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Publisher's Note

by Johan Norberg. the Centre has re-published his bestselling
Diefercr of Cilobal Caprraliom for an Australasian sadicnce. We believe
this to be 4 very important book. Ax Walfgung Kasper sid in his review in
Palicy (Winter 2002) Nosberg takes 1 ‘good look a1 the ami-globalisanion
lobbies, found them inolerably repressive. took 3 fresh ook at the facts,
and has mounted the most scessible defence of international comperition
and evonomic freedom thar 1 am aware o, The Centre s very graeeful o
the Caro lostitute in Washington, [.C. for allowing us 10 use theis 2003
translation from the Swedish by Roger Tanner and Julian Sancher. Foe
the new edition, some amendments and updares have boen made and |
amm grateful o April Palmedee and Gauray Sodhi for their effors on this
frone. Johan Morbery willingly accepoed their wiggestions. Carolynn Chen
huas provided a masterful and crestive design for the book and has overseen
its prodduction,
This is a book thar should be read by people of all ages, bur parvicularly
by the young, h speaks 1o them amd is an optimistic guide o 3 prosperous
andd freer future.

Tucunui&wim the presentation of the 2005 Joha Bomython Leciure

Greg Lindsay
Exacutive Direction
Tha Cantre far independent Shidees



ur assarchise party won the school clecrion!
It was the fall semester of 1988 a1 our school—we were about
16w the time—in 3 western suburh of Stockhalm, Sweden. As
usueal in an clecthon vear, we were staging a ‘whoal clection’ of our own.
Bur my best friend Markus and | didny believe in the system. Majority
clections, to our way of looking at things, were like rwo wolves and 2 lamb
woting on what ta have for dinner. The schoal wanred us w0 elect someone
o rube wy, bt we waneed 1o rule owr own Jives

Partly, | supposie, we did it becane we fele different from the other,
| was into listening 1o decoronic music and goth, preferably deessed in
black and with my hair combed back. We wanred o play music and resd
books, while others seemed mosty precccupied with owning the righ
accessones and Buang . The righe wing. it scemed 1o ws, wan upper clas
establishiment, desd set againar anything different, But we didn’t feel any
mvore at home with the lefr, which o us meant drab government burcaucracy
and regumentation. Fven if we preferred Sinens of Mercy and the Swodish
punk singer Thisertim. it was John Lennon's ‘imagine there's no countries”
we believed in. Naton-stares should be abolishad and people allowed o
move freely, w cooperate of their own free will, everywhere in the world.
We wanied 2 world without compulsion, withous rulers. Clearly, then, we
were noither right wing noe left wing, neither Conservatives nor Social
Democras, We were anarchmn!

So we stareed ‘Anarchist Fram' and put ourselves down as candidares in
the school dection on & radical, humorous ticker. We put up handwrimen
posters on the walls at schoal, sking things like: “Who's going to run your
life—you or 349 MPe" We demunded the shalition of the
«.- anil of the ban on bikes in the schoolyard. Mo of the wachen ok
a dim view of this, fecling thar we were making 3 farce of the elecrion,
while we thought thar we were making our voices heard in true democrasic
fashion. Being called 1o the hesdmaster's affice for 2 chewing-out merely

strengthened our rebellious spirit.



We did well in a rough campaign, polling 29% of the vores. The Social
Democran came second with 19%, We were piyched, convinced that this

That was 17 years ago. In the meantime, | have changed my mind
about a number of things. | have come 1o realise that questions concerning
bruckividuals, sochety, and frecdom are more complicared than | then believed.
There are oo muny complexitics and problems involved for everything
be seitled in ooe drastic Uropian siroke. | hive come w realine thar we do
need sime government w protect liberry and prevent the powerful from
oppressing individuals, and [ now believe that representative democracy
i preferable 1o all other sywtems for this very purpose of protecting the
rigghts of the individual. | realise now that the modern industrial sociery of
which | was so wary has in fact made possible 2 fantastic sandand of living
and widespread freedom. Bur my fundamenral urge for liberry 18 the same
today as in thar wonderful election campaign of 1988, | wani peaple 1o be
free, with no one opprewing anyone chie, and with governmenis forbidden
1o fence people in or 10 exclude them with tariffs and borders.

That is why | love what ks rather barrenly ermed “globalistion’, the

process by which poople, information, rade, investmenis, demaocracy, and

economy are tending more and more 1o cross natonal borders.
This internarionalisation has made w los consmicted by mapmakers’
boundares,

Political power has always been a creature of geography, based on
pliviical control of a cerain wermwory. Globalisation is enabling us mare and
more 1o overnide thoe verritone, by travelling in pernson and by oading
or investing across autionasl borders, Our options and epparnunities have
mﬂiip&!ﬁutmﬁnnmhﬂ fallen, a5 we have acquired new
and moee efficient means of communication, and s crade and capital
murvements have been liberalised.

We don't have o shop with the big local company: we can varm o a
h#m.ﬁhih:mmih&:rﬂq&m and only
employer; we can wek out aliemative opportunities., We don't have i make
do with local culrural amenities the world's culiure is 2t our dispoal. Wie
dan't have oo spend our whole lives in one place; we can travel and relocace.

Tﬁm&nnhhdwihhthnﬂm:m&tq.ﬂmlmpmﬂe

o following the local routine; we want 1o choose actively and freely.
mempdlm.-dmmhaﬂmnm themselves 1o eliciv
interest or aupport fram people who have s whole world of oprions w
choose from. Ourability w control our own lives s growing, and prosperiny

is growing wich fn.



That is why | find i pathetic when peaple who call themsebees
anarchises engage in the globalisation seruggle—but agains i, pot foc ! |
visived Crothenburg, Sweden, in June 2001 dunng the big Faropean Union
summit. | went there in onder 10 explain why the problem with the EU
s that in many ways it is ghting globalisation and liberalmation. and 1w
prosent my view that borders should be opened and controls dismaniled.

I mever got the chance w give my speech. The place whete | was 1o
;pﬂiwn:hhnlym:hnhﬂtd':hnd:m.wlﬂtm*nﬂdm
globaliation anarchists were smashing shops and throwing sones 2
policemen who were trying o defend 3 democratic meeting. Thee were
‘anarchists’ demanding prohibitions and controbe and throwing stones a
peuple with different values, “snarchise’ who insisted thar the governmen:
retake contral of people who mo longer found themadves consralned by
national boundanes. They made 8 mockery of the ilea of freedom. To our
cheerful Anarchist Front, people like thar had nething o de with snarchium.
Inn ouir sienplificd veenage vocabulary, they were, if anything, fuscises,

Bur that violence 1w anly parr of a broader movement that s crinical of
tnereasing globalisation. In the past lew yean. pure and mare people have
been complaining that the new bberry and internasionalism have gone
wo far, giving rise 10 a “hypercapialism’. The protess movement againsi
this more global capitalism may call ioelf radical and profes o samd
for excrting new ideas, b it angumenty actually represent the ame old
oppasitian w free markens and free vrade thar has always been shown by
national rulers. Many groups—authoritaran Third World regimes and
Eurocrars, agranan movemnents and monopoly corporanons, conservarive
insellectuals and new left movements—are afraid of 3 globalised humanity
acquiring more power at the expense of political instimitions. All of them
are united in viewang globalisation as 3 monser complerely out of conomal,
a monster that has ro be mounded up and restrained.

Much of the critichm of globalisation i beied on portraying it 2
swmething big and menacing. Often sch oniticam s ot reasoned
srgument, but Hat statements of fact. Uritics may sy, for example, thar 51
of the warld's biggent cconomies are corparstion or that something like
LIS$1.5 trillion are moved arcsund in Anancial markets every dav, as of siae
tnell were intrinsically dangerous and rerrifiing. Bur that i arithmeric,
not argument. Tt remaing 1o be proved thar big businesses or high surnever
are problems in themselves, Froquenidy, the detractons fonger wo prove sny
such thing. In this book | argue for the opposiie view: as loag as we are
liberty 1o pick and choase, there is nothing wrong with cerain forms of
voluntary cooperation growing large through swcoes.



Such impoung numbers and the abstracy verm ‘globalisation —coined
in the early "bls but in common use only since the 1980s—conjure up
the image of an snooymous, enigmatic, cusve force. Simply because
ﬁﬁhﬁnhwﬂhm&:hﬂnﬂ:ﬂm:mdﬁmu

and not from 3 ceneral contral booth, it seems unchecked,
:hlmﬂ.?dhu:lllmﬁmmﬂuhumhnultht[hu‘hunf:hm
of like-minded intellociials when he bemoaned the apparent absence of
*vuhhpﬁmnﬂplﬂtufnppwmﬂﬂuml,nﬂnﬂhm;ﬂxmm
forces of the global coonomy’.’

Many feed powerless in the face of globalnation, and thar fecling
underandable when we comider how much i determined by the
decentralised decsions of millions of people. IF others are free to run their
own lives, we have no power over them. But in return, we acquire 3 new
power over our own lives, That kind of powerlesines s a good thing. No
one is in the driver’s seat. because all of us are sicering,

T‘Himm“ﬂuithnnddlﬂfwlﬁdmumdbmﬁhudum
company would import goods from abroad if we didn't buy them, and
ni one would inves money over the border if there weren't enmeprencun
there willing 1o expand exsstng businesses or launch new oncs in response
w customer demand. Gilobalisation constsrs of our everyday sctions. We
cat bananas from Ecuador, deink wine from France, watch American
muvies, otder books from Brain, work for cuport companios selling w
Crermany and Russla, vacation in Thailand, and save money for retirement
in funds invessing in South America and Asia. Capital may be channelled
by hnance corporations, and goods may be carried across bonders by
business enterprises, but they only do these things because we want them
. Ulobaliation ke place from beneath, even thoagh politcians come
running afier it with all soris af abbreviations and acronyms (ELU, IMF,
UN, WTO, UNCTAD, OECD) in a bid w struciure the proces.

OF course, keeping up with the times docsn’t always come cuily,

to imtelbecruials in vhe hubit of hiving everything uwnder contral,
Inlh&.ﬁmtdtl%mrwyﬁuuﬁhpmnudhw Erik Guarad
Geeljer, Anden Ehnmark writer, almaost enviously. that Geijer was able o
kecp himsell up w0 date on all imporant world cvents just by sining in
Uppsala reading the Edinburgh Revirw and the Quarterly Review.” Thai
15 how simple and intelligible the world can be when only 4 tny elne in
thee capitals of Furope makes any difference 1o the course of world eveni.,
But how comples and confusing everything is becoming now that the
other conunents are awakening and developments are also beginning 1o be

Ml



affecied by ardinary people’s everyday decrlonmaking. No wonder, then,
that influential people, decisionmakers, snd politcians caim thar we'
imeaning they) lose power because of globalisanion. They have bisi some of
it 1o we—to ondinary citizens.

Mot ull of us are going 10 be glohal jer-serten, bue we don't have wo be in
order 1o be a part of the globalianon process. | paricular, the poor and
powerless find their well-being vawly improved when inespensive goods
are no longer excluded by wanlf barricns and when foreign investmenn
offer employment and wreamline producrion. Thoee aill Tving in the
place where they were born stand 1o benetit enormouly from informarson
hﬂqﬂhﬂtﬂhﬂiﬂrmhﬂlﬁ:ﬂ.nnﬂﬁmhﬁ;ﬁwmdﬁmﬂuﬁ
political represenatives. Bur thar requins more in the way of democraiic
reforms and economic liberalisation.

mg more liberry 10 pick and chooe may sound rivial, bu
it wnt, To those of us in the afluent world, the availability of non-local
options may seem like o luxury, of even an annoyance. Say what you will
ahour Sqarbucks or trashy Amencan reality shows, but they aren't weally
intderable. 'Well, nov Starbucks, anyway. The cutstence from which
globalisation delivers people in the Third Wodd really is inmlerable. For the
poot, cxistence means abject poverry, filth, ignorance, and powerlesnes:
it meains alwiiys wondering where the nest meal s coming trom; it means
walking many miles 1o collect water that may not be fit 1o drink.

