the 

period ol globalisation. When Western companies surt up in developing 

countries, their production is considerably more environment-friendly 

than the native production, and they are more willing to comply with 

environmental legislation, not least because they have brand images and 

reputations to protect. Only .iO% of Indonesian companies comply with 

the country's environmental regulations, whereas no fewer than 80% of the 

multinationals d«> so. One out of every ten foreign companies maintained 

a standard clearly superior to that of the regulations. I bis development 

would go faster i f economics were more open and, in pariinjiar. i f the 

governments ot the world were to pha.se out the incomprehensible tariffs 

on environmentally friendly technology." 

Sometimes one hears it said that, for environmental reasons, the 

[Mior countries ol the South must not be allowed to grow as affiuent as 

our countries in the North. For example, in a compilation of essays on 

F.nvironmentally Significant (lonsumption published by the National 

Academy of Sciences, we find anthropologist Richard Wilk fretting that: 

I f everyone develops a desire for the Western high-consumption 

lifestyle, the relentless growh in consumption, energy use, waste, 

and emissions may be disastrous." 

But studies show this to be colossal misapprehension. O n the contrary, 

it is in the developing coimtries that we find the gravest, most harmful 

environmental problems. In our affluent part of the world, more and more 

people are mindful of environmental problems such as endangered green 

areas. Evtry day in the developing countries, more than 6,000 people die 

from air pollution when using wood, dung, and agricultural waste iti their 

homes as heating and cooking fuel. U N D P estimates that no fewer than 

2.2 million people die every year from polluted indoc»r air. Ih is result is 

.ilrcady "disastrous' and far more destructive than atmospheric pollution 

and industrial emissions. Tying people down to that level of development 

means condemning millions to premature death every year. 

It is not true that polliuion in the modern sense increases with growth. 

Instead, pollution follows an inverted U-curve. When growth in a very 

poor country gathers speed and the chimneys l»cgin belching smoke, the 
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environment suffers. But when prosperity has risen high enough, the 

environmental indicators show an improvement instead: emissions are 

reduced, and air and water show progressively lower concentrations of 

pollutants. The cities with the worst problems are not Stockholm, New 

York, and Zurich, but rather Beijing, Mexico City, and New Delhi. In 

addition to the factors already mentioned, this is also due to the economic 

structure changing from raw-material-intensive to knowledge-intensive 

production. In a modern economy, heavy, dirty industry is to a great 

extent superseded by service enterprises. Banks, consulting firms, and 

information technology corporations do not have the same environmciual 

impact as old factories. 

According to one survey of available environmental data, the turning 

point generally comes before a country's per capita G D P has reached 

Prosperity goes easier on the environment 
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USS8,00(). At US$10,000, the researchers found a positive conntvtion 

between increased growth and berter air and water quality.'' That is roughly 

the level of prosperity of Argentina, South Korea, or Slovenia. In the United 

States, per capita G D P is about USS36,.^00. Here as well, the environment 

has consistently improved since the 1970s, quite contrary to the picture 

one gets from the media. In the 1970s there was constant reference to smog 

in American cities, and rightly so: the air was judged to be unhealthy for 

100-.^00 days a year. Today it is unhealthy for fewer than ten days a year, 

with the exception of Los Angelc"S. There, the figure is roughly 80 days, 

but even that represents a 50% reducTion in ten years."' The same trend is 

noticeable in the rest of the affluent world—for example, in Tokyo, where, 

a few decades ago, doomsayers believed that oxygen masks wouki in the 

future have to be worn all around the city beuiuse of the bad air 

Apart from its other positive effects on the developing countries, 

such as ameliorating hunger and sparing people the horror of watching 

their children die, prosperity beyond a certain critical p<iint can improve 

the environment. What is more, this turning point is now occurring 

progressively earlier i n the developing countries, because they can learn 

from more affluent countries' mistakes and u.se their superior technolog)-. 

For example, air quality in the enormous cities of China, which are the 

most heavily polluted in the world, has stc-adied since the mid-1980s and 

in several cases has slowly improved. I his improvement has coincided with 

uniquely rapid growth. 

Some years ago, the Danish statistician and Ciivt iipe ue mcmbci Bji>rn 

Lomborg. with about ten of his students, compiled statistics and l.icts 

about the world's environmental problems. lo his astonishment, he found 

that what he himself had regarded as self-evident, the steady deterioration 

of the global environment, did not agree at all with ofTicial empirical data. 

He found instead that air pollution is diminishing, refuse problems are 

diminishing, resources are not running out. more people are eating their 

fill, and people arc living longer, l.omborg gathered publicly available data 

from as many fields as he could find and published them in the btxik The 

Skeptical Environmeiiuilist: Measuringthe Real State of the WoAd. T h e picture 

that emerges there is an important corrective to the general prophesies of 

doom that can so easily be imbibed from newspaper headlines. 

Lomborg shows that air pollution and emissions have been declining 

in the developed world during recent decades. Heavy metal emissions have 

been heavily reduced; nitrogen oxides have diminished by almost 30% 

and sulphur emissions by about 80%. Pollution and emission problems 

are still growing in the poor developing countries, but at every level of 

157 



growth annual particle density has diminished by 2% in only 14 years. 

In the developed world, phosphorus emissions into the seas have declined 

drastically, and E . coli bacteria concentrations in coastal waters have 

plummeted, enabling dosed swimming areas to reopen. 

Lomborg shows that, instead of large-scale deforestation, the world's 

forest acreage increased from 40.24 million to 43.04 million square 

kilometres between 1950 and 1994. He finds that there has never been any 

large-scale tree death caused by acid rain. The oft-quoted, but erroneous 

statement about 40,000 species going extinct every year is traced by 

I.omborg to its source—a 20-year-old estimate that has been circulating 

in environmentalist circles ever since. Lomborg thinks it is closer to 1,500 

species a year, and possibly a bit more than that. T h e documented cases of 

extinction during the past 400 years total just over 1,000 species, of which 

about 95% arc in.sects, bacteria, and viruses. As for the problem of garbage, 

the next 100 years' worth of Danish refuse could be accomnn)dated in a 

33-metrc-deep pit with an area of three square kilometres, even without 

recycling. In addition. Lomborg illustrates how increased prosperity and 

improved technology can solve the problems that lie ahead of us. All the 

fresh water consumed in the world ttxlay could be produced by a single 

dc*salination plant, powered by solar cells and occupying 0.4% of the 

Sahara Desen. 

It is a mistake, then, to believe that growth automatically ruins the 

environment. And claims that we would need this or that number of planets 

for the whole world to attain a Western standard of consumption—those 

'ecological footprint' calculations—are equally untruthful. Such a claim is 

usually made by environmentalists, and it is concerned, not so much with 

emissions and pollution, as with resources running out i f e\eryone were to 

live as we do in the affluent world. 

Clearly, certain of the raw materials we use today, in present-day 

qttantities. would not suffice tor the whole world i f everyone consiuned 

the same things. But that information is just about as interesting as i f a 

prosperous Stone Age man were to say that, if everyone attained his level of 

consumption, there would not be enough stone, salt, and furs to go around. 

Raw material consumption is not static. Wi th more and more people 

achieving a high level of prosperity, we start looking for ways of using other 

raw materials. Humanity is constantly improving technology .so as to get at 

raw materials that were previously inaccessible, and we are attaining a level 

of prosperity that makes this possible. New innovations make it possible 

for old raw materials to be put to better use and for garbage to be turned 

into new raw materials. A century and a half ago, oil was just something 
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black and sricky that people preferred not to step in and definitely did not 

want to find beneath their land. But our interest in finding Ix-tter energy 

sources led to methods being devised for using oil, and today it is one of 

our prime resources. Sand has never been all that exciting or precious, but 

today it is a vital raw material in the most powerful technology of our .igc, 

the computer In the form of silicon—which makes up a quarter of the 

earth's crust—it is a key component in computer chips. 

Hiere is a simple market mechanism that averts shortages. II a certain 

raw material comes to be in short supply, its price goes up. This makes 

everyone more interested in economising on that tesource, in finding 

more of it, in reusing it, and in in.'ing to find substitutes for it. In tlie 

last few years, prices of raw materials have increased because of rapid 

global economic growth. But the long-term trend is that the prices fall. 

In relation to w.iges, that is, in terms of how long we nuist work to earn 

the price of a raw material, natural resources today are about one-third as 

expensive as they were 100 years ago." The risk of shortage is declining all 

the lime, because new finds and more efficient use keep augmenting the 

available reserves. 

In a world where technology never stops developing, static calculations 

are uninteresting, and wrong. By simple mathematics, [.omborg establishes 

that if we have a raw material with 100 years' use remaining, a 1% annual 

increase in demand, and a 2% increase in recycling and/or efhciency. that 

resource will never be exhausted. 

If shortages do t)ccur. then with the right technology most substances 

tan be recycled. One-third of the world's steel production, for example, is 

being reused already. Technological advance can outsttip the depletion of 

resources. Not many years ago. everyone was convinced of the impossibility 

of the whole Chinese popidation having telephones, because that would 

require several hundred million telephone operators. But the supply of 

manpower did not run out: technology developed instead. I hen it was 

declared that nationwide telephony for China was physically impossible 

because all the world's coppet wtiuldn't suflice for installing heav\' gauge 

telephone lines all over the country. Before that had time to become a 

problem, fibre optics and satellites began to supersede copper wire. The 

price of copper, a commodity that people believed would run out. has 

fallen ccmtinuously and is now only about a tenth of what it was 200 years 

ago. 

People in most ages have worried about important raw materials 

becoming exhausted. But on the few occasions when this has happened, 

it has generally affected isolated, poor places, not open, affluent t)nes. To 
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claim that people in Africa, who arc dying by the thousand every day from 

supremely real .shortages, must not be allowed to become as prosperous as 

we in the West because we can find theoretical risks of shortages occurring 

is both stupid and unjust. 

The environmental question wil l not resolve itself Proper rules are 

needed for the protection of water, soil, and air from destruction. Systems 

of emissions fees are needed to give polluters an interest in not damaging 

the environment for others. Many environmental issues also require 

international regulations and agreements, which confront us with entirely 

new challenges. C!arln)n dioxide emissions. te)r example, tend to increase 

rather than diminish when a country grows more affluent. When talking 

about the market and thecnviroruncnt, it is important to realise that efforts 

in this quarter will be facilitated by a freer, growing economy capable of 

using the best solutions, from Ixjth a natural and a human viewpoint. In 

order to meet those challengtfs. it is better to have resources and advanced 

science than nor to have them. 

Very often, environmental improvements arc due to the very capitalism 

so often blamc-d for the problems. The introduction of private property 

creates owners with long-term interests. l.andowners must see to it that 

there is good soil or forest there tomorrow as well, because otberwi.sc they 

will have no income later on, whether they continue using the land or 

intend t«) sell it. I f the property is collective or government-owned, no one 

has any such long-term interest. On the contrary, everyone then has an 

interest in using up the resources quickly before someone else does. It was 

bcxausc they were common lands that the rainforests of the Amazon began 

to be rapidly exploited in the 1960s and 1970s and arc still being rapidly 

exploited today. Only about <me tenth of forests are rcctignised by the 

governments as privately owned, even though in practice Indians possess 

and inhabit large parts of them. It is the absence of definite fishing rights 

that causes (heavily subsidised) fishing fleets to try to vacuum the oceans 

of fish before someone else does. No wonder, then, that the most large-

scale destruction of environment in history has occurred in die communist 

dictatorships, where all ownership was collective. 

A few years ago, a satellite image was t.ikcn of the borders ol ilic S.ihar.i, 

where the desert was spreading. Ever)'where, the land was parched vellow, 

after nomads had over-exploited the common lands and then moved on. 

But in the midst of this desert environment could be seen a small patch ol 

green. This proved to be an area of privately owned land where the owners 

of the farm pre\cnied overexploitation and engaged in cattle farming that 

w.is profitable in the long term.-*' 



Trade and freight are sometimes criticised for destroying the 

environment, but the problem can be rectified with more efficient transport 

and purification techniques, as well as emissions fees to make the cost of 

pollution visible through pricing. The biggest environmental problems arc-

associated with prtxiuction and consumption, and there trade can make a 

positive contribution, even xside from the general effect it has on growth. 

Trade leads to a countr)''s resources being used as efficiently as possible. 

Goods are prmluced in the places where production entails least expense 

and Ic.ist wear and tear on the envircmment. That is why theamounr of raw 

materials needed to make a given product keeps diminishing as productive 

cfficieno- improves. With modern production processes, 97% less metal is 

needed lor a soft drink can than 30 years ago, partiv because of the use of 

lighter aluminium. A car today contains only half as much metal as a car 

of 30 years ago. t herefore, it is better for production to take place where 

the technology exists, instead of each country tr)'ing to have produaion 

of its own, with all the consumption of resources that would entail. It is 

more environntentally friendly for a cold northern country- to import meat 

from temperate countries than to waste resources on concentrated feed 

and the construction and heating of cattle pens for the purpose of native 

meat production. 

I f governments really believed in the market economy, they would 

stop subsidising energy, industry, road construction, fisheries, agriculture, 

devastation ol forests, and many other things. Those subsidies have the 

effect of keeping alive activities that otherwise would not exist, or else 

would have been performed by better methods or in other places. The 

Woddwatch Institute maintains that taxpayers the wodd over are forced to 

pay about US$650 billion every year toward environmentally destructive 

activities. Cessation of those subsidies, the institute claims, would allow a 

global tax reduction of 8%. In the United States alone that would mean 

ever)' family paying $2,00(1 less in taxes each year." In Australia, it would 

be US$850 less per capita.-" 

The example of E U meat produaion shows that not only the 

environment but animals as well are made to suffer by unproductive 

industries. Subsidies lor inefficient livest«Kk management in the E"U 

have meant cruel conditions for animals with severely cramped transpon 

conditions and, at times, the feeding of carcass meal to livestock. A better 

idea would be to abolish agricultural tariffs and import meat from South 

.America, where the animals can roam great tracts of land, grazing freely, 

until they have to be rounded up. But that solution is prevented today by 

sky-high tariffs. During the mad cow disease crisis, for example, McDonald's 
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wanted to avoid the hazards of using E U meat for its hamburgers in some 

of its European franchi.scs, but was not permitted to import from South 

America. The forequarter meat from which the hamburger is ground is 

excluded by tariffs of several hundred percent. 
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Chapter 6 

Irrational, International capital? 



The leaderless collective 

O
pponents of capit;dism argue that the market machinery may, after 

prolonged effort, elevate a country to the heights of prospcriry, 

only to see everything blown to pieces a month later. They paint a 

picture of irrational speculators investing wildly and then making off with 

their capital when the herd changes direction. Nearly USS1,5 trillion cross 

national boundaries every day, they complain, as i f this fact were a problem 

in itself Globali.sation critic Bjom tUmbrant describes the financial market 

as 'a leaderless collective staggering about and tripping over its own feet'.' 

Anxiety about financial markets is easily created. 1 hey seem abstract 

liecausc so fe\\' people have any direct contact with them. We only feel 

their effects, and so it is easy to make a mystery of them. The force involved 

prompted President Clinton's campaign manager, James C2arville, to say: 

�[In the next lilel I would like to come back as the Ixmd market. You can 

intimidate everybody.' People who are hostile to markets love pointing to 

patterns of stock market behaviour that seem odd i f one cannot understand 

the rca.sons for them. In this way suspicion is cast on the market. A firm's 

shareholders, for example, are pleased when the firm axes jobs. But this 

does not mean that they love the sight of unemployment. What appeals to 

them is the greater productivity and reduced expenditure that can result. 

But the American s t tKk market generally takes an upward turn when 

unemployment docs so. Is not this reaction a sign ot rejoicing in the 

misfortune of others? No, it is a sign of investors knowing that the Federal 

Reserve takes rising unemployment as a sign of a downturn and a reduced 

risk of inflation and diat, therefore, the Federal Rc-serve is likely to lower 

the interest rate. What the stock market loves is not unemployment but the 

economic lubricant of lower interest rates. This phenomenon is no stranger 

than that of the stock market sometimc-s leaping upward when the trade cycle 

indicators point downward and growth decelerates. 'Great,' investors say to 

themselves, that mast mean another interest rate cut on the way at last.' 

But stock market fluctuations are incre;ising; no one can deny that. I>o 

these fluctuaiiuns at least mean that investors have bemnie less Uing term 

in their thinking and are just following the crowd? Then: may be a grain of 
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t r u t h i n t h i s . C ) l c o u r s e , t h e m a r k e t is no t per fec t l y r a t i o n a l i n e v e r y s i t u a t i o n , 

w h a t e v e r that w o u l d m e a n . The r o l l e r - coas te r m o v e m e n t i n recent y e a r s , 

esjK-cial ly o f d o t - c o m s h a r e p r i ces , s h o w s exaggera ted h o p e s a n d m i s t a k e n 

p r i c i n g to he a n a t u r a l p a r t o f a m a r k e t chat is a h o u t t h e h i r u r c . B u t i t a l s o 

»h«)ws d i a t t h e e x a g g e r a t i o n s w i l l n o t s u r v i v e i nde f i n i t e l y . Kxagge ra ted hofK-s 

c a n n o t m a k e u p l o r l a c k o l real s u k s i a n c e i n a n cn tc r j i r i . se . 

P a r t o f t h e r e a s o n f o r the fluctuations is no t s ln> r t - t e rm t h i n k i n g , h u t 

r a t h e r t h e s t o c k m a r k e t ' s h a v i n g h c c o m e e v e n m o r e l o c u s e t l on the l o n g 

tern>. W i t h t h e o l d tyf>e o f i n d u s t r i a l e n t e r p r i s e , f u t u r e p c i l o r m a n c c c a n 

be ea.sily j u d g e d f r o m h i s t o r i c a l d a t a c o n c e r n i n g i n v e s t m e n t s a n d sa les . So 

the m a r k e t ' s v a l u a t i o n of the e n t e r p r i s e w a s fa i r l y s t a b l e . B u t i n n e w , m o r e 

r e s e a r c h - i n t e n s i v e s e c t o r s w i t h le.ss c e r t a i n sa les p r o s p e c t s , l o n g - t e r m sales 

c a n be h a r d e r to p r e d i c t . I t is less easy n o w to tel l w h e t h e r the firm is g o i n g 

to I w o m o r b u s t . H o w a r e w e to k n o w that f i r m s d e v e l o p i n g n e w m o b i l e 

p h o n e s t m l a y w i l l a l s o b e f r o n t - r u n n e r s i n ten y e a r s ' t i m e ? W h e n w e d o 

n o t k n o w , e v e r y l i t t l e i n d i c a t i o n r e g a r d i n g a c o m p a n y ' s f u t u r e p r o s p e c t s 

g i ves r i se to r a p i d c h a n g e s . T h e s a m e a p p l i e s to t h e e n t i r e s t tKk m a r k e t 

when it is i m c l e a r w h i c h w a y t h e e c o n o m y is g o i n g to m o v e . K v e r y h i n t of 

f u t u r e u p t u r n s o r d o w n t u r n s w i l l be fe l l s w i f t l y . 