When globalisanon knocks st the door of Bhagemi. an ddery

agricultural worker and ‘wntonchable’ in the Indian village of Saijand, it
ledds o houses being buile of brick insead of mud, 1o people geating thoe
on their feer and clean clothes—not rags—aon their backs. Odoor, the
sereees now have drains, and the fragrance of dilled carth has replaced the
stench of refuse. Thirty years ago Bhagant didalt know he was fiving in
Indlia. Today he watches world news on television.”
o working for the villages nqlvmphg:mﬂuln‘:nudpmﬂ“&m
When the women get wark away from home, they alss become mare
poweerful within the family. New capital markers mean thar Bhagaoes
children are not compelled 10 borrow money from usurers who collea
pavment in future laboue The yoke of usury, by which the whole village
was once held in thrall, vanishes whin people are able 1o go 10 different
banks and borrow money from them naread.

Everyone in Bhagant's generation was illiterate. In his children’s
generation, just & few were ahle 1o artend schoal, and in his grandchildren’s

generation, sperpone goes to school, Things have improved, Bhagant hnds

whii



Liberty and prosperity have grown, Taday the children's behaviour is the
big problem. When he was young, children were obedient and belped in
the bome. Now they have grown so wermibly independent. making money
of their own. Such things can cause wensions, of course, bur r isn't quire
the same thing as the risk of having o watch your children die. or having
w sell them to a loan shark.

The stand that you and [ and other people in the privileged world ke
un the burning imue of globalisation can determine whether more people
are i share in the development thai has mben place i Bhagant's village o1
whether that development bs to be revered.

ritics of globalistion often oy to paint a picrure of neo-liberal marker

marauders having seceetly plotted for capitalism w ateain world mastesy.
Wie find political theorist John Gray, for ecample, desceibing the spread of
free-marker policier as a virnaal coup o rer saged by “radical’ ideologues
who mansge to ‘infilerae’ government. "The goal of this revelurion,’
sccording 1o Gray, ‘wan w insulare neo-liberal policy irreversibly from
hﬂrﬁmﬂhﬁfgupﬂmﬂl lif:."hﬁptmﬂh—mulhm
Hobert Kuttner, edivor of The Amerscan Praspece, and cconomist Joveph
Seiglie—even characterme froc-marker advocacy as a kind of gquasi-religious
cult, which they call ‘marker fundamentalism’.

[Hh‘:i.ﬂiﬂtll privathation, and irade liberalisation, however, were not
mvented by ubra-liberal ideologues. True, there were political leader—
Heagan and Thatcher, for instance—who had been inspired by economic
liberalism. But the biggest reformen were communists in China and the
Sowvict Union, protectionises in Latin Amenca, and nationaliss in Asia. In
Democruts. In short, the notion of conspirstorial ubra-liberals making
a revolution by shock therapy i complerely off the mark. Instesd. it s
pragmatic, often anti-liberal politicians, realising that their government
have gone wo far in the direcoon of control-freakery, who have for this
very reason begun liberalising their economies. The allegation of liberal-
cupitalist world dominion has 1o be further tempered by the observation
that today we probably have the biggest public sccron and the highes
wanes the world has ever known, The liberalisation measures that have been
tritroduced may have abolished some of the pasi's contralint exsesses, b
they have handly ushered in o system of leres faree. And because the rulens
have retreated on their own terms and st their own speed, there s reason
to ask whether things really have gone too far, or whether they bave mo
pone far enough.

EP



When | say that | mean o defend capitalism, whai | have in mind
r the capitalivic freedom o proceed by mial and error, withoutl having
w ask rulers and border officials for permission firse. Thar i the liberry
that | once thought anarchy would bring, bur under the contml of laws
ersuring that one pernon’s freedom will not encroach on other peoples. |
wan: everyone to have thas iberry in sbundance. If the entics of capiralism
Hhﬂﬂmﬂrhﬂinﬁtﬂdﬂﬂh‘@?hﬂﬂdﬂk!mﬂd
like to have moee still—a super duper abundance if
for the poor of the word's population, wlmuthhm!nnwﬂ#dhm
listhe say regarding their work and consumpison. Thar b why | do nee
hesitare 10 call thin book fu Dfence of Clokal Capitalim, cven though
the “capitalism’ | celebrate is really more & possible future than a curremly

TyNem.

By capiralism | do nor specifically mean an cconomic syseem of capiral
wwneeship and imvestment opportunities, Those things cin also exisr in 4
command economy. What | mean i the liberal market cconoumy, with free
mpni:nnhu:dqudwn;httnmrmr'nm.ﬂdlhﬁudnmm
negotiare, to conclude agreements, and 1o var up busknes scoviries. Whae
I am defending, then, is individual liberiy in the economy. Capitalists are

when, instead of secking profir through compeninon. they poin
Forces with the government. Il the stare is a dictavorship, corporations can
cauly be partics 1o human nghts violatons, as & number of Western oil
companics have been in Afncan sare By the same token, capitalises who
stalk the carridars of political power in search of benehis and privileges wre
not true capitalists. On the contrary, they are a threat 1o the free muarker
and as such must be criticised and counteracted. Often, businessmen want
o play politics, and peliticians want o play a: bang businessmen. Thar i
not 4 marker economy: it i 4 mised coonomy in which enmrepreneurs and
politicians have confused their roles. Pres capitalism exisis when politicians
pursue liberal policies and entreprencurs do busines,

What | mally believe in. Grst and fowemoss, sat capitalism o
globakisirion. Iy ian't the systen or rogulatory codes thar achieve all we we
around us in the way of prosperity, innovation, communiny, and culure.
']'h:ﬁ:dlinpmntﬂﬁbrpmpl:.whltlhdh:ihhmm‘lcwhr
for achicving grear things, and the combined foree thai results from our
interactions and cxchanges. | plead for greater libery and 3 more open
wotld, not becawse | believe one sysem happens o be more efficient
than snother, but because those things provide s seming thas unleashes
individual crearivity as no other system can, They spur the dynamnsm char
has lexd v human, economic. scientific, and technical advances, Believing in

L



d#tn]iﬂ:uhr.lﬂn mhﬂining'u pmh.lhumtpw:&uﬂy
Diesirable as they may be, those are only the roulis. At i core, belief in
capiealivm i belief in mankind.

Like most other liberals, | can endorse the apinion of French socialia
prime minister Lionel Jospin char we mua have o ‘marker cconomy, no
& marker sociery’. My #im & pot for comomic rransactions m supplant
all asher human relstions, My aim & freedom and voluntary relations in
all ckds. In the cultural wrena. thar means frecdom of expresion and of
the press. In politics, w means democracy and the rule of law, In social
lifie. it means the right 1 live sccording to one’s own values and 1o choose
one’s own company. And in the cconomy, it means capitalism and free
markers,

It is not my intention that we should put price tags on everything. The
important things in life—love, family, friendship, onc's own way of life—
caonnot be assigned a dollar value. Those who believe that, 1w the hiberal
mind, people always sct with the aim of murimising their income know
nothing shoui liberals, and sny liberal who dos think that way knows
nothing of hiunan nature. It is not a desire for bener paymens thar moves
me to write 3 book abour the value of globulisation insead of becoming
an acoountant of & fuherman. | am writing shout samething | believe in,
something that maners. And | wich i live in 2 liberal society because such
a anchety gives people the right 1o choose whar matters to them,

Last of all, | offer my heartfele thanks 1o the friends who helped me
1o murshal wy thoughts on these marrer, for the smple reason char this
subject also marters 1o them, especially in the case of Frodeik Erivon, Sofia
Merhrand, and Maunicio Roja. A beg thank you alss to Barbro Bengmon,
Charborie Higghlad, and Kristing von Unge for their efficiency in making
my manuscript prosentable.

To me, the ulimate proof ther globalisation s & reality, s thar my
thaughts an the subject are now being published in Australia—literally on
th:dﬁﬂﬂdrﬂfﬁtﬂﬁwt.luhrm]lhdfn1h&nmfﬂlnd:pﬂdrm
Studics 3 debn of granmde for providing me with thar example of the
globalisation of keas,

Johan Norberg
Sydney, October 2005



Chapter 1

Every day in every way...



The half truth

t least since 1014, when Archbishop Walfstin, preaching in York.
declared that “The world is in 2 rush and s gening dose © i
endd’, pevpile have believed that everything is growing worse, thar
things were betier in the old days. Much of the discussion
globalisation prosupposes thar the world » rapidly going w hell i s
handbasker. A few yeare ago, the late Pope John Paul 1T echoed his
wn“mWﬂ‘uhymmhlupmﬂdemin
the lollowing wrms
Vinous places are witnessing the tesurgence of a cerain capiralist
nealiberalism which ssbordinates the human person to blind market
forces and conditim the development of peoples on thosw forces. ..
In the imemational communiry. we thus see a2 small number of
countties growing cxceedingly rich ar the cosr of the increasing
impoverishment of a grear number of ather counmes; as a reli
the wealthy grow ever wealthicr, while the poot grow ever poorer

Th:wufdi-iﬂmh.nhmﬂ:innmhﬂrmﬁ.ﬁdnrunftﬁ:
debate on the marker economy mans: "The rich are getting richer, and the
poor are getting poorer.’ This ststement b offered us & dicrate of natural
L, rioe a0 thesis to be argued, Bur if we look beyond the catchy slogans
and wudy what has acraally happened in the world, we hnd this thesh 1o
be a half-truth. The first hall is true: the dch have indeed grown richer—

. to five in affluent countries have grown appreciably richer in
the past few decades. So wo have the Third Woeld rich. Bue the second
half i, quite smply, wrong. The poot have now, generally speaking, come
mhmﬂhmtmm&tMMMh
diminnhed, and where 01 was quantiatively grestesi—in Asia—many
hundreds of millions of people who barely 20 years ago were sruggling
to make ends mect have begun 1o schiove & secure existence and even a
modest degree of affluence. Global misery has diminished and the great
injustices have warted 1o unravel. This opening chaprer will contain 2



succession of figeres and trend descriprions thar are necesary o cormea
the very widespread mbunderstanding that exises concerning the staie of
the world '

ke of the most interesting books publiched in recent years in O Auan
Time: India, Chine, Japan 19661999, o ruwvdlogue in which Swedish
suthor Lasse Berg and photographer Stig Karhison docribe new visin 1o
Asian countries where they travelled during the 1960 " Then, they saw
poverty, abject misery, and imminent disaster. Like many other travellen
w rhowe countrics, they could nos bring themsehves 1o hald our much hope
for the funure, and they thought that socialisr revelution might be the
only way out. Returning to India and China in the 1990, they could not
help seeing how wrong they were. More and more people have exrricated
themaclves frum poverty: the problem of hunger b sieadily duminishing:
the streets are cleaner. Mud huts have given way to brick buildings, wired
up for electricity and sporting relevision aerials an their roofs

When Berg and Karlsson firse visived Calcurta, a wenth of i inhabicann
were homeless, and every moming tracks sent by the public suthonino or
ilssionary socteties woukd go aound collecting the badies of those who
had diexd in the might. Thirey yean lates, serring out 1o ph people
livieg on the streets, they had difficulry in Bnding any such people. The
rickshaw, a passenger cant pulled by 4 barefoor man, i disappearing from
shee urbiin soene, and people are travelling by car. motorcycle, and subway
matead,

When Berg and Karlsson showed young Indians photographs of whar
things looked like on that lasy visir, they nefused wo believe dhar it wus even
the same place. Could things really have been so dicadbul? One sariking
illustration of the change s provided by o pair of photographs on page
A2 of their book. In the old one, taken in 1976, 2 12 year-old Indian girl
named Satto holds up her handi. They are already furrowsd and wom,
premanirely aged by many yean' hand work, The mcent picture shows
Satto's 1 3year-old daughver Seema, alw holding wp her hands. They are
young and soft, the hands of & child whese childhood has nor been taken
away from her.