I m a g i n e , t h e n , w h a t i t is l i k e w i t h c o m p a n i e s f o c u s i n g e n t i r e l y o n t h e 

f u t u r e — t h o s e e n g a g i n g i n p h a r m a c e u t i c a l r e s e a r c h , f o r e x a m p l e . P o s s i b l y 

i l u y w i l l n o l o n g e r e x i s t i n t en years ' t i m e , bu t p e r h a p s t h e y w i l l f i n d t h a i 

v a c c i n e f o r H I V , i n w h i c h ca.se t h e i r s h a r e h o l d e r s w i l l b e c o m e m i l l i o n a i r e s . 

B u b b l e s ' c a n t h e n o c c u r f o r p c r f c x ^ l y r a t i o n a l r easons . E v e n it a h o r s e is 

u n l i k e l y t o w i n t h e r a c e , g i v e n h i g h e n o u g h o d d s there m a y be c a u s e to p u t 

s o m e m o n e y o n i t . I f w e l o o k at the m a r k e t ' s b e h a v i o u r as a w h o l e , t h o u g h , 

s h a r e p r i c e fluctuations d o not a p p e a r to h a v e i n c r c . i s c d w h e r e t r a d i t i o n a l 

firms a re c o n c e r n e d . 

N o w , m a n y c r i t i c s o f the m a r k e t say that they h a v e n o t h i n g aga ins t 

n a t i o n a l financial m a r k e t s . H y p c r c a p i t a l i s m is the p r o b l e m — c a p i t a l 

w i t h o u t b o u n d a r i e s r a v a g i n g a l l ove r t h e w o r l d w i t h o u t e v e n h a v i n g to 

p r e s c i u a p a s s p o r t at t h e b o r d e r . I b i s , we a r c t o l d , is i m p a t i e n t c a p i t a l 

t ha t c a r e s m o r e a b o u t the n e x t q u a r t e r ' s p ro f i t s t h a n a b o u t l o n g - t e r m 

d c " v e l o p m e n t a n d t e c h n i c a l r e n e w a l . 

T h e d e f e n c e o f t h e m o b i l i t y o f c a p i t a l is a q u e s t i o n o f f r e e d o m . T h i s 

is no t a m a t t e r <»f ' t h e f r c " cdom o f c a p i t a l ' , as the c r i t i c s c o m p l a i n , b e c a u s e 

c a p i t a l is n o t a p e r s o n c a p a b l e o f b e i n g f ree o r u n f r e c . I t is a m a t t e r o f 

peoplf's freedom to d e c i d e w h a t to d o w i t h the i r o w n r e s o u r c e s — t h e 

f r e e d o m , f o r e x a m p l e , t o i n v e s t t h e i r p e n s i o n s a v i n g s w h e r e v e r t hey b e l i e v e 

it is best t o d o .so. P e n s i o n f u n d s a r c i n fac t t h e m o s t i m p o r t a n t i n v e s t o r s 
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i l l t h e i m c r r i i u i o n a l m a r k e t . M o r e t h a n h a l f o f a l l A u s t r a l i a n s a n d a q u a r t e r 

o f N e w Z c a l a n d e r s n o w o w n s t o c k s h a r e s , c i t h e r d i r e c t l y or t h r o u g h 

r e t i r e m e n t t u n d s , I ' h c y a r c t h e m a r k e t . 

T h e r e is a l s o a q u e s t i o n o f b u s i n e s s e s b e i n g at l i b e r t y t o seek f i n a n c i n g 

f r o m o t h e r c o u n t r i e s . F a c t o r i e s a n d o f l i c c s d o n o t b u i l d t h e m s e l v e s — i t 

t akes c a p i t a l . I 'he n o t i o n tha t s p e c u l a t o r s t h r o t t l e l o n g - t e r m d e v e l o p m e n t 

is c o n t r a d i c t e d by t h e f ac t s : d e v e l o p m e n t h a s p r o c e e d e d h a n d i n h a n d 

w i t h m o r e a n d m o r e i n v e s t m e n t i n r e s e a r c h a n d i n n o v a t i o n . T h i s g r o w i n g 

f r e e d o m h a s been i m p o r t a n t for g l o b a l d e v e l o p m e n t i n r t x c n t y e a r s , 

m a k i n g i t p o s s i b l e f o r c a p i t a l to b e i n v e s t e d w h e r e it y i e l d s t h e b igges t 

r e t u r n a n d , a c c o r d i n g l y , w h e r e i t is u s e d as e f f i c i e n t l y as poss ib le . ^ 

I T i i s is e a s y t o u n d e r s t a n d i f w e t h i n k o f n a r r o w e r b o u n d a r i e s t h a n 

n a t i o n a l o n e s . S u p p o s e y o u h a v e a t h o u s a n d d o l l a r s y o u w a n t to l e n d o u t . 

a n d y o u c a n d o t h i s o n l y w i t h i n y o u r o w n t o w n . Y o u m i g h t h a v e a c h o i c e 

b e t w e e n i n v e s t i n g t h e money w i t h a u s e d b o o k d e a l e r o r w i t h t h e o w n e r 

o f a s m a l l caf<f. M a y b e y o u b e l i e v e i n t h e c a f e o w n e r , a n d so d e c i d e to g i v e 

the l o a n to he r . W i t h i t , s h e c a n b u y a n e w e s p r e s s o m a c h i n e a n d r e p l a c e a 

f e w o l d t a b l e s , b u t b e c a u s e d e m a n d f o r m o c h a c c i n o s i n a s m a l l t o w n is s t i l l 

r e l a t i v e l y l i m i t e d , s h e w i l l m a k e o n l y a s m a l l p r o f i t o n t h i s i n v e s t m e n t , so 

she c a n p a y y o u o n l y 2 % in te res t o n t h e m o n e y . B u t s i n c e t h e b o o k d e a l e r 

w o u l d p a y o n l y 1 % , the caf<f o w n e r n e e d h a v e n o f e a r t h a t y o u ' l l t a k e y o u r 

m o n e y e l s e w h e r e . 

I f i n s t e a d y o u h a v e the w h o l e s ta te to c h o o s e f r o m , t he re w i l l b e m o r e 

p e o p l e c o n i f i c t i n g f o r y o u r c a p i t a l . A f a c t o r y e n a b l e d b y y o u r m o n e y to 

p u r c h a s e s<»me n e w m a c h i n e r y c o u l d ra i se i ts e a r n i n g s c o n s i d e r a b l y a n d 

is t h e r e f o r e ab le to p a y t w i c e as m u c h i n t e r e s t a s t h e c a f e p r o p r i e t o r . Y o u 

e a r n m o r e t h i s w a y , b u t s o d o e s t h e w h o l e e c o n o m y , bccau.se t h e r e s o u r c e s 

a r c u s e d m o r e e f f i c i e n t l y t h a n t h e y w o u l d l>c b y t h e o t h e r a l t e r n a t i v e s . 

I h i s is e v e n m o r e t r u e , o f c o u r s e , i f y o u a r e a l l o w e d t o i n v e s t y o u r m o n e y 

n a t i o n w i d e or w o r l d w i d e . I n tha t c a s e , a l l p o t e n t i a l i n v e s t m e n t s a r c 

c o m p a r e d w i t h e a c h o t h e r . S t i l l m o r e f i r m s w i l l t h e n b e a f t e r y o u r m o n e y , 

a n d t h o s e c a p a b l e o f u s i n g i t best a r e p r e p a r e d to p a y m o s t fo r i r . M o n e y , 

l o a n s , a n d s h a r e c a p i t a l a rc g e n e r a l l y i n v e s t e d w h e r e t h e y a r c e x p e c t e d to 

y i e l d t h e b iggest r e t u r n . I n t h i s w a y c a p i t a l is u s e d e f f i c i e n i l y a n d b o o s t s 

p r o d u c t i v i t y , w h i c h d e v e l o p s the e c o n o m y i n w h i c h i t is i n v e s t e d a n d g i ves 

the b igges t r e t u r n to the i nves to r . 

B e c a u s e e a c h e n t r e p r e n e u r has to c o m p e t e w i t h e v e r y o n e e l se , it m a y 

s o u n d a s i f the wea l th ies t f i r m s w i l l a t t rac t a l l t h e c a p i t a l , I x r cause t hey c a n 

ofl^er t h e h ighest r e t u r n s . B u t cap i t a l is a l s o o b t a i n a b l e f r o m a l l t h e d i f f e r e n t 

c o u n t r i e s , a n d so the s u p p l y i nc reases . A n d it is n o t t h e w e a l t h i e s t w h o b i d 

1 6 6 



m o s t , b i l l t hose w h o c a n m a k e mos t o u t o f the m o n o - . W h y , a f t e r a l l , w o u l d 

a n o i i a h l i s h c d firm p a y a n espec ia l l y h i g h ra te <>� in terest fi>r m o n e y it d<x-sn't 

really need . ' T h e b iggest p m f i t s . as a r u l e , are not m a d e i n i n d u s t r i e s w h e r e 

t he re h a s a l r e a d y b e e n a m p l e i n v e s t m e n t , b u t i n n e w e n t e r p r i s e s that a rc 

u n . i b l e to finance e x c i t i n g p ro j ec t s . C a p i t a l m a r k e t s a r c m o s t i m p o r t a n t o f a l l 

to t hose w i t h g o o d i deas b u t n o cap i t a l . A s w e saw c-arlicr, free c a p i t a l m a r k e t s 

. ippear to a u g m e n t a soc ie ty ' s e c o n o m i c equa l i t y . These m a r k e t s cause pc"oplc 

a n d b u s i n e s s e s w i t h a lo t o l cap i t a l t o p ro f i t by p L i c i n g the cap i t a l i n the 

h a n d s o l t h o s e w h o h a v e n o n e b u t s e e m c a p a b l e of u s i n g i t m o r c e f f i c i en t l y . 

.And NO i h e y e n a b l e s m a l l firms to set u p i n c o m p e t i t i « ) n w i t h es tab l i shed 

o n e s , l l i c m o r c flexible t h e m a r k e t a n d t h e f ewer the i m p e d i m e n t s , the m o r e 

eas i ly c a p i t a l flows to tlio.si' w h o c a n m . i k c I>IM use o l i i , 

1 he a tHue t i t c o u n t r i e s h a v e large q u a n t i t i e s o f c a p i t a l , w h i l e the p o o r 

c o u n t r i e s o f the S o u t h a r e shor t o f it. S«) I r i e m o v e m e n t o f c a p i t a l m e a n s 

i n v e s t m e n t s m o v i n g t«>ward m o r c c a p i t a l - s t a r v e d c o u n t r i e s w i t h be t te r 

i n v e s t m e n t o p p o r t u n i t i e s . I l i e d e v e l o p i n g c o u n t r i e s r ece i ve m o r e t h a n 

a q u a r t e r o f t h e w o r l d ' s c o m b i n e d i n v e s t m e n t s i n b u s i n e s s e s , p r o j e c t s , 

a n d l a n d . T h u s , t h e r e is a n e n o r m o u s p r i v a t e t r a n s f e r o f c a p i t a l f r o m 

i n d u s t r i a l i s e d to d e v e l o p i n g c o u n t r i e s . T h e flt>w o f d i r e c t i n v e s t m e n t s to 

the d e v e l o p i n g c o u n t r i e s is n o w r u n n i n g at a b o u t U S S 2 0 0 b i l l i o n , o n 

n e t , e a c h yea r . T h i s a m o u n t is m o r e t h a n f o u r t i m e s t h e figure a d e c a d e 

Progressively larger sfiare of investments to ttie developing 

countries 

1970 1977 1981 1985 

Year 

1991 1995 1997 

Source: Ajrt K. Glx>se, Trade Liberalization and Manufacturing Employment. Employment 

Paper 2000/3 (Geneva: International LatXKJr Office. 2000). 
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a g o a n d 1S t i m e s i h c f i gu re 2 0 y e a r s a g o , ( h a n k s to f ree r c a p i t a l m a r k e t s 

a n d i m p r o v e d i n f o r m a t i o n t e c h n o l o g y . T h i s d e v e l o p m e n t is s o m e t h i n g 

fiantasdc f o r c o u n t r i e s tha t h a v e a l w a y s b e e n h e l d b a c k b y s h o n a g e o f 

c a p i t a l . A s m e n t i o n e d ea r l i e r , i n t en y e a r s t h e p o o r c o u n t r i e s o f t h e w o r l d 

h a v e o b t a i n e d a t r i l l i o n d o l l a r s i n f o r e i g n d i r e c t i n v e s t m e n t s — s l i g h t l y m o r e 

t h a n a l l t l ie d c v e l o p m e n i a s s i s t a n c e i h c y h a v e r e c e i v e d , w o r l d w i d e , i n t h e 

pas t 5 0 y e a r s . S o t h e I cade r l ess c o l l e c t i v e , a l l e g e d l y s t a g g e r i n g a b o u t a n d 

t r i p p i n g o v e r i ts o w n fee t , h a s l i e e n m o r e t h a n l i ve t i m e s c l e v e r e r t h a n d i e 

g o v e r n m e n t s a n d d e v e l o p m e n t a i d e s t a b l i s h m e n t s o f t h e a f f l u e n t c o u n t r i e s 

at c h a n n e l l i n g c a p i t a l t o t h e d e v e l o p i n g c o u n t r i e s . 

The developing countries get increasingly more capital 

1973-78 1983 -88 1989-92 �9 -3 -9 -3 

Source: Barry Eichengreen. Michael Mussa. et al.. Capital Account Llberalaalion: 

Theoretical ana Practical Aspects (Washington: IMF, 1998) 

A s c r i t i c s o f g l o b a l i s a t i o n p o i n t o u t . o n l y a b o u t 5 % o f a l l e c o n o m i c 

t r a n s f e r s c o m p r i s e rea l t r ade in g o o d s a n d s e r \ i ces . T h e r e m a i n i n g f i n a n c i a l 

t r a d e is c o n c e r n e d w i t h ' m a k i n g m o n e y o u t o f m o n e y ' , w h i c h s o m e o f t h e 

c r i t i c s .seem to t h i n k a d d s n o t h i n g o f v a l u e to t h e e c o n o m y . B u t t he re is 

n o t h i n g so p r n d u c i i v e as f i n a n c i n g i m p r o v e m e n i s in p r « ) d u c t i o n . D o i n g s o 

p r o v i d e s r esou rces fo r p r o d u c t i o n a n d s p u r s t e c h n i c a l p r o g r e s s . 

A n i n t e r n a t i o n a l f i n a n c i a l m a r k e t e n l a r g e s t h e v o l u m e o f i n v e s t m e n t s . 

W h e n t he re are la rge a n d e f f i c i en t f i n a n c i a l m a r k e t s w i t h t h e abilitA' t o b u y 

a n d se l l r i s k s t h r o u g h d e r i v a t i v e s , it b e c o m e s |X)ssiblc t o f i n a n c e b i ^ e r 

p r o j e c t s a n d t a k e b igge r r i s ks t h a n w e r e p rcv i» )us l y v i a b l e . T h i s is w h a t 
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a c c o u n r s f o r t h e b u l k o f t h e t u r n o v e r i n t h e f i n a n c i a l m a r k e t . W i t h b i l l i o n s 

of d o l l a r s c i r c l i n g t h e g l o b e e v e r y day , a v e r y s m a l l por i i»>n o f t h e m o n e y 

a c t u a l l y c h a n g e s h a n d s : m o s t o f the t r a n s a c t i o n s a r c d u e to firms a n d 

i n v e s t o r s r e a l l o c a t i n g t h e i r i n v e s t m e n t s , s o as to g u a r d a g a i n s t r i s k s . I t is 

o n l y s i n c e t h i s r e a l l o c a t i o n b e c a m e poss ib l e that t h e d e v e l o p i n g c o u n t r i e s 

h a v e g a i n e d p r o | x r r a c c e s s to i n i e r n . i t i o n a l f l o w s o f c a p i t a l . 

T h r o u g h a c c e s s to i n t e r n a t i o n a l finance w e c a n s p r e a d o u r r i s k s , s i m p l y 

b y i n v e s t i n g i n d i f f e r e n t p l a c e s . I f o n e c o u n t r y ' s e c o n o m y d i d b. idly. i h e n 

i n t h e past t h i s w o u l d h a v e m e a n t that n o t e n o u g h m o n e y w a s a v a i l a b l e 

fo r t h i n g s l i k e o l d .ige p e n s i o n s , I t i l i e .s.iinc t h i n g h a p p e n e i l t oday , i h e r e 

w o u l d b e e n o u g h m o n e y to go a r o u n d as l o n g a.s t h e countPi 's p e o p l e h, id 

b e e n a l l o w e d to s p r e a d t h e i r s a v i n g s b e t w e e n d i f f e r e n t c o u n t r i e s . S w e d e n ' s 

n e w p e n s i o n s y s t e m h a s e n a b l e d m e p e r s o n a l l y — a n d b e f o r e t h i s I h a d 

n e i t h e r s t o c k s h a r e s n o r t r us t f i i n d s — t o i nves t par t of m y f u t u r e p e n s i o n 

i n n e w m a r k e t s i n l ^ t i n A m e r i c a a n d A s i a , i ns tead o f t y i n g the m o n e y u p 

i n S w e d e n . T h e financial m a r k e t s a lso m a k e it p o s s i b l e fo r h o u s e h t ) l d s , 

bus ine-sses , a n d e v e n g o v e r n m e n t s to b o r r o w w h e n t h e i r i n c o m e s a re l o w a n d 

to r e p a y w h e n t h e i r i nc t )mes a re h ighe r , f h i s b e c o m e s a w a y of a l l e v i a t i n g 

d o w n t u r n s w i t h o u t b e i n g f o r c e d to c u t d o w n o n one ' s c o n s u m p t i o n as 

d r a s t i c a l l y as w o u l d o t h e r w i s e be necessar) - . 