The biggen change of all is in people’s thoughts and dreams, Television
and newspapers bring idess and images from the other side of the globe.
widening peoples notions of what i possble. Why should one have wo
wpend all one’s life in one place? Why must 2 woman by forcod 1© have
chibdren carly and sacrifice her carcer? Why mus marrisges be arranged —
mdrh:ummiﬂiﬂnﬂdﬁlﬁmﬁm—whn&mhmlmmudﬂ
countries are s much freer! Why make do with this kind of government



Lasse Berg writes, self-critically:

Reading what we observers, loreignen as well a3 Indians, wrote in
the 60s and T0s, nowhere in these analyses da 1 see anything of
present-day India. Often mightmare scenarios—overpopulation,
wmult, upherval or sagnation—bur not thin calm and seeady
forward-jogging. and least of all this modernisation of thoughts
and dreama. Who foresww that consumeriam would  penctrace
so deeply in and among the villages? Who foresaw thar both the
back, what the descriptions have in commaon s an overstatement
of the extraordinary, frightening, uncerain (most writers had their
personal hobby-hooses and favourites) and an undemstarement of
the Force of normaling®

The development described by Lasse Berg has resulted, noc from socialim
revolution, but rather froum 2 move in the past few decades wowand greater
individual liberry, Freedom of choice and international exwchange have
grown, and wivestments and development assissance have ranamined ideas
aml resources, sllowing the developing warld 1o benefin from the knowledge.
wealth, and inventions of ather countries, Imports of medicines and new
health care systems have improved living condinions. Modern rechnology
and new methads of production have stepped up cutput and improved
the food supply. Individual citizens have become mote and more free
choose their own occuparions and 1o sell their products. We can tell from
among the population. Bur the mow important thing of all is liberry imelf,
the independence and dignkry that autonomy confers on people who have
bern living under

With the spread of humanise idess, slavery, which a few centuries agn
wis a worldwide phenomenon, han been beaten down in one conminent
after another. It lives on today illegally but, since the liberation of the lin
slaves in the Arabian Peninsuls in 1970, has been forbidden practically
everywhere on carth, The forced Libour of precapitaliss economies is being
ripidly supeneded by freedom of contract and freedom of movemem
where the marker breaks through.



Poverty reduction

erween 1965 and 1998, the average world citsen's income pracocally
doubled, from US$2.497 10 USS4.839, adjusted for punchasing
power and inflation. Thai increise has not come abous through the
indusrrialised narions mulophang therr incomes. During this period the
richest fifth of the world’s population increased their average income from
LISS8.315 1o USS14.623, or by moughly 75%. For the poorest fifth of the
world's populaison, the increase has been Basrer snll, with average income
maore than deubling during the wme period from US$5%1 40 UUSS1,137°
Word consumpiion woday b more than rwice what it was in 1960,
Thanks o marerial developments in the pas halt cenmry, the world
huas over three billion more people living above the poverty line. This
i hiotoncally unique. The Unied Nations Development Programme
(LINIM) has observed chat, all th all, world poverty has lallen more during
the past 50 years than during the preceding SO0, In i Humas
Repare 1997, the UNDP wrires thar humanity i in the micw of ‘the second
great gscent’, The furss began in the 19ch centuiry, with the indistrisbisanion
of the United Sttes and Evrope and the rapid spread of prospedity. The
sccond began durng the post-war era and is now in full swing, with fire
Asia and then the other devdoping countries seoring ever-greater victonies

The grear succos in reducing poverty in the 20ch cenmury shows thar
eradicating, severe poverty in the fire decades of the 216 century i
feasible.”

Poverry s sl rapidly diminishing. ‘Absolute poverty’ is wsally defined
a8 the condition of having an noome les than one dollar 4 day. In 1820
something like 85% of the world's population was living on the equivalent
of less than a dollar & day. By 1950 rhar hgure had fallen 1o abour $0%
and by 1980 1o 3%, According o World Bank figures, absolute poveny
has fallen since 1980 from 31 ro 2006 (a figire of 24% s often mentoned,

meaning 24% of the population of the developing countnest. The radscal
reduction of the pan 20 years is unique in that net oaly the proportion bue



alsis the mwial sumber of people lving in absolute poverty has declined —
For the hirst time in world hisory, During these two decades the world's
popularion has grown by a billion and 2 half, and yei the number of absoluse
poor has fllen by sbout 200 million. That decresse is connecred with
economic growth. In places whese prosperity has grown Basnest, poverry has
been mowt effectively combatied. In Ease Asia (China exchaded), asbsoluie
poverty haa fallen from 15 1o just over 9%, in China from 32 o 1 7%, Sia
Asians in ten were shsohutely poor in 1975, Today's hygure, acconding wo the
World Bank. is fewer than 2 out of 10.
unreliable survey dars as the basks for its own asscssmente. Former World
Bank economin Surjit %, Bhalla recently published his own calcularions,
supplementing survey resulia with national acomunis data, This method. he
argues convincingly, is Br more likely w provide an acourae messuremen.
Bhalla found that poverty had fallen precipitouly. from a bevel of 44% in
1980 w 13% o the end of 2002 If dwse figures are correct, then the
last 20 years have wen an extraondinary, unprecedented reduction of
poveriy—iwice that achieved in any ather 2-vear period on recond. The
Uﬂlgﬁluﬂunumgmﬂpmﬂqrmhd-mlihhrlﬂlihndrudj
been achieved and

"B, mwmmhm&mmwm
wani comsumpuion and growsh lor? Why must we force owr way of life
upon them?’ The snvwer is that we muse ot force 8 particular way of life
on snyone. Whatever their values, the great majority of people the world
then have more oprions, regandles of how they then decide to use thar
increased wealth. As Indian occonomis and Nobel laurcate Amartya Sen has
emphasised, poserty s pot just a material problem. Poverty is samething
wider: it is about powerleanes, about being deprived of basic opportunities
atie Froedom of chowce. Small incomes are often sympromatic of the absence
af these things, of peoples mnﬂ:ul:u:hn nibjixtion tn coercion.
mﬂnuﬂmﬁdiﬁumﬁﬁ:ﬂmmn&mm:m
lie It b impusriant m wvestigaie material development becavise it supgests
how wealth can be produced and because it contributes 1o development in
this broader wnse. Marerial resources, individual and societal, enable people
w foed and educite themselves, 10 obizin health care, and o be spared
the pain of watching their children dic. Those are preery universal human
desires, one finds, when people are allowed 1o choose for themsehves.
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The worldwide improvement in the human condimon is reflectnd in o
very rapid growth of averape life expeciancy. Ar the beginning of the 20th
century. uverage life cxpectancy in the developing counnes was under 30
years: by 1960 ir had risen to 46, and in 2004 it was 65, Longevity m the
developing countries today bs nearly |5 years higher than it was s century ago
in the worlds laading economy st the vime, Britsin. Development has been
sowest in Sub-Saharan Africa, but even there life expecrancy has risen, from
41 1o 51 yean sinoe the 1900k, Aversge life expectancy remaim highat in
the moast afffuent countres—in the Organiaon for Economic Conperation
and Development (OFCDY) counirtes iv is 78—bai the fsirs improgement
has been in the poor coumries. In 1960, their average life expectancy was
6% of thar of the affluent countrics. Today it is more than B%. Nine ow
af every ten prople in the wirk] today can expect m live beyond G0, which
Is more than wice the average only 100 yean agn.

In Ow Auan Time, Berg describes returming to Malayma M) years afer
his first winit and suddenly reslising that in the meantime the sveruge life
cxpecrancy of the population has risen by 15 years. That means that the
people he meers there have been able ro celebrate every birthday snee his
last visit having come only hall a year closer ro death.

The improvemeni in bealth has been partdly bocause of berer aaning
habit and lving conditions, but also because of improved health care.

7



Twenty years ago there was one doctor for every thousand people; wday
there are 1.5, In the very poorest countries, there was 0.6 of a doctor

thousand inhabltint in 1980; this statistic has almost douhbled w 1.0,
Perhiaps the ot dependable indicator of the living conditions of the poor
in innfant morality, which in the developing countries has fallen drastically
Wheress 18% of newbotns—almont one in five!—died in 1950, by
1976 chis hgure had fallen 1o 11% and in 2002 was only 6%, [n the pase
30 years alone, moriality has been almost halved. from 107 deaths per
thouand births in 1970 10 59 per thousand in 1998, Mose and more
people, then, have been able o survive despite poverty. And even s more
mﬁtmpwrmm.upm‘mdrmﬂhmurdu

workds population is poor, which in turm suggeses thar the reduction of
poverty has been will greater chan is spparent from a wperficial sudy of
the staristics.

Infant mortality is declining
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Hunger

onger lives and bouer haabth are conneoiend wath the reducrion of

one of the cruellest manifestation of underdeveloprment—hunger

Calorie intake in the Thind World has risen by 30% per capita since
the 1960s. According o the UN Food and Agrcalrure Ornganbsation, 9640
million people in the devdoping countrics were undernourished 19710,
In 1991 the fygure was 530 million, falling by 1996 w0 790 mulbon. In
propodtion to population, dis b an immensely rapid improvement. Thiny
wears apo aearly 37% of the populstion of the developing counmies were
alllicted with hunger. Today's figure s less than 18%. Many? Yes. Too
many? OF course. But the number is rapidly declining. I wok the firs oo
decades of the 2(ih cenury for Sweden o be declared free from chonic
malnutrition. In only 30 years the proportion of hungry in the world ha
been reduced by half, and it is expecred 0 decline furrher, to 12% by
20010, There have never been so many of us on earth, and we have never
had such a good supply of food. Durng the 1990, the ranks of the hungry
diminished by an sverage of 6 million every vear, w the same time as the
warld's papalation grew by shour S00 million.

THnllhlnmmndF-tminEJﬁmdSmththi,-whntihr
proportion of hungry has fallen from 43 w0 13% since 1970, In Latin
America, it has tallen from 19 w0 11%, in Norch Africa and the Middle East
from 25 w 9%, in Sourh Asia from 38 o 23%. The worst developmem
s occurred in Africa south of the Sahara, where the number of hungry
has scrually increased, from 89 o 180 million people. But even there
the proportion of the population living in bunger has declined, albeir

from 34 1w 3%,

Global food production has deubled dunng the past half cencury, and in
the developing countries it has mripled. Global food supply increased by 24%,
from 2,257 o LB08 calores per person daily, berween 1961 and 1999, The
by 39%. from 1,932 1o 2.684 calories daily.* Very linde of this development
is due to new land having been converied o agnculnural use. Instead. the
old land is being farmed more efficiently. The yield per scre of arable Lad



World hunger is declining
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has virnually doubled. Wheat, matee, and noe prices have fallen by more than
4%, Since the beginning of the 1980 alone, food prices have habved and
production From a given ares of land has risen by 25%—a process that ha
been swifter in poor countries than in affluent ones.

Such s the triumph of the ‘green revolution’. Hiln'hn-rlidim
mmmanpluwhun developed, at Ihr-mrnml -mm;. irmigation.
elﬁdrﬂmunfﬂﬂmhmtdun?ﬂinrwhmm
in the developing countries, snd farmers there are atimated 1 have
carned mearly USS5 billion as & resuls of the change. In southern India,
the green revolution is evimared o have boowed farmen” real carnings
by 90% and those of landles prasnn by 129% over 20 year lix
impact has been least in Africa, bat even there the green revolution has
raised maise production per scre by berween 10 und 40%. Without this
revolution, it i etimared thar wordd prices of wheat and rce would be
neatly 40% higher than they are today and chat roughly another 2% of
the worlds children—children who are now getting enough 0 esr—
wontld have suffered from chronic malnourishment. Today's food problem
has nothing 1o do with overpopulation. Hunger today is o problem of
access 1o the available knowledge and rechnology, 1o wealth, and o the
rescarchens befieve vhat if modern fuming techniques. were applied in all



the world’s agriculture, we would already be able, here and now, 1o feed
another billion ar so people.’™

The incidence of major famine disasters has slso declined dramancally.
bargely an a result of the spread of democracy. Searvarion has occurred in
rechnocratic dictatorships, and ancient tribal societien. In all cases they
have been centralised. authoritarian states that suppressed free debare and
the workings of the marker. As Amartya Sen observes. therr has never been
a famibne disaster in a democracy. Fven poor democracies like India and
Borswana have avoided warvarion, dapite haoving 2 poorer foad supply
than many countries where fomine har wruck. By contrast, communis:
states like China, the Sovier Union, Cambodia, Ethlopia, and Nowth
Kmnnlnmlmiﬂuu-lndhunﬁtlhlmnﬁ.hlwupnimcrﬂ
smrvation. This shows thar famine 5 cawed by dicaonhip, nor by food
shartage. Famine s induced by leadens detmying production and rade,
making war, and ignaring the plight of the smrving populstion.