I n i ts ( " j p i t a l A c c e s s I n d e x , t h e M i l k e n I n s t i t u t e h a s s h o w n tha t 

e c o n o m i e s d e v e l o p best w h e n c a p i t a l is r e a d i l y a v a i l a b l e a n d c h e a p an<l 

is d i s t r i b u t e d o p e n l y a n d h o n e s t l y . F h c y m a n a g e least w e l l w h e n c a p i t a l 

is i n s h o r t s u p p l y , e x p e n s i v e , a n d a r b i t r a r i l y d i s t r i b u t e d . B r o a d , f ree 

financial m a r k e t s w i t h m a n y p l a y e r s c rea te d e v e l o p m e n t , w h i l e a s y s t e m 

o f " s t a t e - d i r e c t e d c a p i t a l flows c o n c e n t r a t e d i n a s m a l l n u m b e r o f financial 

i n s t i t u t i o n s a n d c o r p o r a t i o n s ham(>ers g r o w t h ' . S t u d i e s h a v e g e n e r a l l y 

s h o w n tha t t h e f u n c t i o n a l d e v e l o p m e n t o f financial m a r k e t s i n a c e r t a i n 

c o u n t r y p r o v i d e s a g o o d i n d i c a t i o n o f t h a i c o u n t r y ' s g r o w t h fo r c o m i n g 

y e a r s . T h e r e a r e s t u d i e s s h o w i n g n o c o n n e c t i o n b e r w e e n f r e e d o m f r o m 

c a p i t a l r e g u l a t i o n s a n d g r o w t h , b u t i n those s tud ies n o a t t e m p t h a s I x - e n 

m a d e to m e a s u r e t h e i n t e n s i t y of t h e r e g u l a t i o n s i n d i f T e r e m c o i m t r i e s . O n e 

s u r v e y t r i e d l o t a k e a c c o u n t o f t ha t i n t e n s i t y , l o o k i n g at 6 4 i n d u s t r i a l i s e d 

a n d d e v e l o p i n g c o u n t r i e s a n d e l i m i n a t i n g ( t o the e x t e n t p o s s i b l e ) t h e 

e f f ec t o f o t h e r f a c t o r s . T h a t s u r v e y p o i n t e d to a c lea r agg rega te c o n n e c t i o n 

b e t w e e n f r e e d o m o f c a p i t a l m o v e m e n t s a n d e c o n o m i c g r o w t h , as w e l l as 

s u g g e s t i n g i h a t c o u n t r i e s w i t h f r e e d o m fo r cap i t a l r e c e i v e fa r m o r e tax 

r e v e n u e f r o m b u s i n e s s e s . F r e e d o m c a u s e s restjurces to g o w h e r e t h e y c a n 

be u s e d m o s t p r o d u c t i v e l y , w h i c h m a k e s it eas ie r for b u s i n e s s e s to s ta r t u p 

a n d f a c i l i t a t e s i n t e r n a t i o n a l t r a d e . ' 
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Regulate more? 

^ ^ ~ h c p r o b l e m s a s s o c i a t e d w i t h the m o b i l i t y o f c a p i t a l a r c tha t i t c a n 

s u d d e n l y flee c o u n t r i e s tha t get i n t o e c o n o m i c d i f f i c u l t i e s o r t h a t 

a c u r r e n c y c a n b e s u b j e c t e d to d e s t a b i l i s i n g s p e c u l a t i o n . M a n y 

l e n d e r s a n d i n v e s t o r s h a v e n o s p e c i f i c k n o w l e d g e o f a p a r t i c u l a r c o u n t r y ' s 

e c o n o m y , so if la rge n u m b e r s b e g i n to l e a v e it. o t h e r s m a y t a k e t h i s t r e n d 

as a n i n d i c a t i o n t h a t s o m e t h i n g is wri>ng a n d f o l l o w t h e ride. P a n i c a n d a 

h e r d m e n t a l i t y set i n . C r e d i t v a n i s h e s , p r o j e c t s h a v e to b e d i s c o n t i n u e d , 

firms l ose a l l t h e i r r e s o u r c e s , a n d t h e e c o n o m y s l a m s o n a l l t he b r a k e s . 

O n e o f t h e reasons that s h o r t - t e r m c a p i t a l t r a n s a c t i o n s g r o w taster t h a n 

l o n g - t e r m i n v e s t m e n t s o r c o m m t n l i t y t r a d e is tha t t h e la t te r a re v e r y seve rc l y 

r e g u l a t e d i n a l l s ta tes o f the w o r l d . I f t hese m a r k e t s w e r e to be p r o p e r l y 

l i b e r a l i s e d , w e w o u l d get d i f f e r e n t p r o p o r t i o n s . S o m e feel t ha t t h e leve l of 

r e g u l a t i o n m u s t b e e q u a l i s e d , b u t i n t h e w r o n g d i r e c t i o n , b y a lso r e g u l a t i n g 

t h e financial m a r k e t by m e a n s <if c o n t r o l s o f d i f f e r e n t k i n d s . M a l a y s i a , f o r 

c x i i m p l e , i n t r o d u c e d s t r ic t e x c h a n g e c o n t r o l s as a t e m p o r a r y m e a s u r e d u r i n g 

t h e "As ian c r i s is ' o f t he late 1 9 9 0 s . E v e n i f s u c h m e a s u r e s a i u l d a l l c s ia te 

t h e i m m e d i a t e p r o b l e m , thcT h a v e the l o n g - t e r m e f f t x t o f c a u s i n g i n v e s t o r s 

to a v o i d t h e c o u n t r ) - i n the f u tu re . I f i n v e s t o r s m i g h t be p r e v e n t e d from 

l e a v i n g t h e c o u n t r y w h e n they w a n t H), t h e y w i l l d e m a n d a h i g h e r return fo r 

c o m i n g t he re i n the first p l a c e , a n d the c o u n t r y w i l l r i s k a c a p i t a l s h o r t a g e . 

A l l e m p i r i c a l data s h o w tha t a l l o w i n g c a p i t a l t o flow f ree l y out o f a c o u n t r ) ' 

f ree ly inc reases the a m o u n t flowing i n . 1 h e i m m e d i a t e resu l t of i m p o s i n g 

c o n t r o l s i n th is i ns tance w a s that M a l a y s i a ' s n e i g h b o u r s — I n d o n e s i a , f o r 

e x a m p l e — s u f f e r e d a s w i f t e r e x o d u s o f c a p i t a l , b e c a u s e o f w i d e s p r e a d fea rs 

tha t it w o u l d f o l l o w the M a l a y s i a n c -xamp le o f c o n t r o l s . I n t h e l o n g t e r m , 

th i s e f fec t re-coiled aga ins t t h e M a l a y s i a i t s e l f b y l o w e r i n g i n v e s t o r c o n f i d e n c e . 

O n e i n v e s t o r i n A s i a n f u n d s re-cendy s a i d o f M a l a y s i a : 

A m a r k e t tha t u s e d to h a v e u p to 1 8 % o f w e i g h t i n g i n m o s t f u n d s 

is n o w to ta l l y i g n o r e d . * 

T h a i e c o n o m i c i s o l a t i o n h a s c o i n c i d e d w i t h t h e c o u n t r y ' s m o v e m e n t 

t o w a r d [ x t l i t i c a l i s o l a t i o n . 
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O n e a l t e r n a t i v e is a m o r e p e r m a n e n t r e g u l a t i o n o f s h o r t - t e r m c a p i t a l 

flows. I f q u i c k c a p i t a l d w s n o t e n t e r i n t h e first p l a c e , i t r e d u c e s the r i s k o f 

the c o u n t r y su f lFe r ing a n e x o d u s o f c a p i t a l l a te r o n . C h i l e a n r u l e s h a v e o f t e n 

b e e n lcH>ked o n as e x e m p l a r y i n t h i s respec t , s i n c e tha t c o u n t r y h a s a v o i d e d 

m a j o r c r i s e s . C h i l e h a s i n s i s t e d tha t c a p i t a l e n t e r i n g the c o u n t r y r e m a i n 

i h e r c f o r a c e r t a i n l e n g t h o f t i m e a n d t h a t a c e r t a i n p o r t i o n o f it be d e p o s i t e d 

at v e r y l o w i n t e res t w i t h the c e n t r a l b a n k . T h i s t y p e o f regulai i t>n s e e m s 

to w o r k b e t t e r t h a n a l t e r n a t i v e c o n t r o l s , b u t C h i l e ' s r e a s o n fo r i n t r o d u c i n g 

s u c h r u l e s w a s t h a i .sav ings w e r e s o h i g h tha t it d i d n o t want t o h a v e m o r e 

c a p i t a l i n the c o u n i r ) ' . T h i s s i t u a t i o n is h a r d l y the s a m e as the o n e a f f l i c t i n g 

d e v e l o p i n g c o u n t r i e s s t a r v e d fo r c a p i t a l a n d i n v e s t m e n t s . E v e n i n c a p i t a l -

r i c h C h i l e , t h e p o l i c y l e d to financial p r o b l e m s . B i g c o m p a n i e s o p e r a t i n g 

i n t e r n a t i o n a l l y c i r c u m v e n t e d the c o n t r o l s a n d got h o l d o f c a p i t a l a n y w a y , 

w h i l e s m a l l b u s i n e s s e s c o p e d less w e l l a n d h a d to p a y i n te res t ra tes m a n y 

l i m e s h i g h e r . 

T h e pers |>ect ive o f t h e s e r u l e s is e x c e s s i v e l y s h o r t t e r m . C h i l e was 

h i t b y a rea l e c o n o m i c c r i s i s i n 1 9 8 1 - 8 2 , w i t h b a n k f a i l u r e s a n d a 9 0 % 

d e v a l u a t i o n . T ' h a t c r i s i s h a p p e n e d at t h e s a m e t i m e as i ts c a p i t a l c o n t r o l s 

w e r e at t h e i r m o s t r i g o r o u s , w h e n i n f l o w s o f cap i t a l w e r e p r o h i b i t e d u n l e s s 

t h e c a p i t a l r e m a i n e d i n t h e c o u n t r y for at least f i ve a n d a h a l f y e a r s . W i s e 

f r o m t h e c r i s i s , ( " b i l e d e c i d e d to r e f o r m a n d c o n s o l i d a t e d i ts c h a o t i c 

b a n k i n g s e c t o r , w h i c h is p r o b a b l y the m a i n reason w h y it h a s a v o i d e d 

f u n h e r c r i s e s . ( I n c i d e n t a l l y , ( ' b i l e ' s d e c i s i o n to c a n c e l i ts c a p i t a l r e g u l a i i o n s 

c a m e at t h e h e i g h t o f t h e A s i a n c r i s i s . ) ' 

C a p i t a l c o n t r o l s o f t e n s e r v e a s a m e a n s o f l u l l i n g i n v e s t o r s a n d 

p o l i t i c i a n s i n t o a f a l se s e n s e o f .secur i ty . A l o o m i n g c r i s i s c o v e r e d 

b y m a r k e t - d i s t o r t i n g r e g u l a t i o n s o n l y h i t s h a r d e r o n c e the u n d e r l y i n g 

p r o b l e m s a r e finally e x p o s e d . O n l y m o n t h s b e f o r e t h e A s i a n c r i s i s h i t 

S o u t h K o r e a . I t K a l p o l i t i c i a n s a n d i n t e r n a t i o n a l i n v e s t o r s b e l i e v e d t h e 

c o u n t r y ' s r e s t r i c t i o n s o n c a p i t a l m o b i l i t y w o u l d save i t f r o m a n e x c h a n g e 

c r i s i s . I n 1 9 9 7 . G o l d m a n - S a c h s j u d g e d S o u t h K o r e a ' s b a n k s a n d c e n t r a l 

b a n k to b e i n b a d s h a p e , b u t s i n c e t h e c o u n t r y h a d c a p i t a l r e g u l a t i o n s , 

t h e y d e c l a r e d t h a t i n v e s t o r s c o u l d d i s r e g a r d t h e r i s k s t h i s i m p l i e d . T h e 

i n v e s t o r s t o o k t h e a d v i c e a n d i g n o r e d the r i s k s . T h e A s i a n c r i s i s r h e n 

s t r u c k h a r d e s t a g a i n s t I n d o n e s i a , S o u t h K o r e a , a n d e v e n t u a l l y R u s s i a , 

w h i c h h a d t h e s t i fTcs t c a p i t a l r e g u l a t i o n s i n a n y g r o w t h m a r k e t . T h o s e 

w i t h t h e l i g h t e s t r e g u l a t i o n s — H o n g K o n g , S i n g a p o r e , a n d T a i w a n — 

f a r e d f a r be t te r . ' ' B r a z i l t o o w a s h a r d h i t ; p o l i t i c i a n s t he re h a d t h o u g h t 

t h a t r e s t r i c t i o n s a g a i n s t s h o r t - t e r m c a p i t a l w o u l d s teer t h e m c l e a r o f t h e 

c r i s i s . 
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.Sooner o r la te r , m i s m a n a g e d p o l i c y l e a d s t o c r i s i s . A n d i f c a p i t a l c o n t r o l s 

m a k e p o l i t i c i a n s be l ieve tha t t h e y are f ree to p u r s u e a n y p o l i c y t h e y l i k e , 

t h e o d d s a re i h a t they w i l l agg rava te t h e c r i s i s . I n t h e o r y , t e m p o r a r y c a p i t a l 

c o n t r o l s i n a c r i s i s c o u l d g i ve t h e c o u n t r y b r e a t h i n g r o o m to m o d e r n i s e 

i ts b a n k i n g a n d finance sec to r , i r o n o u t p r o b l e m s i n the b u d g e t , a n d 

l i be ra l i se t h e e c o n o m y . O f t e n , t h o u g h , r e g u l a t i o n s a r c p u t t o the o p p o s i t e 

u s e , as a m e a n s ol a v o i d i n g p a i n f u l r e f o r m s . O n e s i g n o f t h i s a v o i d a n c e 

is tha t c o u n t r i e s w i t h c a p i t a l r e g u l a t i o n s h a v e , o n a v e r a g e , b i g g e r b u d g e t 

de f i c i t s a n d h i g h e r i n f l a t i o n t h a n t hose w i t h o u t . T h i s is a l s o w h y l i b e r a l 

e c o n o m i c s w i t h f reer financial m a r k e t s e m e r g e f r o m t h e i r c r i s e s m o r e 

q u i c k l y . W e c a n c o m p a r e the r a p i d r e c o v e r y o f m a n y A s i a n s ta tes a f t e r t h e 

A s i a n c r i s i s w i t h L a t i n A m e r i c a ' s c r i s i s o f t h e e a r l y 1 9 8 0 s , a f t e r w h i c h I j t i n 

A m e r i c a n c o u n t r i e s i m p o s e d c o n t r o l s o n c a p i t a l o u t f l o w s a n d r e f r a i n e d 

from l i b e r a l r e f o r m s . T h e resu l t w a s a los t d e c a d e o f i n f l a t i o n , p r o l o n g e d 

u n e m p l o y m e n t , a n d l o w g r o w t h . C o m p a r e M e x i c o ' s r a p i d r e c o v e r y a f t e r 

t h e " T e q u i l a c r i s i s ' o f 1 9 9 5 w i t h the s a m e c o u n t r y ' s p r o l o n g e d d e p r e s s i o n 

a f t e r t h e d e b t c r i s i s o f 1 9 8 2 . 

A n o t h e r p r o b l e m w i t h c a p i t a l c o n t r o l s is t h a t t h e y a re h a r d to m a i n t a i n 

i n a w o r l d o f e v e r - i m p r o v i n g , e v e r - f a s t e r c o m m i m i c a t i o n . They a re i n 

p r a c t i c e a n i n v i t a t i o n to c r i m e , a n d a grc-at d e a l o f i n v e s t o r s ' t i m e is d e v o t e d 

t o c i r c u m v e n t i n g the r e g u l a t i o n s . T h e l o n g e r a r e g u l a t i o n h a s b e e n i n f o r c e , 

i l u - less c l i c i t i v i - i i b e c o m e s , bec . i i i se i n v e s t o r s t h e n h a v e t i m e to find w a y s 

a r o u n d i t . B e s i d e s , m o s t r e g u l a t i o n s h a v e t h e i r e x c e p t i o n s fo r p a r t i c u l a r l y 

i m p o r t a n t o r v u l n e r a b l e e n t e r p r i s e s . So i n m o s t c o u n t r i e s c o n t r o l s b t x o m e 

a n i n c e n t i v e for c o r r u p t i o n , a n d d i t f e r e n t p e o p l e a r c t r ea ted d i f f e r e n t l y b y 

t h e l a w . 
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Tobin tax 

O
n e p r o p o s e d c a p i t a l r c g u l a t i i m tha t has a c h i e v e d p o p u l a r i t y i n 

r e c e n t y e a r s is t h e s o - c a l l e d T o b i n t a x , n a m e d a f t e r N o b e l l a u r e a t e 

e c o n o m i s t J a m e s T o b i n , w h o first sugges ted i t . T h e T o b i n T a x is 

a l o w t a x o f 0 . 0 5 - 0 . 2 5 % o n a l l c u r r e n c y e x c h a n g e , w h i c h is a d v o c a t e d b y 

the A T T A C m o v e m e n t a m o n g o t h e r s . T h e idea is t o s l o w d o w n c a p i t a l 

m o v e m e n t s a n d m a k e i n v e s t o r s t h i n k t w i c e b i - fore a l l o w i n g c a p i t a l t o 

c r o s s c u r r e n c y e x c h a n g e b o u n d a r i e s . It 's a r g u e d tha t i n t h i s w a y h a r m f u l 

s p e c u l a t i o n a n d m a j o r e x c h a n g e c r i s e s c o u l d be a v o i d e d . C r i t i c i s m o l i h e 

T o b i n t a x h a s f o c u s e d o n the i m p o s s i b i l i t y o f i n t r o d u c i n g i t . I n p r a c t i c e , 

a l l c o u n t r i e s w o u l d h a v e to ag ree o n i t ; o t h e r w i s e t r a n s a c t i o n s w o u l d g o 

t h r o u g h n o n s i g n a t o r y c o u n t r i e s . A n d i f i t c o u l d be i n t r o d u c e d , m o r e a n d 

m o r e t r a d e w o u l d g o to t h e m a j o r c"ur renc ies i n o r d e r t o a v o i d t ran.s ; ic t ion 

c o s t s . P e r h a p s n e a r l y t h e e n t i r e w o r l d ec t>nomy w o u l d e n d u p u s i n g U . S . 

d o l l a r s . B u t t h e r e is a m o r e s e r i o u s o b j e c t i o n to t h e T o b i n t a x : e v e n i f it 

w e r e p o s s i b l e to i n t r o d u c e , it w o u l d b e h a r m f u l . 

T h i s t a x w o u l d a c t u a l l y be m o r e h a r m f u l t o the financial m a r k e t t h a n 

r e g u l a t i o n s b y i n d i v i d u a l c t ) i m t r i e s . T h e o n l y ef fect t»f t h e la t te r is t o r e d u c e 

i n f l o w i n t h e c o u n t n . ' o p t i n g fo r t h e m , w h e r e a s a T o b i n t a x w o u l d r e d u c e 

t u r n o v e r a n d t h e p o s s i b i l i t y o f e x t e r n a l financing a l l o v e r t h e w o r l d , e v e n 

fo r c o u n t r i e s i n g rea t n e e d o f s u c h financing. O b s t a c l e s to the m o v c m e i u 

o f c a p i t a l f e n c e it i n w h e r e i t is a l r e a d y — i n t h e a f f l u e n t c o u n t r i e s — a n d 

t h e T h i r d W o r l d is t h e loser . I f i e I b b i n rax . t h e r e f o r e , is n o t r e a l l y a tax 

o n c a p i t a l b u t a t a r i f f t h a t m a k e s t r ade a n d i n v e s t m e n t m o r e e x p e n s i v e . 