Sen maintaing that democracies are spared warvarion for the simple
resmon that it is eaily prevented if the rulen of 2 sociery wash o prevent
it. Rulers can sefrain from impeding the distribution of food, and they
can create jobs for people who would not be able o affond food parnchases
inn times of crisis, Bur dictaton are under oo poosure: they can ear their
fill however badly off their prople are, wherean democratic leaders will be
unseated if they fail to address food disribution problems. Additonally, a
free prew mukes the general public aware of the problems, 5o dhat they can
be rackled in tme. In 2 dictamnhip, even the leaders may be decerved by
cemorship, Much evidence sugggesn thar Chinals leaders wene seassured by
their own propaganda and their subondinaves lawidered satistics while 30
million people died of warvanon durning ‘the Grest Leap Forwand” berween
1958 and 1961."
supply of porable drinking warer has doubled, which is hugely imporsant for
the reduction of disease and infection in developing countries. Worldwide.
cight people in ton now have acoess to pure water, A generation ago. 90
of the world's rural populathon were without pure water. Today that applies
10 only 25%. At the beginning of the 19805, lirde more than half of India’s
populstion had sccess o pure warer, while wdsy the figure s nearer w
90%. In Indonesia thar percentage rose from 39 1w 62 Countries like
Kuwait and Saudi Arsbia today derive large pars of their water supply
from desalinavion of seawater, which i available in praciically unlimieed
quantitics. Desalination s & conly process, bur it shows thar growing
prosperity can solve problems of surce reources.

1"



Education

ducation is one of the mow reliable methods of increasing peoplc's
E:I‘.ndupm and earning prospects, yer many people are demied
access o i, Accen o educarion is very miich a gender e
65% of thow who are not allowed w0 attend school, and whe thesefore
rermasn illiterate, are girls. bt is aho o poverty problem. In many countries
the poorest peaple have no educstion ai all. Poor families cannot send their
children to school, cither because school is too cxpensive w afford ar all
of because the revurn on education s insufficient. In India, children from
the wealthiest 15% of families receive ten vwears more schoaling than those
from the poorst 15%. And s it is no surprise chat education is quickly
extended when the economy gathen speed. Rising levels of education in
T ACT A8 @ BpUT B CUOnomic
Participation in elementary educstion has come close to 100% in 2
once again, s Africa south of the Sahara, snd even there it has reached
theec-quarers of the population. Pamicipation in high-school education
rose from 27% in 1960 w0 67% in 1995, During that time, the proportion
of childeen allowed ro anend school rose by 80%. Today there are neardy
785 million illiverate adules, That sounds like a b, and indeed in is, bar i
reflects 3 signibeant decrease. from 70% of the population of the developing
workd in the 1950x to less than 25% roday. The very rapid spread of Tireracy
in the world day is readily apparent from an examination of literacy rates
across generations, Where the youngest people are concerned. illiteracy iv
rapidly dixappearing,



Hileracy is diminishing
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world, mplﬁdmﬁmlrl;ndimmnnmﬁhﬂhnﬂpwmg

prosperity, s prompuing demands for genuine political rghes. Critio
of globalisation maintaio that 3 dynamic market and internarional capiral
are 2 threat to democracy. but what they really see threatened is the use
thar they would lilee 1o make of democracy. Never before in human history
have democracy. universal suffrage, and the free formation of opinion been
2 widespread m they are woday

A hundred vears ago. no country on carth had univerial and equal
siffrage. The world was ruled by empires and monarchies, Fven in the
Wear, women were excluded from the democratic proces, During the 20ch
century, large parts of the world were subjugated by commundsm, fascism,
or National Secialism, ideobogies thar led o major wars and the political
murtder of more than 100 million people. With just a few exceptions, those
wystems have fallen. The woralitarian states have collapsed., the dicratonhips
have been democrutised. and the shsolute monarchies have been deposed.
A hundred years ago, onc-third of the world's population was governed by
remote colonial powers. Today the colonial empires have boen dismanided.
In the pant few decades alone. dicaaorships have fallen like bowling pins,
especially following the tearing down af the communist lron Cureain,
The end of the Cold War sho pat an end to the unplesiant American
strategy of supporting Thind World dictarorships as long a they opposed
the Sovier bloc.

According 1o the think wnk Freedom Houwse, there were 119
democracies with multiparty vyetems and with univensal, equal suffrage in
200M. Living in those demuocracies ure some 3.3 billion people, or roughly
6% of the worlds population. Freedom House regards B9 countries,
with 4 tonal of 2.8 billion inhabitanes, a8 ‘free’ (e, democratic countries
with civil nghts). That i more than 40% of the world's inhabitant, the
biggest proportion ever. That many, in other words, are living in wates
that guarantee the rule of law and permit free debare and an scrive

14



The world is being democratised
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I 2002, there were 47 stwies that violsted basic human righis. Wors
among them were Burma, Cuba, Irag, Libya. Norch Korea, Saudi Arabia,
Sudan, Syria, and Turkmenisan—that is, the countrics least affecied by
globalisstion and least orienied in favour of the marker econemy and
liberalism. While deploning and combuting theii oppresion. suppresion
of opimion, government-controlled media, and wirctapping, we should
still remember thar such was the noermal sate of affsis for mos of the
world's population only a few decades ago. In 1975 oaly 20 countnies with
populations of mare than a million were democranically governed ™

During the 19905 the number of free” states in the world increased
by 21, ot the same time a1 the number of unfree ones declined by 3, This
expansion of freedom has procesded parallel w0 the farmation of many
new stares, following the disintegration of old ones like the Sovier Union.
The democratic trend continues, And there is no reason 1o expect i 1o end
mow, Now and then it is alleged thar democracy s hand 1 reconcile with
lslam, and so it may seem in the world wday, But we should remember
thar many researchens were saying the mme sbowt Catholicism as recently
as the 1970, when Cathalic countries included, for ccample, the miliary
regimes of Latin America, the communis suates of eastern Europe, and
dictatorships like the Philippines under Ferdinand Marcos.
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The number of wars has diminnhed by half during the past decade,
and today less than 1% of the workds population are directly affecied by
military conflicn. One reason is thar democracies simply do not make war
on each other; another i that international exchange makes conflict less

ing. With freedom of movement and fiee rrade. citieens are not all
thar interested in the e of their country, People create prosperity, nos by
annexing land from another country, bt by carrying on trade with tha
land and s resources. If, on the other hand. the world consises of wif-
contstned naton-states, the land of other countries has no value until one
1 able o weiee it

“The ox made peace’ is 3 1oth-cenmury saying from the border country
bevaven Denmark and Sweden. Farmers near the border made pesce with
each other againue the wishes of their rulers because they wanted 1o trade
mundhmhthuﬁqmdqmn In the trenchane words of the 19h-
century French liberal Frddéric Bastar, ‘If goods do not crom borders,
berween stares. Cross-ownership, multinational corporations, investment,
and privately owned natural resources make it harnd o wll where ane
Swedes pillaged Eusope, i was other people’s resources they wrecked and
stole. If they were 1o do the same thing roday, the victims would indude
many Swedish compantes, not 0 mention Swedish capial and Swediih

=g

It has bexn aseried that the globalisr challenge to natina-states beads
w separatism and to local and ethnic conflict. Therr i indeed a risk of
wugedy of the former Yugolavia i evidence of the bloody conflicns thar
can follow, But the number of major internecine conflico—hose costing
maone than a thousand bives—fell from 20 ro 13 berween 1991 and 1998,
Nine of those conflicts eccurred in Africa, the word's least democratied,
least ghobalised, and least capitalisg continent. The conflicts thar follow the
collapse of towalitarian sates are primarily power struggles in temposary
power vacuums. ln several countries, centralisation has prevented the
evodution of sable, democratic institurions and civil socictics, and when
cemralisation disappean, chaos ensues pending the establishment of new
institutions. There is no reason for believing this 10 be 1 new wend in a
more mternanonalised snd democranic world,
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Oppression of women

There are parms of the workd where women are regarded as 1he

property of men. A father i entitled 0 marry off his daughiers,
and it i the hushand whe decides what work has wafe s o do. In many
coumines, 3 hushand owns his wile's passpon or 1D cand, with the resuli
thar she cannor even travel freely in her own country, Laves disgqualify
women from divorce, from ownership of property, and from work eutade
the home. Daughters are denied the righes of inhentance enjoyed by sony
Liirls recerve nothing like the same educanion as boye, and very often no
oducation ar all. Wamen are abused and subjecied 1o genbal mutilation
and rape withou any imervention by the authorities

It 18 vrue, as many complain, thar globalisation apsers old rraditions and
habits. How, for examiple, do you mainmin patriarchal family radicions
when children are suddenly eaming more than the head of the family?
One of the rradinons challenged by globalisnion s the long-standing
subjugation of woamen. Theough culural contacrs and the inrerchange
of ideas. mew hopes and udeals are diseminaral. Indian women who
can see on welevision tha women are not necesarily housewives hegin
w cantemplate careens in law or medicine. Some Chinese women whao
had previously been isolated have been inspired 0 press demands for
grester autonomy and o make deciions of ther own by the websur

som. The sites name, which means ‘high-heeled dhoey, b 2
symbol of freedom contrasimg with the madition of bound fecr. When
woimen begin making their own decisons abowr their consumer behaviour
or their employment. they become more insistent in demanding equal
liberty and power in other Belds.

Grrowing  prosperity  gives women more oppomunity o become
independent and provide for themsches, Experience from Africa and
chewhere shows that women are often leading entreprencurs for various
kinds of small-scale production and cxchange in the informal secror, which
vuggests that, sheent discrimination and regalation by the government, the
market is their ayster. And indend, the worldwide spread of freer conditions

Omnl'lluwdd'-mulh inpustices b the oppression of women,
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of scrvice and freer marken has made it increasingly difficult for women
ter be kept out. Wormen voday constiture 42% of the wodd's work forer,
compared with 36% 20 yean ago. Capitalism doesn’t care whether the best
producer is s man or & wormin, Un the conerary, discriminanon is expensive
because it involves the rejection of cerrain puqﬂehpn&mﬂlhﬂ.ﬂ
wudies have shown that respect for women's nights and their ability w
exert influence in the home are closcly bowund up with their ability w find
emplovment outside the home and carn an independent income.

Technological progros can expedite social progrea. Women in Saudi
Amzbia are prevented from showing themasclves in public unbes they cover
from driving cary and from doing other things, The pracrical effect of this
has been 1o exclude them from all cconomic scrivity, Bar now the interner
and the velephone have suddenly made it possible for women w crry
on business from home, at the compurer. Within a short span of tme. s
example, in fahion, travel bookings, or conference and party armangements.
That is one reason why something hike reo-thirds of intcenet wsen in Saudi
Aralvia are women, When severil thousand women suddenly show that
Mmmhuwﬁwumdﬁuﬁhm&hﬂu

the prohibinon mMmﬂmH1mm
Awarencs and eriticism of gender discrimination &

Democransation gives women @ woice in polinics, and in more and more
countries the liws have been reformed 1o establish grearer equaliny berween
the sexes. Divorce laws and righn of inheritance are becoming les and les
biasedl. Equality before the law spreads with democracy and capitalism.
The ides of equal human dignity spreads. knocking our discrimination,



Gender equity alws grows with prosperity. A World Bank sudy of
education in India found that, although boys are more likely than guls 10
rexeive schooling st all income levels, the aaenr of the diparny i lughly
wealth-dependent. In the wealithbest houscholds, the study found only
a 1.5 percentage point difference in the enrolment of male and female
children. The difference was a whopping W percentage points for childeen
from the poorest houschelds.” In the most unequal parts of the world—
South Asia, Africa, and the Middle Eaw—the proportion of girls anending
school has doubled in the past 25 yeans. The glabsl difference berween
the proportion of women and men respectively enabled 1o strend schaool
has diminished by more than half in rwo decades. On average in hasic
education worldwide, 46% af the pupil are girhe

Thar seatistic is imporant, oot only for women but sso for theis
children. Better cducation and cxim carnings for 3 morher quickly result in
berter nourishment und education for her children, whiereas the connection
berween paternal income amd child wellare b lea song. In Sourh Asia,
where an inhuman aritude concerning the value of women revalied—and
still does—in high moraliy s among ghls during the fine years of hife,
gith now have a greater life expectancy st birth than bova. The average
hife expecrancy of women in the developing countries has increased by
20 years during the past half century. Development s also giving women
mare power over their own bodies. Increasad power for women in pour
comntries, and improved availabiliry of conracepuion, go hand 0 hand
with reduced birthrates.




China

bt half of the woeld's poot live in the two most populous countres,
India wnd China, hence the grear importance of what happeni
in thow countries. Both their cconomies have been extensively
liberatised in the past 20 yearn Chinds communist diciatoeship realised
at the end of the 19708 that collecrivisation was impeding development.
Seifling centralised contral—such us the requirement that farmens deliver
thar own prodice—impeded land renewal and lowered crop vields. Deng
Xioping, China's ruler, wanted 1o keep faith with the disrribusive ideas of
socialism. Yet he realised that he would have w distribute dther poverty
or prosperity, and that the lamer could only be achieved by giving people
miare freedom. And so i December 1978, mwo yean afier the dearh of
Chairman Mso, Deng embarked on s programme of liberalisanion. Rural
families that had previously been fored into collective farming were now
entithed to sex aside pan of their produce for sale a1 marker prices. a sysiem
that became mcreasingly liberal as time went on. The Chinese were therebwy
impelled 1o invest in agricalwre and improve i efficiency. The oprion w
drop our of the collective and formally lease land from the governmeni
was taken advantage of 1w such 4 huge extent that nearly all farmland
passed imo private hands in what may have been the biggen povatanon
in history. It paid off, with crop vickds rising berween 1978 and 1984 by an
incredible 7.7% annually, The same counery that 20 yeans earlier had been
hit by the wont faming in human history now had 2 food serplus
Beliore long, similar market incentives began 1o be introduced in the
et of the economy. Fing, economic free sones were set up. Exempred
from socialist controls, these zones allowed Chinese entreprencurs
engage in foreign wade, and the great success of this areangement inspired
liberulisation measures acrows the board, Trade was permitied in the
eountrmide, and alse berween town and country, The formerly self-suffcoen
productivity snd purchaing power indoced many farmers w invest cheir
capital in staring up private and cooperative industrlal production. Sunce
then, more and mose previously inconceivable phenomens—freer labous
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markets, foreign trade, direst foreign investmenis-—have been embiraced
by thie convertional wisdom,

liformation ahout those developments s partdy contradiciory, awing
to the difficulry of obtaining hand faces in an immense dicamorship, Bur all
olwervers agree that the economic growth and the nse in incomes observed
m China are amique. There han been wlk of almost 10% growrh annually
i the 20 yeurs following the aarly seforms, and Chinas gross domestic
product (GDT) has mwore than quadruplad. Tn 20 vearns, Chinas ecanomy
has moved from equalling Germany's 0 cxceeding rhe German, French,
lralian, and Noedic connomies combined. The 1978 Lberaliatson enabled
A00 million Chinese farmen o double their incomes in only six vears,
Feonomist Shujic Yao contends thar shsolute poverry was long concealed
by China's official statistics, but in terms of scrual development half o
billion Chinese have belt absolute poverty behind them. The World Bank
has characrerised rhis phenomenon as ‘the biggest and fasress poverry
reduction in history”."’

[ramatic cconemis reversals may will ske place in China, Under the
protection of capital regulations, colssal loans have been channelled ino
the inefficient national government secror and companies favoured by s
othoah, while small snd medium enrerprises (3MEs) are undercapiralised.
The authorines have protected banks and corporations frin outside
scrutiny, which could precipitsee a crisis of huge proportions. Bui the
cconomy has undergone woo much of 2 fundamental ransformarion for 2
reversion i the pre- 1978 wuation, in terms of cither palicy ar prospericy,
i b possible.

The Tananmen Square masacre, the ban i many regions on having
meoee than one child, oppresion in Tiber and Sinkiang. the persecution of
the Falun Gong movement, labour camps for political prooocn—these
things show thar, sadly, not everyrhing has changed in China. Communiu
party oppression lives on, but fewer and feswer people expect bt 1o survive
cconomic liberalisation m the long erm. Simply :Ilmu!h CTOIOm
liberalisathan, citizens have come to enjoy important liberies. Whereas
formerly they had 10 work wherever they were ordered o, 1oday the
Chinese can chome their own employment. Trvel and relocation wed
1o be alimost impossible, and moving From countevside 10 town o ciry
was out of the guestion. Now the Uhinese can travel almose freely, wear
whasever dlothing they Like, and spend thesr money almost s they please.

The ability of villages 1 choose their local representatives ha grown,
The dections are rypically sill conteolled by the Communist Parry, but
where they are not. the people have shown thar a change s what they

a



want. In neatly one-thind of the villages, party control has broken down.
and in some, villagens are even inshsting on the right 1o clect nadonal parry
officialy. Combening increased local democracy with cenral dicraorship
will be difficuls in the boag term, Although people can still be srrested For
disment. & wide range of opinions can now be heard—in large part because
of internavional inflsence and the interner, Independent organisations arc
emerging and information is no longer contmllable. Even the newspapen
are shinwing greater independence, und corrupe officials can be ceiticied,



India

nlike China. India has been a democracy ever s Independence

i 1947, but at the same vime i has opied for a sirictly regulared

economy. The government invested in large-scale industries tha
had been procecred by fierce tmport and expory barmien in an effort 1o
make them self sufficient. That investment arned oul w0 be 3 very

ive fasco. All economic acrivity was ensnared in regulations and
impoded by required permins, which were all bur unobrainable withour
rndhnﬁminp.l,ndpn}ringhdl'n.mﬂrkhh Raj wan sicceeded by o
‘permit raj . Power passed 10 the burcaucracy. Indians wishing 10 engige in
busimess had 10 devore a great deal of their time o buitening up ofhciaks.
and if smaccessful they were rewanded with protecuion against competition
from othen. Economic growth barely kepr pace with population growih.
and the proportion falling below the Indin poverty line grew from 50%
ut Independence to 62% in 1966,

In the mid- 1970« India began 3 dow reurdening of i economy,
F;;hphmnmlu:l[mﬁwu::rmrqﬂﬂ:ﬂwﬂhduﬂwnnﬂtml
advantage in labour-intensive industre, Geowth warted o sccelerne in the
19804, and poverty began 1o decline. Bur this expansion was fuelled with
burrowed money, resulting in @ profound crisis 2t the beginning of the
1990s. In 1991, the government embarked an a series of refurms simed ar
purring its inances in order, welcomung rade and loregn invesimenis, and
encouraging competition amd enterprise. Tariff levels, which had sveraged
4 crippling 87%. were jowered 10 27%. The economy was freed from
numerous restricrions by thiee comerutive governmenis, even though the
governments sepresented different panty

Although s massive process of reform sull remaing o be sccomplished
befiore India becomes 3 gentiine marker cconomy, grest resales have already
Since the reforms began, India has received a srcady siream of invesment
from abrosd, and growth has been running ar 5 w0 7% annually, The
proportion of inhabitants below the Indian poverry line has now fallen
w shour 32%. Things have moved fasvest following the change of system.



During the reform years of 1993-99 alone, poverty fell by ten percentuge
Fﬂhuﬂﬁmﬂﬂﬂmﬁ.wﬂﬁu“hﬂﬂhnmhﬁnu
the end of the 19608 and average life expectancy has more than doubled
from aboust 30 years after Independence o abour 64 oday." Half the poor
households of India soday own a dock, one-third have a radio, and 40%
have access 1w television.

Developmenis have varied, however, depending on the extent of
reformm in the various states of India, Large parts of the countryude. which
1 where the poor live, have not had the benefit of wny major liberalisarion
measures, and poverty rares there have remained stable. At the wme time,
the southern wates in particular—Andhra Pradesh. Kamanka, and Tamil
Nadu—have made very swift progress with liberalisation. Growth in these
states has been above the national average, sometimes approaching an
incredible 15% annually, and it i these states that have armced mow
imvestments, both from sbroad and from the et of India. The economy
has experienced an information technology murscle. with the witware
sector growing by 50% annually, In Andhra Pradesh, Microsoft opened
its first full-fledged development centre away from i besdquanens in
Redmond. Econamic growth has also lefi it mark on social
ﬂnawmanﬁrmhlmhunmﬂhmﬁrhnﬂﬂuluw
and educarion, and have achieved the fastest reducrions of infant morralicy
mﬂiﬂhmﬁrﬁ.wﬁnhuﬂlymmdmrﬂhﬂhﬁunmmm
carching up with boys in terms of school amendance. In several of the
seates (Anchra Pradesh, Maharashtra) poverty has declined by abour 40%
since the end of the 1970, while in nonliberalised siazes like Bihar and
Uletar Pradesh it has hardly diminished a0 all ”

The Indian caste system—a form of apartheid thar divides, ssscases, and
trears people acconding o che family they come from—has been officially
sbolished but has proved very persistent. At the local level, people of
lower canre are arill ereared as inferior human beings with fewer rights than
wthers. But now the system slowly e breaking up, with an unprejudiced
market hiring the bewt workens instead of people from the righe familics.
In more and more places, ‘untouchables’ are, for the firu time, taking pan
in village council meetings. Instead of strengrhening the caste syaem, the
povernment 1 launching ansi-discrimination campaigns. One sure sign of

came when an untouchable, K. K. Naravanan, scovad @ presidenmt
fram 19997 w 2002,



Global inequality

1 progress is all very well, many eritics of globalisaion will argue,
but even if the majoriy are better off, gaps hawe widened and
wealthy people and countries have improved their kot more rapidly

than othen. So mequality has grown. The aritics potnt o the facr dhat the
cxmbined per capita GDP of the 20 niches counrries was 15 times greater
than that of the 20 poorest couneries 40 vears ago and s now abour 30
TiMEN ratct.

There are two icasions why this sbjection 1o globalisation docs not hold
up. First, even if this were troe it would not mater very much. I everyone
w coming 1o be berrer off, whar does it marter thar the improvemen: comes
Faster for some than for others? Surely the impertant theng s for everyone o
b as well off ax possible, noc whether one group i betser off than another.
Chnly chose wha consider wealih s greater problem than poverry can find
4 problem in some becoming millionsires while athers grow 'H'IHIIH
From their own warting poini. I i berrer 1o be poor in the |
Linived Stares, whmﬂ'ltmrlln:ﬁntmdmﬁlmm 2001 was absour
LIS$9.039 per vear, than o be equal in counmes like Ruwanda, where in
2002 GDF per capita (adjusted for purchasing power) was US$1.270. or
Banglacesh (LISS1.700), or Litbekitan (USS1 8500, (ften the reason
why gaps have widened in certain reforming countries, such as China, n
that the mwns and cltbes have grown faster than the countryude. But given
the unprecedenied poverty reduction this has entailed in both rown and
country, can anyone wish that this development had never happened?

Second, the allegation of incressed inequalicy is just wrong. The notion
thiat global inequality has inceeased is langely based on figures from the UN
Developmen:t ﬁwlnmﬁrlnHmumw
from 1999, Bai the problem with thos Bigures s that they are nov adjusied
for purchasing power. That ks, the UNDP numben don't rake into account
what people can actually buy for dheir money. Without that adjustment
the figures mainly chow the level of 3 country’s official exchange rare and
what is currency is worth on the intermarional marker, which b 2 poos
yurdsrick of poverry. Poor peoples actual living sandard, nealles 1w sy,



what they would get for their money when vacationing in Europe. The
odd thing is thar the UNDP el uses purchasing power—adjusted hgure
in its Human Development Index (HIM), which bs its universal yardstick
of living siandards. It only resorn 1o the unadjusted fgures in order
prove a thesis of inoquality,

A roport from the Norwegian Institute for Foreign Affain inveatigared
global inequality by mesns of figures sdjusied for puschasing power.
Their dara show that, contrary o the conventional wisdom, inequality
beracen countries has been continuously declindmg cver since the end of
the 1970, This decline wan expecially rapid berween 1993 and 1998,
when globalisation really gachered speed. ™ More recently, uimilar research
by Columbia University development econonist Xavier Sala-i-Marmin has
confirmed those findings. When the UNDTs own numbers are adjusted
sharply by any of the common ways of measuring ("' Bhalla and Sala-i-
Martin sho independentdy found that if we focus on inequality between
perswmi, rather than nequality between o, global inequaliy
the end of 2000 was ai it lowest point since the end of Wadd War 11
Extimates that compare countries rather than individuals, as both authon
nore, grossly averestimune real inequality because they allow gains for huge
numbens of people 10 be ourweighed by comparable losses for far fewee



Lhmrmmnﬂl&.ﬁumﬂﬁmdlﬂdlupﬂinuﬂ:quﬂﬂ:ﬂm
even though Chinas population s 12,000 times Geenada's. Once we shift
out focus 10 people rather than natoms, the evidenie in overwhelming
that the past 30 years have withessed a global equalimtion. ™ Comparing
just the richest and poorest rentha, inequality has increased. sugpesting
dﬂrlmﬂmhlﬁ:ﬂ’b&iﬂdlmﬂnﬂhrﬁmﬂlhlmmwhhh
countrics and why), bur a srody of all countnies clearly pains to a general
growth of cqualine. If, for example. we compare the richewt and pourest
fifth or the riches and poorest third, we find the differences diminishing

Economists usually measure the degree of inequality by means of the
"Crini coefhicient’, IF that number is semo, complete equaliny prevaily, and
everyone owns the same amount. If i1 n eoe, there s ol lnegualirg, with
wne person owning cverything. The Gini coctficient for the whele warld
declined from 0.6 in 1968 w 0.52 in 1997, 2 reduction of more than
10%%.