A d v o c a t e s o f t h e T o b i n t a x c l a i m tha t it n e e d n o t h a v e th i s e f f ec t , becau.se 

it is s o l o w . F o r l o n g - t e r m i n v e s t m e n t s t h e cos t w i l l b e n e g l i g i b l e . B u i the 

p r o b l e m is t h a t a n i n v e s t m e n t is n o t j us t o n e t r a n s a c t i o n . A n i n v e s t o r m a y 

j x - r h a p s p a r t i a l l y finance a p r o j e c t , r e c o u p s o m e o f t h e m o n e y i n p r o f i t s , 

i n c r e a s e t h e i n v e s t m e n t i f i t is s u c c e s s f u l , t r ans fe r e a r n i n g s to o t h e r p a r t s 

o f t h e o p e r a t i o n , a d d c a p i t a l , b u y comp<Micnts f r o m a b r o a d , a n d s o o n . 

W i t h e v e r y l i t t l e t r a n s a c t i o n t a x e d , t h e to ta l cos t o f t h e T o b i n t a x w i l l be 

m a n y t i m e s g r e a t e r t h a n t h e l o w c o s t sugges ted by t h e p e r c e n t a g e figure 

o n pape r , a n d s o d o i n g b u s i n e s s i n one ' s o w n c u r r e n c y a n d i n o n e s o w n 
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r e g i o n w i l l be m o r e p r o f i t a b l e . T h i s w i l l l e a d to a g e n e r a l r e d u c t i o n o f t h e 

r e t u r n o n c a p i t a l , a n d it w i l l c a u s e c a p i t a l - s t a r v e d c o u n t r i e s to h a v e less 

a c c e s s to c a p i t a l a n d , c o n s e q u e n t l y , f e w e r i n v e s t m e n t s . I n t e r e s t r a tes w i l l 

r i s e , a n d I v j r r o w e r s w i l l h a v e to p a y m o r e f o r t h e i r l o a n s . 

T h e a d h e r e n t s o f the T o b i n tax say t h a t w h a t the\ - r e a l l y w a n t t o get 

at is s h e e r c u r r e n c y s p e c u l a t i o n , n o t p r o d u c t i v e i n v e s t m e n t . B u t t h e i d e a 

t h a t t he re is s o m e h a r d a n d fast I w u n d a r y b e t w e e n u s e f i i l i n v e s t m e n t s 

a n d 'use less s p e c u l a r i o n ' is c o m p l e t e l y w r o n g . D e r i v a t i v e s , w h i c h t h e 

c r i t i c s u s u a l l y regard as s h e e r s p e c u l a t i o n , a r e n e c e s s a r y i n o r d e r f o r 

i n v e s t m e n t s to w o r k . I n a w o r l d o f c h a n g i n g p r i c e s a n d e x c h a n g e r a t e s , 

a firm's f o r e c a s t i n g c a n be c o m p l e t e l y o v e r t u r n e d i f it d o c s n o t h a v e t h e 

t y p e o f i n s u r a n c e that d e r i v a t i v e s a f f o r d . S u p p o s e a c o m p a n y e x t r a c t s a 

m e t a l a n d ( h e p r i ce o f t ha t m e t a l s u d d e n l y f a l l s d r a m a t i c a l l y ; e a r n i n g s 

f a i l to m a t e r i a l i s e a n d b a n k r u p t c y t h r e a t e n s . I n s t e a d o f d e v o t i n g a l a r g e 

p a r t o f i ts a c t i v i t y to w o n d e r i n g h o w m a r k e t s a r e g o i n g to d e v e l o p , t h e 

firm c a n b u y a right to se l l t he r a w m a t e r i a l at a p r e d e ( c r m i n e d p r i c e l a ( e r 

o n — a sa le o p t i o n . T T i c p u r c h a s e r o f t h i s o p t i o n t a k e s o v e r t h e r i s k a n d 

t h e r e s p o n s i b i l i t y o f p r e d i c t i n g m a r k e t d e v e l o p m e n t s . T h e m e t a l c o m p a n y 

c a n q u i e t l y c o n c e n t r a t e o n e x t r a c t i n g t h e m e t a l , a n d t h e r i s k is w i l l i n g l y 

t a k e n o v e r i n s t e a d b y p e o p l e w h o s[>ecial ise i n o b s e r v i n g d e v e l o p m e n t s a n d 

a p p o r t i o n i n g the r i s k s — i n a w o r d , s p e c u l a t o r s . 

B e c a u s e e x c h a n g e ra tes a re r a p i d l y c h a n g e a b l e , firms e n c o u n t e r the 

s a m e r i s k if, for e x a m p l e , t h e c u r r e n c y i n w h i c h t h e y a re p a i d q u i c k l y 

d e p r e c i a t e s . I f a m e t a l c o m p a n y h a s t r o u b l e p r e d i c t i n g t h e f i i t u r c c o u r s e 

o f i ts o w n m a r k c ( , i t is f a r m o r e d i f H c u l t f o r i t t o k e e p t r a c k o f e c o n o m i c 

d o e l o p m e n t s i n the c u r r e n c y a n d e x c h a n g e r i s k s o v e r a p e r i o d o f s e v e r a l 

m o n t h s o r y e a r s . T h i s u n c e r t a i n t y m a k e s it s t i l l m o r e i m p o r t a n t t o b e a b l e 

to t r a d e i n c u r r e n c y d e r i v a t i v e s o f d i f f e r e n t k i n d s , s o tha t a c o m p a n y c a n , 

fo r e x a m p l e , p u r c h a s e the r i g h t t o se l l t h e c u r r e n c y i t w i l l b e r e c e i v i n g at a 

p r e d e t e r m i n e d p r i c e . B u t i t is t h i s v e r y ' s p e c u l a t i o n ' t ha t a T o b i n t a x w o u l d 

p r e v e n t . A n d , j u s t l i k e a n o r d i n a r y i n v e s t m e n t , i t i n v o l v e s m o r e t h a n o n e 

s i n g l e t r a n s a c t i o n . I f a s p e c u l a t o r t o o k o v e r o n l y c o t n p l e t e r i s k s , he w o u l d 

be v e r y v u l n e r a b l e . T h e s p e c u l a t o r m u s t a l w a y s b e a b l e to r e a p p o n i o n b i s 

r i s k s a c c o r d i n g to d e v e l o p m e n t s i n o r d e r t o b a l a n c e h i s to ta l p o r t f o l i o o f 

r i s k . T h i s a b i l i t y is g u a r a n t e e d b y a l a r g e s e c o n d h a n d m a r k e t t h a t e n a b l e s 

o n e to ( r a d e i n these d e r i v a r i v e s a l m o s ( i m m e d i a ( e l y . P h i s ' s p e c u l a t i o n ' is 

h o w t h e i n s u r a n c e is m a d e as c h e a p as p o s s i b l e f o r t h e c o m p a n y , a l l o w i n g it 

to i n v e s t i n sp i te o f r i s k s . A n d it is e s s e n t i a l l y t h e s a m e w a y t h e s e c o n d h a n d 

m a r k e t fo r s h a r e s , the s t o c k m a r k e t , g i v e s p e o p l e t h e c o u r a g e to finance 

n e w b u s i n e s s e s b y p a r t i c i p a t i n g as s h a r e h o l d e r s . 
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T h e s t r u c t u r e o f t h e T o b i n tax is a i m e d at t h i s v e r y m a r k e t . I t w o u l d 

resu l t i n f e w e r s p e c u l a t o r s I x r i n g r e a d y to take o n r i s k s a n d i n t h e i r 

d e m a n d i n g m u c h m o r e p a y m e n t f o r d o i n g so . T h e i n s u r a n c e , t h e n , w o u l d 

bi- m u c h m o r e e x p e n s i v e f o r c o m p a t i i e s a n d i n v e s t o r s , w i t h t h e resu l t t ha t 

t hey w o u l d n o t i n v e s t i n c o u n t r i e s a n d c u r r e n c i e s w i t h a g rea te r c l e m e n t 

o f r i s k . O n c e a g a i n , i t is the m o r e c a p i t a l - s t a r v e d a n d r i s k - l a d e n r e g i o n s — 

p o o r d e v e l o p i n g c o u n t r i e s — t h a t w o u l d be the losers . I n v e s t o r s woidd p l a c e 

t h e i r c a p i t a l o n l y w h e r e it s e e m e d s e c u r e a n d w h e r e t h e y k n e w the m a r k e t . 

D u r i n g t h e pas t d e c a d e , t h e d e v e l o p i n g c o u n t r i e s h a v e r e c e i v e d o v e r a 

q u a r t e r o f a l l f o r e i g n d i r e c t i n v e s t m e n t . T h i s figure w o u l d fa l l d r a m a t i c a l l y 

i f a l o b i n t a x w e r e i n t r o d u c e d . It w o u l d b e m o r e d i f f i c u l t f o r p e o p l e a n d 

b u s i n e s s e s i n p o o r c o u n t r i e s to o b t a i n l o a n s , a n d t h e y w o u l d l ie f o r c e d to 

p a y h i g h e r ra tes o f i n t e r e s t . 

T l i e r e is a s e r i o u s r i sk , d i c r i , that financial m a r k e t s w o u l d l ie d i s r u p t e d b y a 

T o b i n u x . B u t diat tax w o u l d no t be capab le o f pre%'enting e x c h a n g e cr ises. I n 

p r a c t i c e , t h e tax w o u l d es tab l i sh o n l y a l o w ba r r i e r to im|x.-de e v e r y d a y t r a d i n g . 

I f e x c h a n g e t ransact ion .s nhoiY that t h r e s h o k l s u d d e n l y b e c a m e p ro f i t ab le , 

there w o u l d be d r a s t i c fluctiiations. The p r o b l e m s of c u r r c n o ' s p e c u l a t i o n 

a n d c a p i t a l e x o d u s w o u l d no t be ave r ted . W h e n ^ l e c u l a t o r s reali.sc that they 

h a v e a c h a n c e o f b r e a k i n g a fixed e x c h a n g e rate ( f o r e x a m p l e , s te r l i ng ;md 

the S w e d i s h k r o n a in 1 9 9 2 ) , they- s tand to m a k e such e n o r m o u s a m o u n t s o f 

m o n e y tha t a tax o f a ftaction o f the g a i n wo ix ld not de te r t h e m . I I the \ ' c a n 

m a k e 2 0 o r '>iP/n o n a n e x c h a n g e rate, t hey w i l l not he p u t of i " by a tax o f 

0 . 0 5 % . T h e s a m e a p p l i e s w h e n c o n f i d e n c e i n a c o i u i t r y f a i l s a n d g i g a n t i c 

losses c a n be a v o i d e d b y g e t t i n g «)ut fast , as i n t h e A s i a n c r i s i s o f 1 9 9 7 . 1 h e 

s m a l l tax t h a t is s u f f i c i e n t t o d i s r u p t the everv-day, h e a l t h y f u n c t i o n i n g o f 

the f i n a n c i a l m a r k e t w o u l d n o t b e s u f f i c i e n t to p r e v e n t these c r i ses . 

H i g h t u r n o v e r i n t h e e x c h a n g e m a r k e t r educes t h e r i s k o f t e m p o r a r y 

s h o r t a g e s a n d d i s t o r t e d p r i c i n g . A b igge r m a r k e t a l s o r e d u c e s the r i s k o f 

i n d i v i d u a l p l a y e r s a n d t r a n s a c t i o n s d e c i s i v e l y a fVec t ing p r i c e s . I n this w a y 

f ree e x c h a n g e m a r k e t s p r e v e n t the o c c u r r e n c e o f v i o l e n t e x c h a n g e ra te 

fluctuations, s o m e t h i n g t h a t , p a r a d o x i c a l l y , t h e T o b i n tax c o u l d a u g m e n t 

b y r e d u c i n g t h e l i q u i d i t y o f t h e e x c h a n g e m a r k e t . C ^ m s t a n t e q u a l i s a t i o n s 

a n d a d j u s t m e n t s w o u l d b e r e p l a c e d b y b i g p e r i o d i c j o l t s . C u r r e n c ) ' , m a r k e t 

s h o c k s , a n d v o l a t i l i t y h a v e no t i n c r e a s e d s i n c e t h e 1 9 7 0 s , d e s p i t e t h e 

w i d e s p r e a d l i b e r a l i s a t i o n o f m a r k e t s a n d a q u a d r u p l i n g o f v o l u m e . T h e 

facT is tha t c< jun t r ies w i t h severe c a p i t a l r e g u l a t i o n s h a v e far m o r e e r r a t i c 

e x c h a n g e ra tes t h a n t h o s e w i t h f e w e r r e s t r i c t i o n s . ' 

B u t f o r a l l t h e s e s h o r t c o m i n g s , t h e T o b i n tax s t i l l h a s o n e a d v a n t a g e : 

it w o u l d y i e l d t r e m e n d o u s r e v e n u e s . T h e A T I A C m o v e m e n t c o u n t s o n 
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S i 0 0 b i l l i o n a y e a r — . s o m e say $ 1 0 b i l l i o n to S 5 0 b i l l i o n a yea r . H o w e v e r , 

the q u e s t i o n is w h e t h e r t h i s m o n e y c o u l d e v e r b e c o l l e c t e d . C o l l e c t i o n 

w o u l d r e q u i r e a n i m m e n s e b u r r a u c r a c y k e e p i n g t r a c k o f a l l t r a n s a c t i o n s 

t h r o u g h o u t t h e w o r l d a n d e m p o w e r e d to c o l l e c t t h e m o n e y . W e a re t a l k i n g 

h e r e a b o u t t r a n s a c t i o n s t a k i n g p l a c e i n c o m p u t e r s a l l o v e r t h e g l o b e , 

i n c l u d i n g i n c o u n t r i e s tha t i n p r a c t i c e h a v e n e i t h e r a c c o u n t i n g s y s t e m s n o r 

a n c l l e c t i v e a d m i n i s t r a t i o n . I n ( ) t he r w o r d s , t h e r e w o u l d h a v e to b e s o n i c 

k i n d o f w o r l d g o v e m m e n t , t h e b u r e a u c r a c y o f w h i c h w o u l d p r e s u m a b l y 

eat u p a l a rge par t o f the r e v e n u e s c o l l e c t e d . H o w is t h i s b u r e a u c r a c y to 

b e g o v e r n e d ? B y t h e U n i t e d N a t i o n s , w h e r e d i c t a t o r s h i p s h a v e t h e s a m e 

p o w e r a s d c m t K r a c i e s ? W h o w o u l d s t o p t h i s w o r l d g o v e r n m e n t f r o m 

s w e r v i n g i n t o an o r g y o f c o r r u p t i o n ? W h o w o u l d p r e v e n t abuses o f i ts 

e x p a n s i v e p o w e r ? A n d w h o w o u l d get t h e m o n e y ? 

N e v e r t h e l e s s , t h e I 'ob in tax w o u l d i n t h e o r y m e a n s e v e r a l b i l l i o n 

d o l l a r s t h a t , f o r e x a m p l e , c o u l d be u s e d l o h e l p t h e T h i r d W o r l d . B u t i f 

w e a r e c o n v i n c e d t h a t a c a p i t a l t r a n s f e r o f t h i s k i n d w o u l d b e h e l p f u l , w h v 

can ' t w e a c h i e v e i t b y o t h e r m e a n s ? W l i y n o t a b o l i s h the tar i fTs a g a i n s t 

these c o u n t r i e s o r d i s m a n t l e the K U ' s d e s t r u c t i v e a g r i c u l t u r a l p o l i c ) ' , 

w h i c h is h o l d i n g t h e m b a c k ? W h y no t a u g m e n t d e v e l o p m e n t a s s i s t a n c e o r 

i n t r o d u c e a g l o b a l c h a r g e o n p o l l u t i n g a c t i v i t y ? W h y s h o u l d w e n e c e s s a r i l y 

p r o c u r e r e v e n u e b y s a b o t a g i n g t h e financial m a r k e t ? U n l e s s tha t is the t r u e 

m o t i v e . . . . 
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The Asian crisis 

^ ^ ~ ( > rind Dil i iinvv 1 M s i s .̂111 hi' p K s c i i u i l . w c o i i j ; l i i r o s t u d \ i- . i r l ier 

c r i s e s a n d t h e i r c a u s e s . T h e A s i a n c r i s i s o f 1 9 9 7 - 9 8 is o f t e n sa id to 

h a v e c o m e l i k e a b o l t f r o m t h e b l u e , w i t h h e a l t h y e c o n o m i e s s u d d e n l y 

h i t b y s p e c u l a t i v e a s s a u l t s a n d c a p i t a l flight. It w a s n ' t l i k e t h a t at a l l . T h e 

g r a i n o f t r u t h i n t h a t vers i<m o f e v e n t s is tha t these c o u n t r i e s w o u l d no t 

h a v e s u f f e r e d a n e x o d u s o f c a p i t a l if t he \ ' h a d nt)t l i be ra l i . \ed m o v e n i e i u s 

o f c a p i t a l , b e c a u s e t h e n the c a p i t a l w o u l d n e v e r h a v e c o m e to t h e m i n the 

first p l a c e . W h a t crc-ated t h e c r i s i s , t h o u g h , w a s a c o m b i n a t i o n o f f a c t o r s , 

a m o n g w h i c h s p e c u l a t i o n w a s n o t t h e t r i g g e r i n g f a c t o r b u t r a t h e r the d r o p 

tha t m a d e a n a l r e a d y f u l l g lass r u n over . * 

T h e e c o n o m i c s a f f e c t e d b y the A s i a n c r i s i s h a d b e e n s h o w i n g c l e a r 

s i g n s o f t r o u b l e a h e a d f o r s o m e t i m e , a n d t h e s e s igns g r e w s t r o n g e r d u r i n g 

1 9 9 6 a n d e a r l y 1 9 9 7 . T h o s e e c o n o m i e s h a d r e c e i v e d e n o r m o u s infl«)WN 

o f c a p i t a l d u r i n g t h e 1 9 9 0 s , e s p e c i a l l y t h n u i g h s h o r t - t e r m b o r r o w i n g 

a b r o a d , w h i c h w a s e n c o u r a g e d b y t h e i r g o v e r n m e n t s . T h e p r o p o r t i o n o f 

t h e d e b t s o f T h a i b a n k s a n d i n s t i t u t i o n s b o r r o w e d f r o m a b r o a d rose f r o m 

5 to 2 8 % b e t w e e n 1 9 9 0 a n d 1 9 9 5 . T h a i l a n d ' s c e n t r a l b a n k , a l o n g w i t h 

v a r i o u s b a n k i n g r e g u l a t i o n s , c r e a t e d h i g h d o m e s t i c i n t e res t ra tes , m a k i n g 

it l u c r a t i v e to b o r r o w a b r o a d . M u c h o f that b o r r o w e d m o n e y w a s t h e n 

r e - l e n t at h i g h e r ra tes of i n te res t a i h o m e . G o v e r n m e n t s e n c o u r a g e d these 

l o a n s w i t h fixed e x c h a n g e ra tes a n d tax s u b s i d i e s . A t t h e s a m e t i m e t h e ) ' 

d i s c r i m i n a t e d a g a i n s t l o n g - t e r m c a p i t a l . S o u t h K o r e a t r i e d to e x c l u d e 

it c o m p l e t e l y b y p r o h i b i t i n g f o r e i g n d i r e c t i n v e s t m e n t s a n d p u r c h a s e s 

of s h a r e s a n d s e c u r i t i e s . S h o r t - t e r m l o a n s w e r e t h e o n l y p o s s i b l e w a y o f 

r a i s i n g c a p i t a l f r o m a b r o a d . 