Becawse equaliny berween the rich and poor within these countiic
appears to have been roughly consant during this time (having increased
in half and diminished in half). global equality. quite contrary 1o populic
supposition, i increasing. The 1998/99 World Bank report reviews among
other things the difference i incomes gorng 1o the nchest and poorew
20% i the developing couniries. The review shows, of course, that the
difference s very grear. but it also showa thar the difference s diminishing
on all continenes! The real excepeon in post-communis Eastern Europe,
where inequaliey has grown fastess in the countries where petorm has been
wlowent.™

The 1999 UNDP rcport appesn o conmadics ths finding, bu
in conclusions are doubrful, not least bocause the UNDP amitied b
own statistics for the yeans when inequuliny declined  fasest, 199597,
Furthermaore. ther own welfare staristics, as aggregated i the HDI, poing
1o an even faser reduction of inequality in the world than i indicated by
the Norwegian report. HIN adds wogether vanow aspecis of welfare—the
income. educaiion stindard, and life expeciancy of the populatien. This
index ranges from 0, reprosenting the profoundest misery, to |, representing
complese welfare. The HIDM has increased in all grougs of countries over
the: past 40 years, bur Gsiest of all in the pooicst countries. In the OFCT)
countries, HDI rose from 0.8 1o 0.9] berween 1960 and 1993, and in the
developing countries it rose faser still, from 0.26 w 0.56.

One sometimes hears it aid. on the bass of that same UNDP repart,
that the richent fifih of the world's population is 74 times wealthier than
the poorest hifth. Bur if we messure wealth in terms of what these groups

ar



get for thelr money—thai i of we use hgures adjusted for purchasing
power—ihen the richest fifth is only 16 imeas ncher than the poorest.™

World Income Distribution, 1960, 1880 and 2000
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his is oeet by any mcans o sy thas all is well wirth e woild, or

even that everything is gerting bevier and bewer, AIDS dearhs

2004 totalled 3.1 million, the highes hgure ever One of the crued
consequences of the epidemic is that ir leaves children withoor parents:
more than 13 millien have been arphaned by AIDS, the vasr majority
im sub-Saharan Africa ™ Lo several African countries, mode than 15% of
the adult populstion are suffering from HIV or AIDS. Soemething like
20 mithon people are now living as fugitives from sppresion, conflice,
or nutural dibavers. Even though forecasns concerming the world’s waner
supply have grown more opomistie, we still rak 2 hoge shorrage of pure
water, possibly resuliing in diseae andd conflicis. Abour 20 i,
miat of them in southern Africa, have grown poorer since 1965, [lliteracy,
hunger. and poverty may be diminishing, bu many hundreds of millions
of people are seill afflicred by them. Armed conBlicrs are growing hewer, b
this is cold comfort to the hundreds of thousands ol people who are il
being beaten, raped, and murderad.

The remaining probloms are made all the more inmlerable by our
knowledpe thar somcthing can actually be done abowr them. When
underdevelopment appears o be 4 naural and inevitable part of the
human condition, it b considered a rragic fare. Bur when we realise that it
is not at wll necewsary, it becomen a problem that can and should be wived.
This phenomenon is not unfamilar: the same thing happened when the
Iendustrial Revolution starmed to impoove living standands in the Wen more
than 200 years ago, When miery is everywhere, we can easily become
abliviai o it When it s cwnrsted with samething clie. with abundance
and prosperity. our cyes are openad 1o it—a good thing, becawse our new
awarencss spun our cfforns w de something about the problema tha
remain. But this mus not deceive us into thinking that the world has
actually grewn worse, for it has nos,

No one can doubt that the world has more than it share of wrious

The fanmaic thing b that the spread of democracy and
capitalizm ha reduced them so dramarically. Where liberal polices have



been allowed 1w operate longest, they have made poverty and deprivation
the exception instead of the rule—and they had previoualy been the rule
everywhere in the workd, ai all umes in hsiory, Colossal changes awain all
of i, but it the wme time our eyes have been opened to the polirical and
rechnical solutions now available 1o o And s, all things considered, there
is o reason why we should not be oprimistic.



Chaptar 2

... and it's no coincidence!



That's capitalism for you!

mysiifying teoms we ammwmarily apply o0 countries that have

succeeded economically and socially. Schouols are not buile, nor are
incomes generated, by sheer luck. like 3 bolr From the blue, These things
happen when peaple begin 1o think along new lines and work hand 10
baang, their ideas to frubtion. But people do that everywhere, and there is no
reason why certain people in certain placos during certain periods in history
shomild be intrinsically smarter or mote capable than others. Wha makes
the difference » whether the environmen: permits and encourages ideas
and work, o instcad puts obstackes in their way, Thar depends on whether
people sre free 1w explore thelr way shead, w0 own property, o inveu for
the long term, 10 conclude privae agreements, and 1o trade with others. In
dmhhdrpnﬂmwh:ﬂrmnmdummlﬁnhﬁuﬁuhm_lndw
afftuent world we have had capiralism in one form or ancther for & couple
of centunies. Thar is bow the countnes of the West bevame the affluen:

wartld', Capiealiern has given people both the liberty and the incentive
ervate, produce. and irade. lilﬂl:h‘r‘l.‘ltrlﬂnﬁplmptm}'.
wonrlhd wia the proces termed globaliation. The communis
dthundtltmlmdﬂ.ﬂﬂdﬁpdﬂkﬂlrdmnﬂ#mdth:
wills they had raised againar ideas, people, and goods collapsed with them.
lnsiead, we have sen the dissemination und widespread scceprance of the
bdew that creativity cannot be centralisal, that it can only be encouraged by
enntling citizena 10 decide for themaelves, o create, 10 think, 1o work.
Uapitalism means that no one |s subject to arbitrary coencon by athers.
Because we have the option of simply refraining from signing s contract
of doing & buuncs deal if we prefer swome other solunion, the only way
of gerting rich in & free market is by giving people something they want.
something they will pay for of their own free will. Boch pacties tw 2 free
exchange have 1 feel that they benelr From i1; otherwise there woni be
any deal. Economica, then, i net 4 scro-sum game. The bigger a person’s
income in a market cconnmy, the moee that perion has done to offer peaple

T’rpﬁniﬂlwfmﬂpmq“il]rumfmth'mmnfdtmhﬂ
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whait they wani. Bill Laares and Madonna carn millions, bat they don't sieal
that money: they eam it by offering sofrware and music that a lot of peuple
think are worth paying for. In tho seme, they 2 essentially our servani.
witys of providing for our needs. The alternative is for the government to
take our resoirces and then decide which rypes of behaviour 1o encourage.
The only question is why the government knows what we wani and what
we consider important in our livex betrer than we ourselves do

Prices and profits in & marker economy wrve a8 a sigralling syseem by
which the worker, the entreprencur, and the Investior can navigaie, Those
who want to cam good wages or make 4 good profit have 1o seck oul
thase parts of the cconomy where they can best carer 10 other people’s
demnands. Exceisive taxes amd handours pervert these signals and incentives
completely. Price conrols are destructive because they direcily distory the
necessary price signale If the government puts 1 caling on prices—af u
imposes 4 lower price than the marker would have, us it does for spartment
rentals in New York—a shonage will roule. Prople will hang onto the
apartments they have, even if they don’t nead them for the moment and
even If someone el would be willing 1 pay more for the use of that
same aparement. Denied the sbility w chasge higher ren. landloeds find
it lews worthwhile i invest s the purchase of new buildings, and housdng
companics stop new construction. Rouln howing shormage. Il iacad
the government sets a price Foor—thar i deliberarely bids up the price
of a pood higher than the marker would have. as many governments do
bor agriculoeral producrs—a surphas will resuli. When the EL pays more
for foadseulfy than the marker, more people than necessary will go into
farming, resulting in surplus production and wasied roounss.

Capitalism also requires prople m be allowed 10 retain the resources
they carn and create. If you cxert yoursell and invest bor the long verm, bus
samenne elie appropriates most of the profie, the odds are that you'll give
up. Mrotection of ownemhip lics st the very heart of a cpitalin cconomy.
Owmenship means not only thar people are entitled 10 the fruin of ther
labours, but also that they are froe o use their resources withour having o
ask rhe surhorities firse. Capizalism allows people 1o explore the sconamic
Fronnier for chemselves.

That is not 1o say that any given person in the marker will necessarily
be smarzer than a burcavcrar. Bor market participants are in direct moach
with their own particular comer of the marker, and by responding v price
Hucruarions, they have direcr feedback on supply and demand. Central
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nearly as motivated o be guided by it Even i any one person i the marker
i no smarter than 3 burcaucat, a million people together cenainly are!
Their million different attempes 3t devermining the best uses of reources
m'ﬂnﬂrm&u-mmﬂwﬂuﬂm Iftlwwnm:m
decides that all ressurces are 1o be commined to 3 cerain kind of collecrive
farming and this faiks. the whole of society will be economically aifecond
and. in the wont case scenario, will srarve, IF instead. one group of
artempis the same rype of farming, they alone will sulfer the adverse elfecs
if the enterprise fails, and surpluses elsewhere in the marker mean tha
those effecrs won’t be m dire a8 sanation. A socicry needs this kind of
cxperimentation and innovatlon 1o develop. but at the same time the risks
of expernmentation have o be limived 0 thar the whale sociery will not be
jeopardis=d by a few people’s mistakes. Therein les the virue of individual
dechionmaking and individual responsibiliny.

Personal responsibilicy, no les than pervonal freedom, s cnential to
capitalism. A politician or burssucesr handling huge sums of money for
infrastracture investment or 3 campaign to host the next Olymypics is not
under the same pressure v make anonal decimons @ entreprencurs and
imveston are. If things go wiong and expenditure exceeds income, it snt
the politician whe foots the bill

wmmlhﬁmmmnwmhmﬂﬁ
know that they will reap the rowards (and bear the coses) of their actions.
This in the core of a capitalisr economy—people wving part of whar they
already have in nrder to create more value for the future. We do the ame
thingg, create “hivman capital’, when we devote same of our time snd energy
roday 0 gening 2 good educanon that will increase our carming poteniial
in the long run. In the cconpmy, this means char instead of living from
hand to mouth we wr aside pant of what we have and are rewarded with
inierest or profits by whoever cin use the money more efficiently than we
can ounclves. Saving and inveswment chevate the ecconomy 1w progressively
higher levels s they finance new machinery and organisational wructures
o make the workforce more p

(hgankanon s imporant bociuse people can produce 1 more
throngh volurtary couperation than they coubd by doing everythung single-
handed. Ik may mke 3 sngle crafisman 3 week 0 produce o chair, bui if
he is expecially skilled ar conseructing the wooden frame, and i he joine
Forces with soemenne who can paing and someone clse whes good a1 sewing
chair cushions, wgether they may be able 1o rurm our ane chair 3 day. Wih
mudern machinery, another product of specialisation and cooperation, they
can make 100 chairs 3 day, which sugments the value of their labour.
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Technial progress enabled new machines 1o manilacture old pes
of goods les expensively, placing new inventions and goods st people’s
disposal. As 3 resuls of this continuous improvement of producriviry
through the division ol lshour and rechnical advancement, one hour's
Mﬂrh%ﬁ!iﬁmml&nhmhlhnﬂd%
century. Employess, consequenily, now recrive sboat 25 times as much as
they did then, in the form of berer pay, berter working conditions, and
shorter working houn. When a person’s labour grows maore valushle, mare
furma want o buy i In order o gee i, they then have 1o raise wages and
imprave the work environment. [, instead, wages increae more rapidly
than productvity, through begislation or union contracte. then jobs will
have 1o be chiminared, because the workens' input s not worth whan the
employer is forced o pay for in In this case, the ‘srplis’ ocated by the
price floor in wages comes in the form of unemployment.