A .Sou th K o r e a n b a n k c o u l d b o r r o w d o l l a r s o r y e n fo r a v e r y s h o r t 

t e r m — m o n e y t h a t i t w o u l d s o o n h a v e to p a y b a c k . M e a n w h i l e , i t l en t 

t h i s m o n e ) ' a t a h i g h e r ra te of i n te res t fo r l o n g - t e r m i n v e s i m e n i s in S o u t h 

K o r e a . B a n k s c o u n t e d o n a l w a y s b e i n g a b l e to r e n e w t h e fi>rcign l o a n s , 

s i n c e o t h e r w i s e t h e y w o u l d s u d d e n l y be lef t w i t h o u t m o n e y to m e e t t h e i r 

o t h e r o b l i g a t i o n s . C a p i t a l w a s c h a n n e l l e d t h r o u g h b a n k s a n d finance 

c o m p a n i e s t h a t w e r e u r t p r e p a r e d f o r s u c h e n o r m o u s i n f l o w s . T h e y w e r e 
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n o t e x p o s e d to c o m p e t i t i o n , a n d t h e y w e r e o f t e n a l l i e d w i t h t h e r u l i n g 

r e g i m e a n d w i t h s t r o n g e c o n o m i c i n t e r e s t s . M a n y o f t h e r e s o u r c e s i n 

S o u t h K o r e a , M a l a y s i a , T h a i l a n d , a n d I n d o n e s i a w e n t t o f a v o u r e d firms 

a n d p r e s t i g e p ro j ec t s . O u t s i d e r s h a d n o r e a s o n to b e a p p r e h e n s i v e , b e c a u s e 

t h e y k n e w t h a t the m l i n g p o w e r s w o u l d n e v e r a l l o w t h e i r f a v o u r i t e s to g o 

u n d e r . T h i s priiKiple a p p l i e d to t h e n a t i o n a l b a n k s , b u t al.so to p r i v a t e 

firms h k e t h e chofhob—South K o r e a ' s s u p e r - c o r p o r a t i o n s — o r t h e b u s i n e s s 

e m p i r e o p e r a t e d b y S u h a n o ' s a c q u a i n t a n c e s i n I n d o n e s i a . B e s i d e s , f o r e i g n 

c r e d i t o r s k n e w for su re tha t t h e I M F w o u l d i n t e r v e n e a n d save iliein f r o m 

losses i f t h e r e g i o n as a w h o l e r a n i n t o p r o b l e m s . A n d s o t h e f o r e i g n e r s 

len t u n l i m i t e d a m o u n t s , r e s u l t i n g i n o v e r i n v e s t m e n t i n l o w - y i e l d h e a v y 

i n d u s t r y a n d rea l es ta te , i n s t e a d o f i n m o r e d y n a m i c e n t e r p r i s e s . 

A l l t h e c o u n t r i e s d e s t i n e d to be h i t b y t h e c r i s i s h a d e n o r m o u s s h o r t -

t e r m d e b t s re la t i ve to t h e i r r ese rves . A t t h e s a m e t i m e , t h e y a l l h a d fixed o r 

c o n t r o l l e d e x c h a n g e ra tes . T h i s s i t i i a t i o n c r e a t e d a n u m b e r o f e v e n t u a l l y 

d e v a s t a t i n g p r o b l e m s . U s u a l l y , o n e dt>es n o t d a r e to b o r r o w h u g e s u m s 

a b r o a d a n d t h e n l e n d t h e m o n l y s l i g h t l y m o r e e x p e n s i v e l y at h o m e i f 

e x c h a n g e r a t e s a rc c o n s t a n t l y fluctuating. O n e c a n l ose o n e v e n v e r y s m a l l 

e x c h a n g e r a t e m o v e m e n t s u n l e s s o n e is i n s u r e d a g a i n s t t h e r i s k . B u t w i t h 

t h e g o v c r n m c n i p r o f e s s i n g to g u a r a n t e e a fixed e x c h a n g e ra te , t h i s r i s k 

a p p e a r e d to v a n i s h , a n d e v e r y o n e w a s a b l e to b o r r o w l i k e m a d . I n a d d i t i o n , 

r e g u l a t i o n m e a n t tha t t h e I c K a l c u r r e n c y w a s o v e r v a l u e d ( b y a b o u t 2 0 % ) , 

n o t least b e c a u s e the U . S . d o l l a r , t o w h i c h m a n y o f t h e s e c u r r e n c i e s w e r e 

p e g g e d , ro.sc. T h i s o v e r v a l u a t i o n h e l p e d m a k e e x p o r t i n g m o r e d i f f i c u l t . 

T h a i e x p o r t s , w h i c h h a d r i s e n b y 2 5 % i n 1 9 9 5 , a c t u a l l y s t a r t e d to d e c l i n e 

in the f o l l o w i n g y e a r I n 1 9 9 6 , the y e a r b e f o r e t h e c r i s i s tha t a l l e g e d l y 

s t r u c k l i k e a bol t f r o m the b l u e , the T h a i s t o c k m a r k e t i n d e x lost o n e - t h i r d 

o f i ts v a l u e . 

B e c a u s e e x c h a n g e ra tes w e r e h i g h e r t h a n t h e m a r k e t b e l i e v e d t h e y 

o u g h t to be , the c u r r e n c i e s b e c a m e a p r e y to s p e c u l a t o r s , as h a p p e n e d to 

s e v e r a l c u r r e n c i e s tha t w e r e p a n o f t h e E u r o p e a n M o n e t a r y S y s t e m ( E M S ) 

i n 1 9 9 2 - 9 3 . I f a n y o n e is p r e p a r e d t o p a y m o r e f o r s o m e i l i i i i g t h a n i i is 

w o r t h , s p e c u l a t o r s a r e , o f c o u r s e , eager to c a s h i n o n i t . S p e c u l a t o r s c a n 

b o r r o w f a n t a s t i c s u m s o f m o n e y i n I t K a l c u r r e n c y a n d e x c h a n g e t h e m at 

t h e m a x i m u m ra te in the c e n t r a l b a n k . A s a r e s u l t , t h e c o u n t r i e s a f f e c t e d 

b y t h e A s i a n c r i s i s i n 1 9 9 7 w e r e f o r c e d to u s e t h e i r c u r r e n c y r e s e r v e s to 

d e f e n d t h e i r excess ive e x c h a n g e r a t e s . 

T h e e x o d u s o f c a p i t a l , t h e n , w a s n o t j us t m i n d l e s s p a n i c , b u t q u i t e 

r a t i o n a l . C o n f i d e n c e i n t h e c o u n t r i e s ' e c o n o m y a n d f u t u r e g r o w t h h a d 

b e g u n l o e v a p o r a t e . W h a t w a s w o r s e , s o h a d b e l i e f i n t h e a b i l i t y o f t h e i r 

178 



e c o n o m i e s to w e a t h e r a c r i s i s . I t w a s k n o w n that t h e y d i d n o t h a v e v i a b l e 

legal i n s t i t u t i o n s , s u c h as b a n k r u p t c y l e g i s l a t i o n . N o w t h e y h a d a l s o 

e x i i a u s t e d t b e r e s e r v e s tha t g u a r a n t e e f o r e i g n l o a n s a t i d t h e w h o l e of t h e 

financial s y s t e m . I f e v e r y o n e p u l l e d o u t , t he reserves w o u l d no t b e s u f f i c i e n t . 

I n d i v i d u a l i n v e s t o r s real i .sed tha t t h e y w o u l d h a v e to r e c o v e r t h e i r cap i t a l 

q u i c k l y i n o r d e r to get i t o u t i n t i m e , b a i t h i n the g o v e r n m e n t ' s a b i l i t y t o 

save e v e r y b u s i n e s s t h a t go t i n t o t r o u b l e b e g a n l o w o b b l e . I he first o n e s 

to get r i d o f t h e i r l o c a l c u r r e n c y h o l d i n g s w e r e n o t s p e c u l a t o r s b u t n a t i v e 

e n t e r p r i s e s tha t nc-eded to p a y o f f t h e i r l o a n s q u i c k l y . W h e n the c o u n t r i e s 

w e r e f o r c e d to a k i n d o n t h e i r e x c h a n g e rates a f te r h u g e l ovscs , c o n f i d e n c e 

i n t h e m d e c l i n e d s t i l l f u r t h e r C a p i t a l fled, l oans w e r e n o t r e n e w e d , a n d 

firms w e r e s u d d e n l y le f t w i t h o u t fin.iiuing. T h e c r i s i s w a s o n . 

U n d o u b t e d l y , i n v e s t o r s i n f l u e n c e d o n e a n o t h e r , a n d s o m e t h i n g o f a 

h e r d m e n t a l i t y e n s u e d , b u t a g a i n , t h i s r e a c t i o n w a s n o t a m a t t e r o f b l i n d 

p a n i c . C o u n t r i e s w i t h h e a l t h y e c o n o m i e s a n d s o l i d i n s t i t u t i o n s , s u c h as 

T a i w a n . S i n g a p o r e , a n d A u s t r a l i a , c o p e d w e l l w h e n t h e i r n e i g h b o u r s w e r e 

k n o c k e d s i d e w a y s . A n d so the t e r m ' A s i a n c r i s i s ' is n o t a l l t ha t a c c u r a t e . 

U p o n r e f l e c t i o n , it b e c o m e s c l e a r tha t n a t i o n a l p o l i c y d e c i d e d h o w g rea t l y 

a c o u n t r y w a s a f f e c t e d b y i b e c r i s i s . I w o resea rche rs w h o s t u d i e d d i e c o u r s e 

o f the c r i s i s s u m m e d it u p as f o l l o w s : 

W e f o u n d n o e v i d e n c e o f c o n t a g i o n , i n w h i c h t h e c u r r e n c y 

d i f f i c u l t i e s o f o n e c o u n t r y w e r e t r a n s f e r r e d to o t h e r c o u n t r i e s . A l l o f 

t he c o u n t r i e s t h a t s u f T e r c d the m o s t .serious financial d i f f i c u l t i e s d i d 

so b e c a u s e e a c h h a d rea l e c o n o m i c d i f f i c u l t i e s , a s s o c i a t e d i n l a rge 

p a n w i t h a n e x c e s s i v e g r o w t h o f b a n k c r e d i t a n d b a n k l o a n a n d 

i n s o l v e n c y i s s u e s . " 

T h e e f f e c t s o f t h e c r i s i s w e r e fel t a l l o v e r t h e w o d d , b u t i n a n i n t e g r a t e d 

w o r l d i t is n a t u r a l f o r e v e n t s i n o n e q u a r t e r t o a f f ec t o t h e r s — a n d n o t 

b e c a u s e o f a n i r r a t i o n a l h e r d m e n t a l i t y . S h o r t a g e o f l i q u i d i t y — t h a t 

i s , h a v i n g o n e ' s m o n e y t i e d u p i n i n v e s t m e n t s w h e n s o m e r e a d y c a s h is 

n e e d e d — m e a n s t h a t i n v e s t o r s h a v e to r epa t r i a t e c a p i t a l f r o m o t h e r r i s k -

l a d e n c o u n t r i e s . I t s h o u l d b e e x p e c t e d t h a t U . S . c o m p a n i e s a n d b a n k s , a n d 

t h u s t h e U . S . e c o n o m y , w o u l d be a f f e c t e d b y o n e o f t h e i r mos t i m p o r t a n t 

m a r k e t s b e i n g p l u n g e d i n t o a p r o f o u n d c r i s i s . A s i a n b a n k s i n c r i s i s h a v e to 

w i t h d r a w r e s o u r c e s f r o m R u s s i a , w h i c h m a k e s p r o b l e m s f o r B r a z i l i a n b a n k s 

a n d f u n d o p e r a t o r s w h o h a v e l en t m o n e y i n tha t d i r e c t i o n , a n d so o n . B u t 

i n t e r n a t i o n a l e f f e c t s r u n l>oth w a y s . P o s i t i v e e v e n t s i n o n e c o u n t r y c a n 

p r c x l u c e p o s i t i v e e f f e c t s e L s e w h e r e . T h e p r e v i o u s u p t u r n i n I . a t i n A t n e r i c a 

a n d A s i a c o n t r i b u t e d to gcM>d t i m e s i n E u r o p e a n d t h e U n i t e d S t a t e s . A n d 
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v e r y p o s s i b l y i t w a s t h e sub .sequen t l y s t r o n g e c o n o m y o f t h e U n i t e d S t a t e s 

tha t saved t h e w o r l d f r o m d e p r e s s i o n i n c o n n e c t i o n w i t h t h e A s i a n c r i s i s 

a n d q u i c k l y p u l l e d t h e A s i a n e c o n o m i e s u p a g a i n . 

Claims by Naomi Klein and otfiers that all the progress achieved m East 

Asia was obliterated by the crisis are sheer nonsense. One country that 

was very badly hit, South Korea, saw its per capita GDP. adjusted lor 

purchasing power, decline in 1998 to just over the 1995 level, which in 

tum was more than twice the level ten years earlier. And only a year later, 

in 1999. South Korean GDP registered an all-time high. Cerlain aspects 

of the crisis have also been hugely exaggerated by activists on ttw 

left. Some went so far as to maintain that the crisis plunged 50 million 

Indonesians into absolute poverty (earning less than a dollar a day) 

This figure is over four times the number who were even temporanly 

reduced to absolute poverty in the wtiole of Souttieast Asia. Official WB 

figures show ttie irrcrease in Indonesia to have been less than a million 

up to 1999, a number that has since declined.'" 
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Instead of crisis 

� ^ ^ h c r e , i n : vaiioiis methods lor avoiding financial and ixch.inge rate 

crises, but the most essential of ihcm is simply for a country to have 

a healthy economic pohcy. The very first pei)|>le ii> mc)\e their s ivings 

away from a country that sul)sei|uently experiences a massive exodus of 

capital are usually its own citizens, who have a front-row view and most 

often know best which economic problems their rulers are attempting to 

conceal. This suggests that lack of confidence is brought aboiu by real 

problems, not by ignorance and follow-ihe-leadcr behaviour. The top 

priority' for crisis avoidance is for the government to have control of its 

finances and inflation. Galloping budget deficits and high inflation were 

not the problem during the A.sian crisis, but they are definitely the fastest 

and most common ways of ruining confidence in an economy. 

I he most importaiu long-term commitments tor new economies are 

reforms of legal and financial institutions. (Countries should lil>eralise their 

domestic flnancial markets and their trade polic>' before opening up to 

foreign capital. Otherwise, capital will not be channelled in harmony with 

the wider market, leading to malinvc-stmcnt. Supervision and regulation of 

the financial sector have to be reformed, and compctii ion must be permitted. 

Corruption and nepotism must be weeded out and superseded by the rule 

of law and capital yield requirements. Given the lendenc}' of ignorance ro 

cause panic in critical situations, much depends on reliable information 

and transparency in national and corporate dealings, something that 

many Asian governments had deliberately obstructed. Credit valuation 

and bankruptcy laws, which in reality have been lacking in many Asian 

countries, have to be introduced. I he global community could provide 

effective coun.selling on the strengthening of national financial markets. 

Accounting rules and capital coverage requirements can be coordinated, 

and agreements can be introduced on the consistent management of 

financial crises—management that until now has heen pretty arbitrary. 

It is true that the Iiberali.s.ition of financial markets has sometimes been 

followed by financial crises. The trouble, however, is not liberalisation as 

such but the absence of the necessary instiiuiions to go with it. Hconomist 
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Jagdish Bhagwaii is among those who have pointed out that liberalisation 

of capital How^ can create problems i f it precedes other imponant reforms. 

He suggests as a solution, not capital controls, but that countries first create 

|K)litical stability, free trade, and demesne reforms, such ;u. privatisation, 

belorc attempting to liberalise their financial markets." In practice, though, 

liberalisation of financial markets comes easier, and so it has ofren preceded 

domestic reforms, which can take far longer to implement and must overcome 

opposition from vested interests. The I M F bears much of the blame for 

deregulations previously having occurred without the necessary preconditions 

being in place. Two journalists for Tlif Economist have compared the I M P s 

advocates of capital mobility to an unscrupulous salesperson in a pet shop 

declaring that a dog is wonderful company, while forgetung to explain that 

in order to survive it must be fed and taken for walks.' ' 

Nowadays the I M F devotes more effort to advising countries on how to 

create good insritutions in the long term, and governments have become 

interested listeners. This task is an important one, but such reforms 

demand long-term work of a decidedly unglamorous nature. Shouting for 

capital controls and a Tobin tax, while misguided, can appear easier and 

more exciting than the arduous process of insritution building. The one 

rational, quick-fix reform that could he implemented in this spirit is the 

alK)lition of controlled exchange rates. James Tobin, the originator of the 

tax that bears his name, has himself pointed to fixed exchange rates as 

perhaps the principal cause of the Asian crisis." 

Fixed exchange rates are what give speculators something to spccul.iic 

against. As soon as economic problems, suspicion of a looming devaluation, 

or indications of an inflationary policy occur, the exchange rate is perceived 

as too high. The market decides that the currency is not wonh the price 

that the government has put on it. Wi th a fixed exchange rate, speculators 

can earn vast amounts by borrowing in the currency and selling it to the 

central bank. VXTien the country has been forced to devalue the currency 

by lowering its exchange rate, the speculator can repay the loan, which 

by then has substantially depreciated. An excessive exchange rate in 

relation to supply and demand, and to what the currency will be worth 

afrcr the likely devaluation, amounts to a huge subsidy for speculation. 