Hirkmunimthtlppn.mwtdrhh;wihynﬂ:umg
inflatinn, which ks precisely what Swedish politicians did for 2 long rime.
Because cach dollar is then worth less, however, those increases are enrirely
chimercal. Growth and productviry alone are capable of raning real wages
in the long run.

All political and econnmic wstems nead niles, and this indudes even
the most liberal capitalism, which proupposes rules abour legmimane
ownership. the writing of contracts, the reolution of disputes, snd many
other maners. Those rules are 2 necessary framework required for marken
v operate smoothly. But there are sl rules that prevent the markes
econony from working—deailed rgulatons specifying, the uses people
mm*rnfthrmlhdmlﬁhgllﬁﬂiﬂtmﬂlﬂuplmujn
kind of ictivity, owing to the nood for licenoes and permits or o resrmictive
rulbes on pricing and business tunsactions. Those regulations mainly serve
T give more power over the economy 1o public suthornie who are nor
themaclves a parr of it and who have not nsked their own money, They
acd up w4 heavy burden on the creators of our propering. The volume
ol new laws and regulanons in Asstralis was growing st an annual pace
of 10M when last messured, in 2008, That same year, State and Foderal
Ciovernments added 33,000 new pages in new laws, rules and i
In the same year there were | 800 different Commonwealth Acs of
mmmm&.rmmhmmm
pood ideas into entreprencurial activity.

&uhnﬂnnnhhmﬁdmnuhnmﬂhmmm
barriers o necessary aceiviry, & lange portion of 4 firm’s ame—time that

could atherwise be devored 10 production—ends up being spent either



complying with or corcumyventing the nudes. If this proves 1o burdensome,
people join the informal economy instead. thereby depriving themelves
of legal protection for their busines dealings. Many firms will use their
resou that could otherwin have been used for investmeni—
o coax polithcians o adapting the rules 1o their needs. Many wall
be tempted 1o ke shorcun, and burcavcran will oblige in retum for
generous bribes, especally in poor countries where alanes are low and

waten miote of e chaotic The casiest way af cormupting a
nation through and chrough is 10 demand thar citizens ger burcaucranc
permission for production, for imparts, for exports, for invesimeni. As the
Chinese philosopher Lao Ty declared more than rwo and 2 hall millennia
ago, The more laws are promidgeted, the more numerous thieves and
handies become

Economic freedom reduces corruption
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IF the goal is to have impartial rules and incorruptible afficialy, there is
no better means than subsantial deregulanon. Amarya Sen argues char the
striiggiele against corruption would be a perfectly good reason for developing
countries to deregulate thar cconomies even it no other economic benefin
woild acorue from doing s,



Growth—a blessing

created and developmient is sustained. Politics and sconomics e

nol cxact sciences: we cannol perform laboraiory experiments in
order 1o ascermain which symems work and which do nor, Bur the conflicr
berween capaalism and central planning gives us something close, History
provides us with sweveral insances of similar populadions, with smilar
precundinons and sharmg the same language and norms, wibjecied 0
vwn different sywiems, onc 3 marker coonomy and the aither 4 commlly
conttolled command ccomomy, With Germany divided into caphialis
West and communia Fast, people talked of an ‘cconomic mirack” in the
Western part, while the Fast fell further and further behind. The same
thing happened with capitalisr South Korea and comminis Narth Kopea
The former was numbered among the Asian tigens, convincing the wirld
that ‘developing’ countries can scrually develop, Whereas in the 1%60s it
was poorer than Angola, roday, with the worlds 13ch largest sconomy,
Seisth Kaorea v almost s affluent a8 & Western Furspsean country. The
MNorth Korcan economy, by contrust. underwent o mtal collapse, and
the country is now sfflicted with mass sarvarion. One can also wer the
difference between Tawan. 3 marker economy thai espericiond one of
the wwiftes: economic developments in history, and communist mainland
China, which suffered starvarion and misery unsil it saw fit vo srart opening
iy s markets,'

The same comparison can be made all over the wodd The greater
the degree of cconomic liberahism in & country. the berrer that county’s
chances of arraining higher prosperity. faster growrh, 3 higher standand of
living, and higher average lile expectancy. People in the econamcally freest
sxMantries are pearly ten thmes as rich as those in the least free, and they are
living more than 20 years bonger!

The economic development of the past two centunes has no counterpan
in the period prior w the breakthrough of the marker econamy in the 1%th
cenmury. Hisosically, the human condition has been one of destitution,

5 Il experience indicares that i s in liberal regames thar wealdh is
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were chronically undernourithed, owned only one anicle of dothing, and
wirked in bouses which were so flithy and vermin-rndden that. in the
wonds of one historian, “From a health poins of view the anly thing mw
be said in rheir favour was thar they burm down very casly!™ Afrer the
lich century. when different parts of the world very slowly and sentanively
hegan trading with each other, we do find examples of growrh, but that
grometh was extremely marginal.

Pewerry in the 1Kth cemiury was mach the samie on every continent.
According o the best estimaies, which are sill highly uncertain, Furope
wan only 20% wealthier than the rewt of the world. Then. in about
1820, Furope began moving further sheud a3 a el of the Induseral
Revolution. But poverty remained appalling, Per capita income in the very
richest European counrries was the equivalent of USS1,000-LI55], 500
annually—lesa than in present-day Bolivia or Karakhsan, Even if all
icomes hud been perfectly eyually distributed, thar amoune would will
have been insufficient for more than a state of abject misery, with neicher
clean water nor dally bread and with linde more than one garment per
mﬂlﬂmth::nﬁunuddpnpnhﬁmﬁmﬂdtlﬂﬂnlpmﬂt}
scarcely 10 be seen anywhere modayt anly the very poorost counines—Mali,
Lambia. and Nigera, for cxample—ome anywhere near it During the
2000 yeary since then. per capita incomes have multiplied several times over,
worldwide. Global growth during the 320 yean between 1500 and 1820
has been estimared ar a mere Mich of whar the world has experienced since
then.* Over the course of the last rwo centuries, incomes in Europe have
risen more than renfold. Asia has also picked wp speed during the past
hall-cenrury and, with the path mw prospericy already known. has grown
wiill Gaster. Living seandurds woday are cight times higher in Japan and six
nmes higher in China than they were in 1950,

Increised investment and the uge w devise berer, mwre efficient
wilutions 1 old problems enable w10 produce more, and growth
accelerates. This accelermnon generates new ideas and machinery, enabling
the workdforce w0 produce more. GOR or gros domewic product, &
a meuwsure of the value of all goods and services produced in 2 country.
Dividing that by the number of inhalsitants in & country gives ws GDP
per capita (‘per head’). which serves an 3 rough measure of that couniry’s
wealth. Growth—the producrion of more goods and services—may no
sirike everyone as the mou exciting thing on canth, and cenaln radical
circles have even come w disdain i, branding thuse who do care about i
o 'cconomitic’ or growth fanana’. Thar may be parily a healthy reaction
te an exceasive focu on high G is an end in iself, but growth, quite
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smply. means thar production grows, and prosperity and opportunite
prow with it 1n the afluen: world, growth may allow socienes w save, 1w
consume more, W invest in welfare, or 10 enjoy more besure time. In the
developing countries, it can mean the difference berween life and death,
development and stagnation, for it is growth thar makes wider accews
healthful foods and pure drinking water possible.”

For everyday life in India, growdh since the 1980s has meany mud huts
being replaced by brick huilding and muddy paths being paved. Flectricity
has becorme available to everyone. and the dark alleys now have streerlighas.
The alleys no longer reck of garbage. and hotheds of infection are remuoved
by proper drainage. The poor can afford dothing and footwesr. As the
cearest example of whar growth implies, Indian women no longer wash
their saris ane half ar a e, This was once pecesary becavse most women
possessed only one san and thus had w wash it while sill wearing i

Incomes and living standards go hand in hand

1.2
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Girowth also means opporuninies and power for people. i means
thay, instead of resorring v the local wsurer and geming inm debe for o
literime, the ondinary Indian can rum o a bank. People can look for jobs
n different places, with different entreprencurs, which emancipates the
pooar from the power of life and death that the village landlord once had
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over them, Although lodia has democratic dections, they do not make
all thar much difference so long s the poor are completely a1 the mercy
of the local elite because they will have 1o vore as they are sold. Parenss in
poor parts of the world do not send their children out 10 work because
they like doing i, but becauie they need the money 1o feed the family.
Luowth gives themn berter incomes and improves the rerurm on education,
which means they can send their childeen o school instead. That also gives
the individual grester oppartunity within the family, A law againe wife
beating can be incffecrive if the woman b economically dependent on her
lushand for survival, hﬂ;ﬂmﬁimdﬂmﬂnﬂhmhﬂm
leave him. When the economy grows and more productiion maserialises,
the woman has a chance of genting a job sway from home. She becomes
less dependent on the hushand s caprices.

b is sometimes argued thar growth only benefits the rich, while the
poor lag behind. This is a curious notion. Why should posr people benefin
less than nthen from society growing richer!? Two World Bank coonomis,
Diavid Deollar snd Aant Kraay, siudied 40 years of income staviwics from
B0 countries m swe whether this was really true, Their studies show thas
growth benefis the poor just as much 26 the rich. With 1% growth, the
incomes of the poor e by 1% o average; with 10% growth, they rise,
an average. by 10%. Not always and not everywhere—there are cxceprions
and wvarisnom—but on sverage. This finding wllis with a long line of
ﬁmmmmﬂtMmWMN

Thas, growth is the bewn cure for poverty, Some economis have
ol a ‘trickle-down’ effect, meaning that some get rich birst, afier which parms
of this wealth erickle down 10 the poor as the rich spend and Invest. This
description may evoke the image of the poor man gerring the crumbs tha
fall from the rich man's tble, but this is 2 completely misaken picture of

the true effect of growth. Un the contrary, what happens & tha the poor
a2



benefit from growth o roughly the came extent and ar the wme speed a9
the rich. They beneht immediately from an increase in the value of their

labour and from greaver purchasing power.
Growth benefits the poor
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No country has ever succeeded in reducing poverty without having
long-cerm growth, Nor i there any case of ihe opposite, that' i, of a
coratirry having had Jong-verm., sustainable growth that dide’s benehi the
poor populstion. Still more intcrestingly, there is no instance of a comniry
having had steady levels of growth in the long term withour opening
up bs markets, The World Bank’s Werkd Develapiment Repare 2000200 ]
contained a good deal of thetoric abour growrh nnthcmgmmhmlmﬂ
ot being sufficient for developmens—heronc influenced, no doubr, by
the growth of the anti-globalisation movement. But that repornt’s own
tables show that the higher 3 country's grawth has been in the pas 20
years, the faster it has reduced poverty, infant maortalicy, and iliteracy. In

4%



Growth benefits the poor
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the countries st the botom of the growth leagoe. liveracy had scruafly
increased. Tt may be thar groweh in inelf is not sufficien 1o bring good
development for evervone, but growth s manifeuly neccsary.

Irhhtﬁl'irpnﬂthmnruﬂ'ﬁ this means that the cconomy, our
capital, and vur incomes double every 23 years, If growth is twice as fase,
they double sbowr every 12 years. This growth reprosenn an unparalieled
increase in prosperity. By comparison, the effecns of even wigomus
gosernment income fedinnbution policies are insagnificant—non juse
insignificant. but downright dangerous. because high tms 10 Anance
thowe measures can joopandise growth. 1 so, grear long-rerm benefin for
everyone are scrificed in favour of small immediate gains for o few,

A saciety s economy |8 abeve all improved by people saving, imvesting,
and working. High mam on work, svings, and capital, in the wonds of
Joha Stuart Mill, ‘impose a penalty on people for having worked harder
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and saved more than thar ncighbouns’” ™ That means punishing what &
mast beneficial w soclety, (b, a4 bumper sticker slogan has it, A finc b a
tax fior doing something wrong a ax i a fine for doing something right.”
We have aleobol taxes 10 reduce consemprion of alcohal. tobacco taxes 1o
reduice smoking, and environmental waes to reduce pallution. So wheee
do we expect the taxation of endeavour, work, and saving w get wf h
resules in many people not exerting themschves 1 work, e, and harch
new idear, because most of the proceeds will go 1o the government. lr leads
o firms devoting more and more time 1o tax avidance—eme that coubd
have been devoted o constrictive work, It leails 1o people spending mere
time on things they are not good at. The surgenn savs 3t home 1w paing
the living room mstead of doing what he i best st—saving livey—because
that way he avoids having to pay taxes on beih his own work and on the
painter’s wages. '

In a dynamic marker cconomy there is also social mobiliry. Somenne
wha is poar today will not necessarily be poor imorrow, In the sbsence
of legal privileges and high e, there are grear possibilivies of raising
one’s standard of living through one’s own exertions, education. and thrif.
Four-iifths of American nullionaire have made thewr money themacives as
oppuscd 1o merely inheriting i

It is true thai the poorest onc-hfth & capitalist economy Like tha
of the United States cam only 36% of the country’s G But viewing
imcome gaps in thew stanc werms makes bt easy o forger thar there i always
mobility berween the various groups—mostly upward mobslity, because
wages rise withs h%trdmwhlwrmhqm Lialy
5.1% of the Americans belonging w thay poorest quintile in 1975 were
still there in 1991, In the meantime nearly 30% of them had moved up
inter the wealthiess one-fifth, and 60% of them had arrived in the wealthiost
rwon fiiths.