The government is, in effect, buying itself an exchange crisis. Inaccurate 

pricing is incomparible with openness to movements of capital—the <inly 

question is whether it's the prices or the movements of capital that are 

wrong. Speculators .selling local currency when the central bank pays an 

inflated price for it is no stranger than thousands of Europeans growing 

sugar beets when the F.U pays too much for them. 
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\(/hcn the fixed exchange rate \s too high, ii is already too late, whatever 

governments may do next. They can defend the exchange rate at colossal 

expense, emptying their reserves and raising interest rates as a result, which 

will put a stranglehold on the economy. Alternatively, they can let the 

value of their currency fall steeply to the market level, in which ca.se the 

country's industries wil l be unable to repay the big loans that they took on 

at the higher exchange rate. Hither way, crisis will follow. In one study, rwo 

economists point out that practically all fixed exchange rate arrangements, 

sooner or later, have run into exchange rate crises. This w.is what happened 

to the E M S countries in 1992, to Mexico in 1997, to Russia in 1998. to 

Brazil in 1999, and to Argentina in 2001. Two other analysts point out 

the flip-side: 

We are not aware of an example of a significant financial or currency 

crisis in an emerging market with fiilly flexible exchange rates." 
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The dictatorship of the market? 

~ T " l > c r c is one objection to free financial markets that transcends 

economics. Oi t i c s of globalisation sec them as a threat to democracy. 

With free markets, capital and businesses can quickly move across 

national boundaries if they arc dissatisfied with the policy any one country 

pursues. If taxes climb too high, corporations may flee to an offshore tax 

slultcr. I f a country, especially a small one, begins having high budget 

deficits, it may be punished with higher interest rates. New York Times 

columnist Thomas Friedman coined the term 'the golden straitjackct' 

to dcscrilx- the way globalisation affects governments: policy flexibility 

is constrained by the need to avoid scaring away increasingly mobile 

businesses. All those things, the critics rc*ason, imply that markets arc 

bc-ginning to steer politics, and the)' go so far as to speak of'market fascism' 

or a 'dictatorship of the market'. 

T h e latter slogan is a grotesque distortion, one that trivialises the 

crimes of real dictatorships and attempts to equate two phenomena that 

are utter oppositcs, not variations on the same theme. Probably the first 

country to introduce a nonconvcrtible currency—that is, one its citizens 

were not allowed lo exchange for other currencies—was the extremely 

protectionist Nazi Germany. The communist governments actually 

regarded dictatorship as a precondition for the command economy. Shifts 

of power and free debate would upset long-term government planning 

and were compatible only with the liberal market, in which individuals 

decide for thcm.sclves. In contrast, new democracies invariably choose, 

as one of their first actions, to open up their markets and liberalise their 

economies. 

The converse .ilso applies. In the long run it is hard for dictatorships, 

once they have accepted economic freedom, to av«)id introducing political 

liberty as well. In country after country in recent decades, we have seen 

rulers who granted their citizens the right to chcx>se goods and invest freely 

soon thereafter forced to give them a free choice of government. I his 

is precisely what happened to the Southeast Asian and Latin American 

dictatorships. Mexico's single-party state collapsed a few years after the 
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country had opted for free trade. Suharto's Indonesian dictatorship fell 

like a hou.sc of cards in the wake of the Asian crisis. Now we can see some 

of the first dem<Kratic power shifts in Africa, in the very states that have 

committed themselves to more open markets. 

It is widely assumed that the Arab states, market! by gender inequity and 

oil-focused planned economies, can no'er be democrari.sed. But a couple 

of Arab states—Qatar and Balirain—have embarked on libcr.il economic 

reforms, resulting in growth. Ibis growth has been accompanied by a 

process of political reforms. Qatar has dismantled its press censorship, and 

ilie Al-Jazecra satellite channel operates freely—too freely, in the opinion 

of the Americans during the war with the laliban in Afghanistan and with 

S.iddam Hus,sein's regime in Iraq. I'he United States tried to prevail on the 

government of Qatar to take control of the channel, only to be told that 

this could not be done in a country where there was trcvdcim of expression. 

Qatar has also had democratic local elections in which women have been 

allowed to both vote and stand for office. Bahrain's new leader has released 

political prisoners, and dissidents have returned from exile to take pan 

in ihe political dialogue. lr> 2002, the country held both municipal and 

national parliamentary elections that saw women and men alike in the 

voting booth and on the ballot. 

People who grow richer, arc better educated, and are accustomed 

to choice wil l not acquie.sce in others' deciding matters on their Ix-half. 

and so the market economy often leads to democracy just as democracy 

consolidates the market economy. When groups that were previously 

excludeil acquire a political voice, i l becomes less eiisy for the elite to 

leather its nest ai their expen.se. I'his leads t«i more econontic liberalisation 

measures, which reduce poverty and, consequently, strengthen democracy. 

A decentralised economic system makes possible the establishment of 

groups independent of the political power, which in turn provides a basis 

for political pluralism. International surveys of economic freedom have 

shown that citizens who are entitled to trade internationally are rtiughly 

four times more likely to enjoy political democracy than those who do 

not have this right. Th i s is one reason that democratic activists in China 

were so eager for their country to join the World Trade Organization: 

with the benefits of membership come pressure for transparency and 

decentralisation. A dictatorship that has always acted tyrannically and 

arbitrarily must now conform to an impartial international cixle in at least 

one sphere. Shortly before China's accession, an impri.soncd dissident said 

of the prospect of greater openness: 'Before the sky was black. Now there 

IS a light. I bis can be a new beginning.''' 

185 



The 20th century clearly showed that no economic system but 

capitalism is compatible with democracy. Any talk of a 'dictatorship of the 

market' is not only insulting but also abysmally ignorant. 

It is true that a debtor is, in some sense, unfrcc. By contracting a budget 

deficit and debts, a country incurs the market's suspicion. Reforms have 

to be introduced to restore confidence in the national economy, otherwise 

the outside world will demand higher rates of interest on additional loans 

or else simply stop lending. A modern state can thus find itself 'in the 

hands of the market', but the government is to blame for this outcome, 

not the market. I f the government mismanages its finances and will not 

finance its expenditure out of its own funds, but with the market's, then it 

has decided to make itself dependent on the market. 

The international financial markets were actually created by welfare states 

wishing to borrow for their expenditures during the cri.ses of the 1970s. 

In this way they increased their scope for manoeuvre. Without financial 

markets, the government would be forced to live within its means, while 

with financial markets the need to raise revenue can be put off until later. 

Hence, states with a credible and stable f>olicy have a much wider range 

of options available than they woidd have before financial markets existed. 

But lenders have good historical reasons for distrusting states with a large 

national debt. Often those states have unilaterally reduced the amounts 

lenders can claim by means of high inflation or devaluation, which reduce 

the value of a currency. So financial markets have cause to keep a watchful 

eye on the doings of govcnuncnts and not to grant such favourable terms 

to those that don't seem to be making ends meet. But creditors lending 

money on thcitown terms cannot be likened to dictatorship. Govcrnmenis 

are still at liberty to mismanage their economics; they are deprived only of 

the ability to force others to finance their mismanagement. 

The market's assessment is often progressive. T h e Latin American 

dictatorships fell during the 1980s when the market abandoned their 

"Wlien national debts have once l»en accumulated to a certain degree, 

there is scarce, I believe, a single instance of their having fjeen fairly 

and completely paid. The liberation of the public revenue, if it has 

ever been brought aljout at all. has always been brought about by a 

bankruptcy: sometimes by an avowed one. but always by a real one. 

though frequently by a pretended payment.' 

Adam Smith. 1776 * 
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Capitalism and democracy go hand in fiand 

Degree of economic freedom an6 democratic rights in 46 studied countries 
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deeply indebted, crisi.s-ridden economies. Post-crisis, most of die Asian 

states are committed to openness and democratisation. Because they need 

information and the rule of law, investors hate secretiveness and corruption 

like poison. There is no better way of driving capital out of a country than 

to foster suspicions of malfea.sance among the political elite, and there arc 

few attractions so powerful as transparency and illumination in the public 

sphere. 

To some people, the very idea of the market pa.ssing judgment on 

politics is undemotraric. Lenders, as they sec it, should keep quiet and 

willingly make their money available, even i f governments look as though 

they may blow it all through inflation. By the same token, there is ntithing 

undem<K:ratic about taxpayers placing their savings abroad. Reacting to 

pohtics in order to protect one's interests is only anti-democratic if one 

equates democracy with total governmental control and implicit deference 

to the rulers of the nation. I f that is democracy, public dissent and 

journalistic scrutiny are also undenK>cratic. Such a "demcKrac)'' sounds 

more like a dictatorship that insists on total submission.'^ 

What critics reaUy find threatened by the market is not dem<Kracy 

hut the policies they want democracies to introduce—policies involving 
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greater government power over people's economic decisionmaking. But 

saying that the market threatens government control of our economic 

aaions is less exciting than calling it a threat to democracy. Why should 

it be 'mote demtKratic' for a democratic government to have m«)re powers 

of decisionmaking over us? Would the United States, by this logic, be 

made more democratic i f the government were to decide whom we could 

marry, what work we could do, or what we were entitled to write in a 

newspaper? O f course not. A majority of the people should elect their 

political representatives; that doesn't mean they should also decide by vote 

how individuals run their livc"s. Democracy is a way to rule the state, not 

a way to rule society. 

I f policy has to be changed under pressure from the market, such 

changes can sound like a threat to democracy- Suppose, tor example, 

that the U.S . government has to abolish double taxation of capital gains 

because otherwise companies would leave the United States. This view 

again presupf>oses that pe»)ple must always comply with political decisions 

and that the political process must be influenced by nothing beyond the 

conscious decision making of (^)ngress. But the normal state of affairs is that 

inspiration and challenges to the status quo often come from outside, not 

from the politicians themselves. Democracy exists partly in order to adapt 

a country's policies to changing circumstances, and this adaptation, when 

it happens, is not undemocratic. If it were, then any factors increasing the 

tax burden and public spending more than political parties had promised 

would also be undemocratic. There are any numl>er of such factors, 

including the demands of pressure groups (Cireen protesters, for example); 

the expansion by bureaucrats of their activities; atid efforts by politicians 

to keep their own party faithful happy. I have yet to hear anyone speak on 

this account of'the dictatorship of public spending'. 

The notion that the market forces countries to adopt certain policies 

has, it seems to me, been created by craven politicians. Lacking the energy 

or the ability to justify- the choice to adopt a policy of fiscal restraint or to 

liberalise, politicians declare such measures necessary, forced upon them 

by globalisation. This is a handy cop-out, and a denigration of the market 

economy into the bargain. 

I here is reason to challenge the very premise of the argument that 

markets compel a market-liberal policy. I he players in the market do not 

dem.-md a lilicral ideology in order to 'reward' a country with their decisions 

about where to locate or send capital, but they do require a well-ordered 

c c D i u i m y that is not on the verge of collapse. The market's reaction to policy 

is one reason for the welcome proliferation of diminishing budget deficits. 
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low inflation, and low rates of interest in countries once characicrised by 

the opposire. You would hardly put your money into a pension fund that 

invested according to an idet>l<)gy rather than by economic criteria. I f the 

ec(jnomy is equally well ordered, investors will not treat a social democratic 

welfare state any cUfFcrenily from a libertarian nightwatchman state. One 

of the world's most globalised countries is .Sweden, which al.so happens to 

have the world's highest taxes. 

T h e past two decades of globalisation have witnessed an expansion 

of government machinen,-. Between 1980 and 1995, taxation in all the 

coimtries of the world rose from 22.6 to 25.9% of their G D I ' , and public 

spending ro.se from 25.7 to 2 9 . 1 % of CiDP." 

T h e fact that people and bu.sines.ses are able to move freely does not 

necessarily entail that they will immediately relocate where taxes are 

lowest. They wil l move to wherever they feel that they get best value for 

iheir tax money. I f citi/c-ns feel that they are getting securir)- and service 

ihat are w o r t h ibc I U O I K y ihey p.iy in i .i .\cs, liiey w i l l not leave a country. II 

businesses feel that they are getting research, education, and infrastructure 

worth the nn)ney they pay in taxes, they w i l l not leave the country either 

It is only i f taxes are used inefficiently or on things that people do not 

value (something that has been known to happen from time to time) that 

they will caii.se problems in a w o r l d where we can move about more freely. 

It will be more difficult to maintain taxes that people fcx-i give nothing in 

return. Wli ich isn't exactly undemocratic, is it? 

It may even be that globalisation makes it easier to maintain the 

political system voters w.int, even if their choice is in favour of high taxes 

and a large public sector This is because pk)halisation iuid free trade make 

it easier for us to obtain the things our system disfavours by exchange from 

countries with other systems. If the government health aire monopoly in 

Britain or Canada discourages the development of new technology and 

science in the medical sector, it remains pcjssible to import these things 

from countries where the medical sector is more dynamic. I f high taxes 

impede the emergence of domestic financial markets, companies can 

procTjre capital in other countries, (ilobalisation enables countries to 

afford things they arc not good at. Problems remain for certain [x>licies, of 

course. I f a country's own citizens are denied opportunities or incentives 

for education and production, it will have nothing to trade with. But the 

main point is that the nature of our own political system is still something 

we. the electorate, decide o n the basis of our own values. 
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Chapter 7 

Liberalise, don't standardise 



The right to choose a culture 

I children were forced to discover everything for themselves, they would 

develop very slowly. Happily, they have parents who transmit their 

experience and knowledge. In this way. children can rapidly .icquire 

far more information than they could have acquired on their own— 

what can be eaten, what is poisonous, how to find the centre of town, 

and how to swim. One of the biggest advantages of globalisation is that 

young economies can learn from the older ones. Developing countries arc 

not children, and the industrialised countries arc certainly not parents, 

but the economics of the industrialised nations have passed through the 

transformations that the developing countries have ahead of them. The 

growth of those countries need not take as long as it did for the Western 

world. Instead, they can take shortcuts and learn from our mist.tkes. 

Developmcni that took the West 80 or 100 years to accomplish has been 

successfully replicated by laiwan in 25 years. 

1 he developing countries can skip intermediate st^es of deselopment 

and benefit directly from the technology being produced, for example, 

in Europe and the United States. Mobile phones are a case in point. The 

developing countries need not incur the cost of constructing permanent 

telephone lines: the)- can leap directly to wireless technology. Mobile 

phones can now be used even by the pttor to find out about prices of their 

gotxls. Many developing countries now have ph<ine rental companies, and 

Halima Khatuun Is an illiterate woman in a Bangladeshi village. She 

sells eggs to a dealer who comes by at regular Intervals, She used to be 

compelled to sell at ttie pnce he proposed, because she did not have 

access to other buyers. But once, when he came and offered 12 taka 

tor four eggs, she kept him waiting while she used tfie mobile phone to 

find out the market pnce in another village. Because the price there was 

14 taka. she was able to go back and get 13 from the dealer. Market 

information saved her from tjemg cheated.' 
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villagers often [HHA their funds for a mobile phone. 1 his advance has meant 

steadier prices across larger markets, as well as less wasted fo<jd because of 

more exact delivery times. 

New information technolog)' is now rc\'olutionising old economic 

activities the world over. Hundreds of artisans—many of them women— 

in Morocco, Tunisia, I.ebanon, and ligypt who never had access to 

international markets before can now sell their products through an 

internet network called Virtual Souk.' .Sales arc climbing, and they .ire 

now able to retain a larger share of the earnings iliaii w.is possiUli- in the 

old markets. 

People in J X H U countries can perform service tasks for Western 

c«)mpanics by being connecicd to the head office via satellite and the 

internet, and they can also obtain information. Lhanks to the internet, 

reliable medical advice and advanced education are no longer reserved for 

those living in the world's metropolitan cities. People may complain about 

the slowness of progress, with only about 15% of the world's population, 

mostly in the affluent Western countries, having access to the internet, but 

such complaints ignore the historical perspective. I he internet as we know-

it is about .^,500 tiays old and has already reached 1.5 out of every ten 

people on earth. I bis is the fastest spread of technt>log\' in world history. 

I he telephone has cxistc-d for 125 years, but until only a few years ago, 

half the world's inhabitants had never made a phone call. I bis time things 

arc moving with inhnitcly greater rapidity, and globalisation is the rea.son. 

One out of every ten families in Beijing and Shanghai has a computer, and 

within a few years, ("hinese will be the web's biggest language. 

Ihe ability of the developing countries to take shoncuts in 

devclopmcni leads some to imagine a common destination at the end of 

the road, one that all societies will be converging on. That picture troubles 

many people. They fear a 'McDonaldisation' or 'Disneyfication' of the 

world, a creeping global homogeneity thai leaves everyone wearing the 

same clothes, eating the same food, and seeing the same films. But this 

portrayal docs not accurately describe the globalisation process. Anyone 

going out in the capitals of Europe today will have no trouble finding 

hamburgers and C^oca-Cola, but they will just as easily find kebab, sushi, 

Tex-Mcx, Peking Duck, I'hai, French cheeses, or cappuccino. We know 

dial Americans listen to Britney Spears and watch Adam Sandler films, 

but its worth remembering that the United States is also a country with 

1,700 sympht)ny orchestras, 7.5 million annual trips to the opera, and 500 

million museum visits a year.' Globalisation doesn't just send the world 

shiocky reality T V and overplayed music videos, but also classic films on 
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numerous movie channels; documentaries on Discovery and the History 

Channel; and news on C N N . M S N B C , or any of their many competitors. 

The masterpieces of music and literature are now just a few clicks away on 

the web. and the classics of cinema history are available in the video store 

around the corner. 

With many reservations, one can say that developments are moving 

toward a common objecuve, but that objective is not the predominance 

of a particular culture. Instead it is pluralism, freedom to choo.sc from a 

host of different paths and destinations. People's actual choices will then 

vary. Clobalisation and greater exchange result, not in all the difTerent 

countries choosing the same thing, but in a far wider variety of options 

suddenly finding room in one coimtry. When markets broaden and become 

international, this globalisation increases the prospects of e\en very narrow 

cultural manifestations surviving and flourishing. Perhaps not all that many 

people in any given place are in the market for experimental electronic 

music or film versions of noveb by I^stoevsky, and so the musicians and 

filmmakers concerned could never produce anything if they had only a 

local audience to rely on. But even very narrow customer segments acquire 

purchasing power when combined with similar tastes in other countries. 

Clobalisation can increase our chances of gaining access to exactly what we 

want, no matter how isolated we may feel in our liking for it. MorcKcan 

folk art and Ircnch Roc]uefort cheese acquire better survival prospects 

when demand for them is aggregated from consumers across the world. I he 

supply of goods and culture grows larger, with demand coming from all 

around the globe. I his internationalisation is, ironically, what makes people 

believe that differences are vanishing. When you travel abroad, things look 

much the same as in your own country: the people there also have goods 

and chain stores from difTerent parts of the glol>e. I "his phenomenon is not 

due to uniformity and the elimination of differences but, on the contrary, 

is caused by a grt)wth of pluralism everywhere. Americans arc cultural 

leaders because they have been accustomed to producing commercially for 

a very large public, a function of having a large country with a common 

language. Now other countries are being given the same chance. 

This opportunity can be negative in certain situations, admittedly. 

When travelling to another coimtry, we want to see something unique. 

Arriving in Rome and finding HolK-wood films, (Chinese food, Japanese 

Pokemon games, and Swedish Volvos, we miss the local colour. And 

national specialties like pizza, pasta, and espresso are already familiar to 

us because we have them at home, too. A few pizzerias in Rome even 

promise Chicagostyle pizza. What we gain by being free to choose 
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everything at home is that this opportunity makes it hard t») find any 

pliice that feels really authentic, at least on the main tourist routes. This 

is a problem, but it's another one of those luxury problems. A man from 

Prague was sometimes visited by Czech friends who had settled abroad. 

They deplored McDonald's having come to Prague. Ixcause it ihreaiened 

the city's distinctive charm. This respon.se made the man indignant. How 

could they regard his home city as a museum, a place for them to visit 

now and then in order to avoid fast food restaurants? He wanted a real 

city, including the convenient and inexpensive fixid that these exile ( vechs 

thcmselve-\ had access to. A real, living city cannt)t he a "Prague summer 

paradise' for tourists. Other countries and their |M)pulations do nt)t exist in 

order to give us picturesque holiday experiences. I hey. like us. arc entided 

to choose what they think suits them.^ 

Cultures change, and the greater the number of opticms. the laster 

change will be. If one can read at>out other lifestylc-s and values in the 

newspaper and see them on iele\'ision. adopting them may no longer 

seem like as big a step to take. Basically, though, there's nothing new 

about cultures changing, colliding with each other, and cross-pollinating. 

They've always done these things. (Culture means cultivation, and change 

and renewal are an inherent part of that. I f we try to freeze certain cultural 

patterns in time and highlight ihem as distinctively American or Thai or 

French or Swedish or Brazilian or Nigerian, they cea.se to be culture. I hey 

cease to be a living part of us and instead become museum relics and 

folklore. There is nothing wrong with museums—they can lie plca.sant 

places to spend an afternoon—but we can't live in one. 

In coming to terms with the idea of isolated and preserved culture, 

the Norwegian social anthropologist Thomas Hylland Erik.sen h.is pointed 

out that cultiu^e is a process, not a static object, and therefore essentially 

unlimited: 

When the government is to be the guarantor of the population's 

cultural identity, culture has to be defined and codified in the 

rigid administrative language of the bureaucracy. It cease's to be 

living, dynamic, changeable and manifold and becomes a package, 

a completed jigsaw puzzle fi-om which none of the pieces can be 

removed without spoiling the picture.' 

Even the traditions we think of as most 'authentic' have generally 

resulted from cultural imports.'' Foreigners often find it hard to believe, 

but one of the most .sacred .Swedish traditions is watching Donald Duck on 

T \ ' on Christmas Eve, while another. 11 days earlier, involvc-s celebrating 
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an Italian saint by adorning the hair of blond girls with lighted candles. 

The Peruvian author Mario Vargas Llosa claims to have learned one thing 

from his lifelong studies of culture, French culture especially, which French 

politicians wish to protect with tariflPs and subsidies: 

And the most admir.ible lesson tliat 1 received ... was the knowledge 

that cultures do not need to lie protected by bureaucrats or police, 

confined behind bars, or isolated by customs officials to he kept 

alive, because that provincialises and stifles them. They need to live 

in freedom, exposed to exchanges with different cultures, thanks to 

which they renew and enrich themselves. 

It is not the dinosaurs of'Jurassic Park' that arc threatening the 

culture that gave the world Montaigne and Flaubert, Debussy and 

C'czanne, Rodin and Marcel Came, but the band of demagogues 

who talk about culture as if it were a mummy that cannot be taken 

out into the air of the world becau.se freedom would destroy it. 

The cultural encounters of globalisation reduce the risk of pet>ple being 

trapped in one culture. This may come as bad news to the guardians of 

tradition, but many people can imagine no greater triumph than escaping 

from the stereotypes and constraints of their own cultures. Cilobali.sation 

may be necessary in order to escape hidebound gender roles, to be allowed 

to live according to one's own values, or to break the family tradition and 

enter a career of one's own choosing. Having other cultural expressions to 

refer to can help. How can the elite maintain that their own way of life 

is the only possible one when television and the internet carry so much 

information about an infinite number of alternatives? How can politicians 

pander to homophobia while simultaneously negotiating trade agreements 

with openly gay ofiicials from other countries? Regularly meeting people 

who do not think and live like oneself is an effective antidote to narrow-

mindedness, parochialism, and smug complacency. 

The British sociologist Anthony Giddens provides a striking illustraiiun 

from his own retolletlions of how oppressive i l i e o n e .mil m i l s s o l u i u i i i o l 

tradition can be: 

If c"vcr I am tempted to think that the traditional family might be 

best after all. 1 remember what my great aunt once said to me. She 

must have had one of the longest marriages of anyone, having been 

with her husband for over 60 years. She once confided that she had 

been deeply unhappy with him the whole of that time. In her day 

there was no escape." 
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There is no universal formula to show how much modernis;>tion one 

must accept and how many traditions are to be preserved. Every balance 

has to be struck by people choosing for themselves. Th i s can mean, but 

need not mean, that earlier forms of culture fade away. Now thai other 

pe<)plc who weren't born to the culture can gain access to it, its survival 

prospects are augmented in a different way—instead of being sustained 

by force of habit, it can spread by deliberate choice. T h e authtir Salman 

Rushdie has remarked lhai it is trees, not human beings, that have roots. 
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The onward march of freedom 

O
penness to new influences makes it easy for the most tempting and 

convincing ideas to spread. T h a t is w h y the idea o f frcx-dom and 

individual ism has attained such t remendous force in the age o f 

glohalisation. There are few ideas as inspi r ing as that o f self-determination. 

W h e n it is discovered that people in other countr ies have that right, it 

becomes almost irresistible. A taste o f the f reedom to receive new ideas, 

images, and sounds, the freedom to choose, quic idy leads people to demand 

more choice, more power to decide for themselves. T h a t is w h y people 

w h o arc allowc-d lo enjoy economic freedom demand polit ical democracy 

as we l l , and w h y those at taining democracy demand ind iv idua l liberty. 

I h c idea o f human rights is t ravell ing a round the globe. I f there is any 

e l imina t ion o f d i f t c r c n c c s in progress throughout the wor ld , it has been 

the convergence of societies o n democracy, on people l ic ing al lowed to 

live as they please. T h e similar i ty consists in more and more people being 

al lowed to be dissimilar. 

T h a t contempt in wtiich lower castes used to be field is almost 

disappearing completely. Now it is obvious for me to know that 

everyone, untouchables included, is a human being, with tfie same 

human dignity as myself. We all have the same colour blood.' 

Indian farmer Ram Vishal, himself of Intermediate caste. ' 

So m u c h for the racist idea that cer tain peoples cannot 'cope' w i i h 

f reedom, that they need a period o f strong leaders, or that people in one 

count ry can have nothing to say about another country 's policies. I f other 

governments oppress or exterminate their o w n cit izens, we are en i idcd , 

perhaps even duly bound, lo c<>nih:u su^li .ictions. The not ion o f human 

dignity meaning different things on different sides of the Iwrder has been 

badly dented, l iven though it d i d not result in prosecution, a milestone 

was reached when a Spanish prosecutor prevailed o n the Br i t i sh authorities 
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ic) arrcsi l o r m c r ("hi lean dictator Augiisto Pin<Khct whi le he was vis i t ing 

the U n i t e d K i n g d o m . It was also logical that C u b a n dictator Hidel Cas t ro 

was fu r ious over the decision, even though he has a very different polit ical 

complex ion . H e appreciated that the wor ld now held fewer h id ing places 

lor dictators. Today, despots and mass murderers who as little as a decade 

ago cou ld freely travel the wor ld now risk being hauled in front of war 

crimes t r ibunals and international courts. This development, in turn, has 

spurred the act ivi ty o f national judicial systems, w h i c h shows that the 

international measures supplement rather than supersede I < K . I I law. I n the 

future, perhaps cr imes against humani ty w i l l not pay. 

T h e fu ture is not predetermined. T h e r e is no single path, and there 

is no th ing f o r c i n g us to accept globalisation. T h e anti-globalists are 

perfectly right a lx iu t tbat. Capital can be hnked up, trade flows blocked, 

and borders barr icaded. T h i s happened at least once before, fo l lowing the 

globalisation of the late 19th cen tury The world had then experienced 

.several decadcrs o f democratisation and greater openness. People could 

cro.ss borders wi thout passports and futd jobs without work permits. T h e y 

could easily become citizens wherever they settled. B u t after dcxades of 

anti-l iberal propaganda and nationalistic sabre-rattling, this ojx-nness was 

replaced at the beginning of the 20th centur) ' by centralisation and clo.sed 

borders. C o u n t r i e s that had been partners in trade and m the creation 

of new values began .seeing one another as enemies, to be fought in the 

name o f o ld values. Markets were to K " conquered by force, not thr<nigh 

free compet i t ion . T h e outbreak of W o r k I War i in 1914 marks the end o f 

that period s globalisat ion. Prt>tectionism and pa.ssp>ori requirements were 

introduced for the first t ime in several generations. 

( i l o l i . i l i s . i r i o n l>rinf;s w i i l i i i .i n u i i i l H - r <>l i t t i M s upon v s l i i J i i i is I M S \ 

to cast su sp i c ion—old economic forms disrupted, interests undermined, 

cultures chal lenged, a n d tradit ional power centres eroded. W h e n 

boundaries become less important , people, goods, and capital move 

more f ree ly—but so too can cr ime, fanat ic ism, and disease. AdvcKatcs o f 

globalisation have to show that greater freedom and greater opponimi t ies 

ct)unterbalance such problems. They- must point to p«>ssible ways o f 

dealing w i t h t hem, (x-rhaps more effectively than hetore. Otherwise , there 

is a serious risk that anti-globalist ideas w i l l take root in the Western w o r l d , 

in w h i c h case a d o w n t u r n or a tr ivial t a r i f f war, for example, could evoke 

a powerfu l protectionist reaction. Af te r the W a l l Street C r a s h o f 1929, the 

Uni ted .States swi tched to a drastic policy o f protectionism: thereafter all 

it exported for many years was depression. O the r governments responded 

in k i n d , and w o r l d trade collapsed, d imin i sh ing by two-thirds in just 
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three years. A national crisis led to wor ldwide depression. T h e return of 

protectionism today would mean stagnation in the alHuent w o r l d and 

deeper poverty in the developing countries. A t worst , i t w o u l d once again 

lead to conf l ic t , to countries regarding each other as enemies. NX'hen 

governments turn i n upon themselves, regarding what is foreign as a threat 

rather than an opportunity, the simplest and coarsest fo rms o f nat ional ism 

w i l l gain ground. 

I l tere is less risk o f giohalisation crashing and bu rn ing in the same 

way today. Imperialist ambit ions have l>een dashed, and globalisation h.i.s 

taken hold in an unprecedented number o l demtKratic countries. Ideas 

o f democracy and human rights are becoming more and more inf luent ia l , 

and Asia and I J t in Amer i ca are on the whole more closely integrated w i t h 

the wor ld economy than ever, by their o w n choice. Mos t countries a im 

for regulated, mutual trade agreements w i t h i n , say, the W T O . so thai 

powerfu l governments w i l l not be .ible to crush free trade o n a w h i m . R i i i 

even i f demtKracy and the market should cont inue to spread, there is no 

single path for everyone. Countr ies l ike B u r m a and N o r t h Korea show 

that it is possible to cut oneselt o f f f r o m the global envi ronment . ;>s long 

as one is prepared to pay heavily for do ing so i n terms o f oppression and 

poverty. Nor is there anyth ing forc ing the F . U to liberalise its markets, 

i f Europeans are prepared to take the losses o f f reedom and prosperiiy 

that liberalisation impl ies—and if they arc prepared to let the po<»r o f the 

de\e loping countries suffer through their decision to retain tar i f f wal ls . It 

is not 'necessar)-' to fol low the globalisation trend: it is merely desirable. 

Cilobalisation wi l l not keep moving under its o w n steam if no one stands 

up for i t , i f no one challenges isolat ionism. 

A l l ch.inge arouses suspicion and anxien,-. sometimes jusiiHably so; es'en 

positive changes can have troublesome consequences in the short term. 

Decisionmakers are unwi l l i ng to shoulder responsibil i ty for failures and 

problems. It is preferable to be able to blame someone else, ( i loba l i sa t ion 

makes an excellent scapegoat. It contains all the anonymous forces that 

have served this purpose throughout history: other countries, other races 

and e thnic groups, the uncaring market . Globa l i sa t ion does not speak up 

tor it.selt when politicians blame it for i » v e r t u r n i n g economies, increasing 

poverty, and enr iching a t iny minor i ty , or w h e n entrepreneurs .say that 

globalisation, nuher th.-in their own decisions, is fo rc ing them to pollute the 

environment , cut jobs, or raise their o w n salaries. A n d globali.sation doesn't 

usually get any credit when good things h a p p e n — w h e n the envi ronment 

improves, the economy runs at high speed and poverty diminishes. T h e n 

there are plenty of people w i l l i n g to accept l u l l responsibi l i ty for the course 
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o f events. Globa i i sa t iun docs not defend itself. So i f rhc trend toward 

greater globalisation b to continue, an ideological defence w i l l be needed 

for f reedom f r o m borders and controls. 

In 2 5 years' t ime there are l ikely co be 2 bi l l ion more o f us on this 

planet, and 9 7 % of that population increase wi l l <K"cur in the de\e loping 

wor ld . There arc n<i automatic , predetermineil processes deciding what 

s o n of a w o r l d they w i l l experience and what their opportuni t ies wi l l be. 

Most w i l l depend on w l i a i people like you and I believe, th ink , and fight 

for. 

n the C h i n e s e village of T a u H u a L i n . I.as.se Berg and .Stig Karlsson meet 

people who describe the change that ha.s occurred in ways o f t h i n k i n g 

since they were last there: ' T h e last t ime you were here, people's thoughts 

.ind m i i u K were L 1 I ) M (1. hnutul up, V.iiif; / .hengniing. one o f the fartiiers, 

explains. Bu t when they acquired p<iwer over their o w n land, they I x c a m e 

entitled, for the first t ime, to decide something for themselves. Kven a 

modest f reedom like that was revolutionary. The)-were forced to th ink for 

themselves, to th ink a long new lines. T h e y were allowed to start t h ink ing 

more about themselves and their loved ones instead o f the leader's dictates. 

Individuals are not means to a higher end; they are the ends in themselves. 

Yang goes o n to .say that 'A farmer could then own h i m s e l f H e d id not 

need to submit . H e decided himself what he was going to do. how and 

when . I he proceeds o f his work weie his o w n . It was Ireeiioin that came 

to us. W e were al lowed to t h i n k for ourselves.' Author L j s s e Berg sums up 

hLs impressions in a more universal observation: 

It is not on ly inside the Chinese that a Chinese wal l is now being 

torn d o w n . Someth ing similar is happening all over the w o r l d , in 

Bihar, F j s r T i m o r , O v a m b o l a n d . H u m a n beings are discovering that 

the ind iv idua l is ent i t led to f»e his o w n . TTiis has by no means been 

sell-evitlent belbre. T h e discovery engenders a longing, not ordy for 

Ireedom but also for the g m x l things in life, for prosperity. '" 

T h i s new mindset , a l l reservations notwithstanding, must inspire 

« )p t imism. W e have not travelled the lul l distance: coercion and poverty 

still cover large areas o f our globe. Cireat setbacks can and w i l l occur. But 

people w h o k n o w that l i v ing in a state o f oppression and ignorance is not 

natural or neces.sary w i l l no longer accept this as the on ly conceivable state 

of artairs. People w h o realise that they are not merely the tools o f society 

and the collective but are ends in themselves w i l l not be submissive. People 
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who have acquired a taste for freedom w i l l not consent to be shut in by 

walls or fences. T h e y w i l l work to create a better existence lor themselves 

and to improve the world we live i n . T h e y w i l l demand freedom and 

democracy. T h e a im o f politics should be to give rhem that freedom. 
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S a c h s . J e f l V c y , 6 1 . 6 5 . 8 2 . 8 3 . 8 4 - 8 6 . 

1 2 6 

S a l a - i - M a r t i n . X a v i e r . 2 6 

. S a n d / s i l i c o n . 1 5 9 

S a u d i A r a b i a 

h u m a n r i g h t s v i o l a t i o n s , 1 5 

w a t e r s u p p l y . 1 1 

w o m e n . 1 8 

S a v e t h e C l h i l d r c n ( S w e d e n ) . 1 3 4 - 3 5 

S a v i n g a n d i n v e s t m e n t , 3 4 , 4 3 - 4 4 

i n n o v a t i o n a n d , 3 9 

See also I n v e s t m e n t 

S c a n d i n a v i a , w e a l t h , 8 5 

S c h c n g e n A g r e e m e n t , 9 4 

S c h o o l s , q u a l i t y o f , 1 3 6 

S c l i u m p e t c r . J o . s c p h . 9 0 

S c u l l y , t i . W . . 4 8 - 4 9 

S e l f - d e t e r m i n a t i o n , 1 9 8 - 2 0 2 

. S e l f - s u f f i c i e n c y p o l i c i e s , 1 0 8 - 1 0 

post->3mil, 7 4 

S e n , A m a r t y a . 6 . 1 1 . 3 6 

. S e p a r a t i s m i n n a t i o n - s t a t e s . 1 6 

S e r v i c e s e c t o r , d e v e l o p i n g c o u n t r i e s , 

1 1 3 

.Sex e q u a l i t y . See C i c n d e r e q u i t y 

S h o r t - t e r m c a p i u l flows, r e g u l a t i o n , 

1 7 2 

. S h o n - t e r m d e b t s . 1 7 7 - 7 8 

S h o r t a g e s o f r a w m a t e r i a l s , 1 5 9 

S i m o n . J u l i a n . 9 7 

S i n g a j M i r c , A s i a n c r i s i s a n d , 1 7 1 , 1 7 9 

I'he Skeptical Environmentalist: 

Afeasuring the Real Slate of the 

WorU. 1 5 7 - 5 8 

S l a v e r y , 4 

S m i t h , A d a m , 7 6 . 1 8 6 

. S o c i a l d e v e l o p m e n t , I n d i a , 2 4 

S o c i a l d u m p i n g , 1 3 0 

2 3 2 



S i K i a l i n u b i l i i y . 4 5 

S o c i a l i s m , C l h i n a , 2 0 

S o c i e t y , I r c c d o m s and v o l u n i a r ) ' 

r c i a i i o m i n , x v i 

S o u c h A m e r i c a 

l a i l c d g o v c r n m c n i i n d i u i r i a i 

i n i t i a t i v e s . 1 1 6 

m e a t i m p o r t a t i o n , 1 6 1 

S i i u t h A s i a 

g i r l s a t t e n d i n g scluMil, 1 9 

g i r l s ' l i l c e x p e c t a n c y , 1 9 

h u n g e r , 9 

S o u t h K o r e a 

A s i a n c r i s i s and, 1 7 7 - 7 8 , 1 7 9 - 8 0 

e c o n o m y . 3 7 

g o v e r n m e n t i n t e r v e n t i o n , S 9 , 6 0 

g n m i h a n d i n c o m e d i f f e r e n c e s . 4 7 

l a b o u r - i n t e n s i v e i n d u s t r i e s . I 14 

" o p e n " e c o n o m y 1 0 3 

p o s t - W W I I p r o d u c t i o n a n d 

p r o s p e r i t y . 7 4 

s i a i i d a r d o f l i v i n g , 5 8 

w e a l t h , 8 5 

S o u t h e a s t A s i a 

c h i l d l a b o u r . 1 3 5 

d i i - l a i o r s h i p s . 1 8 5 

h u n g e r , 9 

S o v i e t U n i o n ( f o r m e r ) , s t a r v a t i o n , 11 

S p . i i n . e m p l o y m e n t , 8 7 

S p e c i a l i s a t i o n , 7 0 - 7 4 , 7 5 

S p e c u l a t i o n , c u r r e n c y , 1 7 4 - 7 6 , 1 7 8 . 

1 8 2 

S t a n d a r d s o l l i x i n g . 2 8 

e c o n o m i c f r e e d o m a n d . 3 8 

11 D l a n d . 2 6 

i n c o m e . 4 1 

S t a r v a t i o n . I I Sff alio Hunger 

S t a t e - d i r e c t e d c a p i t a l f l o w s . 1 6 9 

S t e e l m a n u f a c t u r i n g , c l e a n e r 

i c c h n o l o g ) ' , 1 5 4 - 5 5 

S i i g l i i z . J o s e p h , x i v 

S t o c k m a r k e t fluciuadons, 1 6 4 - 6 5 

S u b s i d i e s . 1 0 4 - 7 , 1 6 1 - 6 2 

d o m e s t i c s u b s i d i e s a s dffacto t r a d e 

b i i r r i e r s . 7 9 - 8 0 

S u d a n , h u m a n r i g h t s v i o l a t i o n s , 1 5 

S u r p l u s c x c h . i n g c , 7 2 , 7 6 

g i a n t s a n d , 1 0 5 

S w e d e n 

agriLultural e f f i c i e n c y a n d 

e m p l o y m e n t , 8 8 

c4 i i l d b b o u r , I M - 3 5 

e d u c a t i o n a l v o u c h e r s y s t e m . 1 3 6 

e n i p l i ) y m e n t , 8 7 

e x a m p l e o f � c a t c h - 2 2 ' i n t r a d e 

c o n d i t i o n s , 1 3 2 

f a i l u r e o f d i g i t a l t e l e v i s i o n , 1 1 6 

n e e d l o r i m m i g r a n t s , 9 6 

S y m b o l i c s a n c t i o n s , d i c t a t o r s h i p s , 1 3 6 

S y r i a , h u m a n r i g h t s v i o l a t i o n s . 1 5 

T a i w a n 

A s i a n ( . r is is a n d . 1 7 1 , 1 7 9 

e c o n o m y , 3 7 

g o v e r n m e n t i n t e r v e n t i o n . 5 9 

g r o w t h a n d i n c o m e d i f f e r e n c e s . 4 7 

l a l v i u r - i n t e n s i v e i n d u s t r i e s . 1 1 4 

o p e n ' e c o n o m y . 6 1 

s t a n d a r d o f l i v i n g , 5 8 

' [ ' a i u a n i a , f o r e i g n d e b t , 1 2 2 

l a r i f F w a l l s , 1 1 6 - 1 7 

T a r i f i s a n d q u o t a s , 7 0 

a n t i d u m p i n g t a r i f T s , 7 9 

d e v e l o p i n g c o u n t r i c - s ' t a r i t l s . I I 5 -

17 

' i n f a n t i n d u s t r y t a r i f f s ' , I 1 5 

t a r i f f r e d u c t i o n i i e g o r i a i i o n s . 

7 8 

t a r i f f r e d u c t i o n . ^ , 103-7 

Srr itlio 1 ' o b i n t a x , 1 7 4 

T a x a v o i d a n c e , 4 5 

T a x a t i o n , 4 5 , 1 8 9 

l a x p a y e r s 

d e b t c a n c e l l a t i o n a n d . 1 2 1 

s u b s i d i e s a n d , 1 6 1 

T e c h n o l o g i c a l a d v a n c e s , x v i . 3 5 

a d d r e s s i n g r a w m a t e r i a l s h o n a g e s . 

1 5 9 

2 3 3 



c r e a t i v e d c s i r u t t i o n a n d " , 9 0 

d e v e l o p i n g c o u n t r i e s . i n d , 1 9 2 - 9 4 

t e c h n o l o g y . 4 

c l c a n e t t e c h n o l o g y , 1 5 4 - 5 5 

e x p e d i t i n g s o c i a l p r o g r e s s . 1 8 

g r o w t h a n d . 8 5 - 8 6 

i m p o n i n g new i d e a s a n d 

t e c h n i q u e s , 8 1 - 8 2 

T e r r o r i s t a t t a c k s o l S e p t e m b e r 1 1 , 

2 0 0 1 , 9 4 - 9 5 

T h a i l a n d 

A s i a n c r i s i s a n d , 1 7 7 - 7 8 

e q u a l i t y / i n e q u a l i t y , 8 4 

g o v e r n m e n t i n t e r v e n t i o n , 5 9 

g r o w t h a n d i n c o m e d i f T c r c n c e s . 4 7 

l a b o u r - i n t e n s i v e i n d u s t r i e s . 1 14 

' o p e n ' e c o n o m y , 6 1 

w o r k e r s a t i s f a c t i o n , 1 4 8 

T h i r d W o r l d . See D e v e l o p i n g 

c o u n t r i e s 

T o b i n , J a m e s , 1 7 3 . 1 8 2 

r o b i n t a x . 1 7 3 - 7 6 , 1 8 2 

I r a d e 

a m o n g d e v e k ) p i n g c o u n t r i c - s , 1 1 6 

balaiKC o l t i a d e , 7 6 - 7 7 

' c a t c h - 2 2 ' o f t r a d e c o i t d i t i o n s . 

1 3 1 - 3 3 

c n v i t o n m e n i a l p r o b l e m s a n d . 1 6 1 

i n c r e a s e s and r i se i n p e r c a p i u 

i n c o m e . 8 4 

q u a n t i t y o f . 7 6 - 7 7 

s u b j e c t t o c o n d i t i o n s a n d 

p r o t e c t i o n i s m , 1 3 0 - 3 3 

Set also F r e e t r a d e ; specific countries 

I r a d e a g r e e m e n t s . 2 0 0 

i m p a r t i a l c o d e o f r u l e s f o r 

h o n o u n n g . 7 8 

p r o v i s i o n s s t i p i d a i i n g s t a n d a r d s . 

1 3 1 - 3 3 

r e g i o n a l , 7 8 

5 i f r also W o r l d T r a d e O r g a n i z j t i o n 

T r a d e b a r r i e r s 

d o m e s t i c s u b s i d i e s as lU fiicio 

b a r r i e r s , 7 9 - 8 0 

I j t i n A m e r i c a , 1 0 8 - 1 1 

p a t e n t a n d I P i n f r i n g e m e n t a s , 

1 3 3 

See also T a r i f f s a n d q u o t a s ; 

S u b s i d i e s ; A n t i d u m p i n g 

m e a s u r e s 

T r a d e c o n t r o l s . R u s s i a , 5 5 

T r a d e p o l i c y 

F a s t A s i a , 6 0 

s e p a r a t i n g e f f e c t s o f o n e p o l i c y 

f r o m a n o t h e r , 8 3 

T r a d c - R c l a i c d A s p e c t s o f I n t e l l e c t u a l 

P r o p e r t y R i g h t s ( T R I P S ) 

a g r e e m e n t . 1 3 3 

7 ' r a d e s a n c t i o n s , d i c t a t o r s h i p s a n d 

t e m p o r a r y s a n c t i o n s . 1 3 6 

T r a d e m a r k s , m u l t i n a t i o n a l s a n d 

p o s i t i v e a u r a fo r . 1 5 0 

T r a g e d i e s a n d risks s u r r o u n d i n g 

i m m i g r a t i o n p o l i c y , 9 5 

~ T n i n s | K > r t a t i o n , e n v i r o n m e n t a l 

p r o b l e m s a n d , 1 6 1 

' T r i c k l e - d o w n ' e f f e c t o l g r o w t h . 4 2 

T R I P S . S r r T r a d e - R e l a t e d A s p e c t s 

o f I n t e l l e c t u a l P r o p e r t y R i g h t s 

a g r e e m e n t 

T u r k m e n i s t a n , h u m a n rights 

v i o l a t i o i u , 1 5 

U g a n d a 

I M F c o m p l i a n c e . 1 2 1 

l i b e r a l i s a t i o n , g r o w t h , a n d 

d e v e l o p m e n t , 6 6 

f x i v c r t y rediiaion, 8 4 

U N F o o d a n d A g r i c u l t u r e 

O r g a n i z a t i o n , 9 

U N C T T A D . S i r U n i t e d N a t i o n s T r a d e 

a n d D e v e l o p m e n t P r o g r a m m e 

U n d e m o c r a t i c s o c i e t i e s , p u b l i c 

s p e n d i n g , 5 6 - 5 7 

U n d e r d e v e l o p m e n t . 2 9 

U N D P See U n i t e d N a r i o n s 

D e v e l o p m e n t P r o g r a m m e 

U n e m p l o y m e n t 

2 3 4 



f r e e t r a d e a n d , 8 7 - 9 3 

w a g e s a n d i n c r e a s e i n , 1 3 1 

U N E P . Sff U n i t e d N a t i o n s 

E n v i r o n m e n t a l P r o g r a m m e 

U n f a i r c o m p e t i t i o n , p r i c e d u m p i n g . 

7 8 - 7 9 . 1 0 6 

U N F P A . See U n i t e d N a t i o n s 

P o p u l a t i o n F u n d 

U n i l a t e r a l I r c c t r a d e . 7 7 

U n i t e d ( D u t c h c h a r i t y ) , i m m i g r a n t 

m o r t a l i t y e s t i m a t e s . 9 5 

U n i t e d K i n g d o m 

K n g l a n d ' s w e a l t h . 8 5 

f o r e i g n firm R & D i n v e s t m e n t i n . 

1 4 9 

I r e l a n d ' s w e a l t h , 8 5 

U n i t e d N a t i o n s , g o v e r n i n g w o r l d 

g o v e r n m e n t , 1 7 5 

U n i t e d N a t i o n s D e v e l o p m e n t 

P r o g r a m m e ( U N D P ) , 5 . 1 5 5 

U n i t e d N a t i o n s E n v i r o n m e n t a l 

P r o g r a m m e ( U N E P ) , 1 3 3 

U n i t e d N a t i o n s P o p u l a t i o n I ' u n d 

( U N F P A ) . 9 6 

U n i t e d N a t i o n s T r a d e a n d 

D e v e l o p m e n t P r o g r a m m e 

( U N C T A D ) , 1 0 7 , 1 2 2 

U n i t e d S t a t e s 

A f r i c a G r o w t h a n d O p p o r t u n i t y 

A c t . 1 0 6 

a m i d i i m p i n g t a r i f f s . 7 9 

A s i a n c r i s i s a n d . 1 7 9 - 8 0 

C h i n e s e E x c l u s i o n A c t o f 1 8 8 2 , 9 5 

c o m p e t i t i o n w i t h d e s ' c l o p i n g 

c o u n t r i e s , 1 3 9 

e m p l o y m e n t , 8 7 - 8 8 

E n h a n c e d B o r d e r S c - c u r i t y a n d 

V i s a E n t r y R e l o m i A c t o f 2 0 0 2 . 

9 4 - 9 5 

f o r e i g n firm R6cD i n v e s t m e n t i n . 

1 4 9 

i m m i g r a t i o n p o l i c y , 9 4 - 9 6 

i n v e s t m e n t c o n s i d e r a t i o n s o t h e r 

t h a n w a g e s , 1 3 8 - 3 9 

j o b m a r k e t , 9 2 

p o v e r t y l i n e , 2 5 

r e c e i p t o f i m m i g r a n t s . 9 7 

s p r e a d o f p r o s p e r i t y , 5 

s t o c k m a r k e t , 1 6 4 - 6 5 

s u b s i d i e s , 1 0 6 

i c t r o r i s i a t t a c k s o f S c p t c m l > c r 1 1 , 

2 0 0 1 , 9 4 - 9 5 

w a g e s . 9 2 

w o i k - r e l a t e d s t r i - ss a n d b u r n o u t . 

1 4 0 - 4 1 

U T D a g r e e m e n t s a n d , "78 

U n t o u c h a b l e s , 2 4 

U r u g u a y R o u n d , 1 0 3 

U . S . F e d e r a l R e s e r v e . 1 6 4 

U s u r y . 14 

U / b e k i s t a n . p o v e r t y l i n e . 2 5 

V a c c i i u t i o n s t o r c h i l d a - n i n 

d e v e l o p i n g c o u n t r i e s , 1 2 7 

V a r g a s I J o s a . M a r i o , 1 % 

V a r i a b l e s t e s t i n g f o r o ( > e n n e s s , 8 3 - 8 4 

V i e t n a m 

e q u a l i t y / i n e q u a l i t y , 8 4 

b b o u r - i n i e n s i v c i n d u s t r i e s , I 1 5 

i i b i i . i i h . i l i i i n . ( I K I p c v i I I S 

r c - d u c t i o n . 8 4 

w o r k e r s a i i s f a a i o n . 1 4 8 

V i n u a l S o u k , 1 9 3 

V i s h a l , R a m , 1 9 8 

W a g e s . 3 4 - 3 5 

d e v e l o p i n g c o u n t r i e s , 1 3 0 - 3 1 

F j s i A s i a , 5 9 

i m m i g r a n t s a n d . 9 6 - 9 7 

i n c r e a s e i n , 1 3 8 . 1 3 8 

l o w s t a n i n g w a g e s , 9 7 

m i n i m u m w a g e c o m p a r e d t o 

w a g e s p a i d b y m u l t i n a t i o n a l s . 

1 4 8 

m u l t i n a t i o n a l c o r p o r a t i o n s i n 

d e v e l o p i n g c n u n i r i c s , 1 4 6 - 4 8 

p n i d u c t i v i t y a n d , 1 3 1 , 1 3 7 - 3 8 

U S , 9 2 

2 3 5 



W a l - M a r t , c h i l d l a b o u r a n d , 1 3 4 

W a l l S t r e e t C r a s h o f 1 9 2 9 , 1 9 9 

W a r n e r , A n d r e w , 6 1 , 6 5 , 8 2 , 8 3 , 8 5 

W a r s , d i m i n i s h i n g n u m l » c r o f , 1 5 - 1 6 

W a t e r s u p p l y , 1 5 8 

p o t a b l e , I I 

s h o r t a g e <if p u r e w a t e r , 2 9 

W e a l t h a n d p o v e r t y 

g l o b a l i n e q u a l i t y a n d , 2 5 - 2 8 

g r o w t h a n d t h e r i c h a n d p o o r . 4 2 -

44,43,44 

i h c h a l f t r u t h , 2-4 

s o c i a l m o b i l i t y a n d , 45 

u n c \ ' e n d i s t r i b u t i o n o f w e a l t h i n 

w o r l d , 1 0 1 

See also P o v e r t y 

W e l f a r e . See P u b l i c s p e n d i n g 

W e s t e r n w o r l d 

e l l e c t s o f g l o b a l i s a t i o n o n w a g e s 

a n d p r o d u c t i v i t y , 1 3 7 - 4 1 , 1 3 8 

p r o t e c t i o n i s m i n , 2 0 0 

See aLo I n d u s t r i a l i s e d c o u n t r i e s 

W H O . See W o r l d H e a l t h 

O r g a n i z a t i o n 

W i l k , R i c h a r d . 1 5 5 

W o m e n 

A f r i c a , 1 7 

i n B a n g l a d e s h i g a r m e n t i n d u s t r ) ' . 

1 5 1 

C h i n a , 1 7 

d e n u K . r a r i c p r o c e s s a n d , 1 4 , 18 

e c o n o m i c i n d e p e n d e n c e , 4 2 , 1 5 1 

e d u c a t i o n , 19 

f r e e d o m o f t h o i c e a n d . x i i i - x i v 

I n d i a , 1 7 

i n t e m c i a n d , 1 8 

l i t e e x p e c t a n c y i n d e v e l o p i n g 

c o u n t r i e s , 1 9 

o p p o r t u n i t i e s a n d p r o s p e r i t y f o r , 

1 7 

o p p r e s s i o n o f , 1 7 - 1 9 

. S a u d i A r a b i a , 1 8 

W o m e n ' s r i g h t s , 17 

W o r k . 4 5 

q u a n t i t y a s a c o n s t a n t . 8 8 - 8 9 

s t r e s s a n d b u r n o u t f r o m , 1 4 0 - 4 1 

w o r k h o u r s a n d w o r k d a y p a c e , 

1 3 8 - 4 0 , 139, 140 

See also E m p l o y m e n t ; J o b 

c r e a t i o n / d i s - s o l u t i o n ; J o b s 

W o r k e r s a t i s f a c t i o n , i m p a r t i a l 

i n s p e c t i o n s o f m u l t i n a t i o n a l s , 1 4 8 

W o r k i n g c o n d i t i o n s , 1 3 1 - 3 3 

i n m u l t i n a t i o n a l firms, 1 4 8 , 1 4 9 

W o r l d B a n k , 1 1 8 - 2 3 

a b s o l u t e p o v e r t y figures, 5 

o n e d u c a t i o n i n I n d i a , 19 

o n g l o b a l e q u a l i t y , 2 7 

o n g o v e r n m e n t i n t e r v e n t i o n s i n 

' m i r a c l e ' e c o n o m i e s , 5 9 

o n g r o w t h a n d i n e c | u a l i t y . 4 7 - 4 8 , 

48 

o n p o v e r t y i n C h i n a , 2 0 
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W o r l d e c o n o m i c s , as biLsiness 

c o r p o r a u o n s , 1 4 5 - 4 7 

W o r l d g o v e r n m e n t , , i d m i n i s t r a t i o n 

a n d c o l l e c t i o n o l T o b i n t a x , 1 7 5 

W o r l d H e a l t h I ) r g a n . / ^ t i o n ( W H O ) , 

1 2 6 - 2 7 

W o r l d h u n g e r , 1 0 , 9 - 1 1 

W o r l d i n c o m e d i s t r i b u u o n . I 9 6 0 , 

1 9 8 0 , a n d 2 0 0 0 , 28 

W o r l d p o p u l a t i o n , 5 , 2 0 1 

W o r l d T r a d e O r g a n i z a t i o n ( W T O ) 

i m p a r t i a l c o d e o f r u l e s f o r 
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