The best remedy for poverty i i chance to do something shout i On
average, those who fll below the poverry line in the United Stutes anly
sty there for 4.2 months, Unly 4% of America's population are long-term
poor, that is, remain poor for aver two yean. Meanwhile the pourest fifth b
teplenished with new people—students and poor immigrants —who then
have the opportnity of quickly cimbing the ladder of wralds. =



Freedom or equality? Why choose?

any believe that liberalistion and economic growth entil

a growth of inequality n a sooery, Onee agun, | would like

wo point out thar this is not the most imporane thing. If a
better standard of living b worth punuing, then what maners s how
well sivuated you are, period, not how well sinsated you we in eclation 1o
others. The importane thing is for 2 many people a possible o be better
off, and acrows-the-board improvement docan’t become deteriotation juu
because some people improve their lot Bster than others. Bui there are
several reasons why equality s worth siming for. For one thing, mast of us
probably believe that people should not get off 1o remendouly anequal
stares in life. Ir bs important that everyone have similar opportunities—
ot se important that it s wonth reducing everyone's chance in order 10
make them o equal @ ponsible. b still importam encugh bor greac social
inequality 1o be & problem. This, then, is & crucial ohjcction o scratinise,

Another teson s that equality acnually stimulsies prowth, quire
contrary w whar is often claimed. True, in a very poor socery some degres
of ineguality may be necessary in onder for anyone ar all m be able w swn
waving and investing, but many studies have shown that swcicties with a
maqmlmd:thnpn:hﬂyiﬁhtinquﬂu,nhlﬂwfnrmﬂ'ur}'m
land ownership. One rewson for this connocrion is thar socicries with
grearer equality can be expecied to have grearer siability and less poliical
mirbulence. Inequality can beud to conflicts, or demands for higher tases
and more redmribution, which are threats o growth.

But a more imporiant rason is that people must have some hasic
amety—things like land i an undeveloped economy and educanion in
a modern one—io be shle 1w work effectively. Whar marters, then, is 4
degree of equalivy in termm of those swets and not in whar is asially meant
in the political debaie, equalivy of incomes and profiss. The crucial reform
n a developing country thar has ancient, unfair feudal srocrures and «
sall, Land-owning elite is land reformi, so that more people will have
4 share of the lind snd thus will be able to participate in the sonomy.
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rhcmpmﬂn:ﬂunsuﬁwﬁcwhﬂcpﬂpuhmmdnmnrﬂmn
and have the opportunity 1o borrow money when they have idea for
busines projecis. No one ount be discriminared agains: or marginalived,
wmumﬂhyhmﬁn;mqudmmpniuﬂﬂmn.mdkﬁdptwdrﬁ
from competing for positions and incomes. This kind of equaliny spurs
m:mmr.thﬂlmlknhnnnfln:nmnlrlhﬂhlﬂ;uﬂuﬂﬂﬂ
because education, work, and the inroducton of new idess become less
e

Too simplify maners somewhar, it s equaliey of opportumity da
marters, not equality of reailts. The poal i for all people 10 have certain
basic opportunkies and then be at libenty to explore their way forwand
and achicve different meauhis. These are two sides ol the same coin: poople
have the oppartunity of working and trving new things snd the rigly 1w
make o profic out of the enterprise if it does well. This resuln in 2 sociery
thar encourages social mobility and rewards initiative and elforr—and
;.nnﬂ:rupndf.hﬂm;hi.ﬂuﬁruln prosperity, i is not income ditferences
i themaselves that are dangerowm for development, bur the discrimination
and privibeges that cause the difference in incomes i undemocrric saates.
This is corrmborated by the fact that the connecthon berween inequality
and grometh i quite clear in non-democraic stares, bur noe appasent in
maodern, liberal ones, "

Bur can the oppusite etfect also hold? Ia it tree that increased growth
beands 1o greater inequaling as is widely maimamed? Economisn somenmes
refer to ‘Kannets's inverted Ll-curve’, which is based on 2 1955 aricle by
the sconomise Simon Kugaen, who argued thar econonvic growth in s
wicicty initially leads to grester inequality snd oaly after some nme 10 3
reduction of inequality. Many have acoepiedd this thesis an trurh, and it
i sametimes usad to discrodit the idea of growth, or at least w demand
redistributive policies. Kuzners himielf did noc deaw any such drastic
conclusions. U the contrary, he declired thar bis snticle was based on
‘perhaps 5% empirical information and F5% speculation’, sdding tha
‘s bong as it is recognised as a collection of hunches clling for funher
investigation rather than s st of fully teseed conchesions, livtke hanm and
much good may resule. "

I we follow Kunetss eecommendation and investigaie what has
happened since dthe 1950s, we can see than his preliminary conclusion is
mot univerally valid. True, it can happen thar growith initally leads w
inequality, but this is not 2 general connection. There are countries that
have had high growth followed by a reduction in income differences, such
¢ Indonesia, Malaysia, Taiwan, Sourh Korea, and Mauritius, and there are
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countres like China, Thatland, Makivtan, and Brazil where growth ha led
w greater income differences. Similardy, things have moved in different
directions kn countries with low or negative growth. Equality has increased
in Cuba, Colombia, snd Moroco, while diminishing in Kenya, Friviopla,
and Mexico during the I'Jllh.mdﬂ.uludurm'dtimm
hinges on other facton, such a3 country's imial posiien and domenic
palicy. The World Bank sums up the state of affains by saying,

The available dua thow no sable relanionship berween growth and
mequality, On average. income inequality within countmes ha
neither decreased nor increased over the last 30 years.”
Economic growth does nol increases inegquality
Cornmation bt sconomas growt®s and innguaidy o 80 b courtnas
2 "

5% 0% 5% 10%
Annual growth of per capits Income

Sisurne. Civirl Dolier snd Aart Mraay, Growih s Good for e Moo (Weskengtoe Wiord
i, Aprl 2063

Seudying equaliny in 70 countnes, the cconomisr G. W Scully found
that incomes were mere coenly distribueed in countries with a liberal
economy, open markets, and property rights. This waa, above all, because
Ihtﬂﬂl”h:dmhlﬂnmmdthruppﬂdlﬁlﬂlinﬁuthnnmﬁﬁ
econamics. The share of national income going o the richest hfth of the



populanon was 5% lower in the troest” economies than in e “least frec
economies. The proporion going o the poorest ifth in & socery was
unuffecred by how free the coonomy ws, but thelr sctual incomes were far

greater in liberal econamies. ™
Economic freedom increases squality

Incomss of the ane-fifth nchasi ame his many Lmes tighes an of e pooiesl
one-Ffifth, i various couniriss
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Corrary o popalar wippositons, then, a higher degree of cconomic
liberalism appean 10 mean more cconomic equaliny, Bur whar abour the
effeces of the manition w a liberal cconamy? Doo raphd liberalisarion have
i negative impact on equality! Here, wao, the anwer would appear o be
that it does not. The Swedish cconamist Niclas Berggren has inveseigated
hirw the growth of cconomic freedom affects economic eyuality. In
eountrics thar have Iiberalised their economics since 1985, equality has
imervatiesl, while stagnating or diminishing in countries that have refraimed
brom liberulisation. Equalicy is growing fasrest in poor developing countrics
thar are quickly reforming their econnmies. Berggren's Andings indicare
that there are two main determinants of equality in 4 socrety: Freedom of
ernational trade and freedom ol international movements of cpital—
the ren most “globalising’ refiorms.
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This pamern n coroborated by a different dassification of countmes,
one measuring how ‘globalise’ they sre. Forrige Palicy magazine and the
consulting frm A T. Keamny have tried 10 devise a2 ‘globalisation index’. an
extimate of hew moch & country’s inhabitants shop, inves, communicare,
and travel across its borden. The globalised countries, they discovered, are
aot 4t all more unequal. On the contrary,

The general pamern of higher globalisaton and greater income
equality holds for most countries, bach in marure cconomies and

emerging markes. "

eqquality are in conflict, which explains why they rthink they must oppos
one of these widely appreciated values. They may be right in the sense
that legislaton mus decide which 1o focus an more in their deliberations,
but it is not correct wo sy that the two values are munially exchusive. On
the contrary, there is much m wggest thar equaliry of liberry also leads 10
mqﬂﬂt}ﬁﬁhﬂmﬂhﬁﬁﬁﬂdﬂﬂfﬂﬂﬁhfﬂthﬂh
and reduced inflation confer bach growth and equaliny



Property rights—for the sake of the poor

economic freedom is notan enemy of equality comes as 4 surprise
o everyone who han been wold thar capitaliom is the ideology of the
rich amd the privileged. In fact. this b procisely backward. The Frec
market is the antithous of schenies of privilege, In o marker ccanomy,
the only way of holding on 1o a good econmmic posiion s by improving
ot producrion and effering people good prodacts or services. It s in the
regulared economies, with their distribucion of privileges wnd monopolies
w favoured groups, thar privilege can become entrenched. Those who
have the right wontacts can afford vo pay bribes. Those whao have the time
anwd knowledge to plough through bulky volume of regulations can suan
up business enterprises and engage in irade. The poor never have a chanee,
not even of sarting small businese like bakeries or comer shops. In 2
caphalistic sociery, all people with ideas and willpower are a liberty 1o try
their huck, even if they are not the favounses of the rulen.

Globalisation contributes 1o this rendency becayse bt disturbs power
relarions and cmancipares people from the local potentares. Free orade
enablas consumens o buy goods and services from a global range of
competiton insesd of the local mosopoliss. Free movements of capital
mdﬂr]mpnnﬂrmthpnd&nmﬁumhhptnhn Freedaorn
ol migration means that the village’s anc and only employer has 10 offer
higher wages and berrer working conditions in order w stract labour,
because arherwie the worken can go ehewhere,

Tltlthuﬁmpnmptmkhhmhmﬂthduhpnlthmh
because it sands up for righes of ownenhip. But ddending private property
1 not the sume as cementing the prevailing property conditions. Empircal
faces wedl us that it bs not mainly the rich who benehit from the prosection
of properry righe. On the contrary, it may be the most vulnerable citizens
wha have most to lose in a sockery withour stable rights of awnership, since
Ih:prnﬁriilh pﬂllthﬂ power and contacts are most ahle w seire conrol
of resources. Where there is privare property, roources and incomes arc
channelled mainly i those who are productive and who offer services in
the marker and the workplace, and underprivileged groups then have o
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much berter chance of sscrting themschves than in a sysiem governed by
pewwer and grafe. Besides, it is the poor who have most 1o gain from goods
bemmin‘pm'juiud}rfhupninlduinnmimmmdmmwﬂmin
the context of private ownership helps 1o achieve just thay result. Property
rights provide an Incensive for foresight and persanal inidanve, spumng
growth and disciburing the fruits of It equally, on sverage, berween rich
and poor. Thus the imroduction of wabeguards for prvate property in 2
society has a disiributhve effect s favourable 10 the poor 3 4 commitment
vo universal education. Seudies indicate thay protecring private awnership
i the economic reform most conducree 1o growrh ™

The Peruvian economnt Hernando de Soto has done moree than anyone
clic 1o show how poos people lose out in the absence of praperty ngh.
In his revolurionary book The Mooy of Capetal, he tumms the orthadon
view of the world’s poor upsde down. The problem s not that they are
helpless or even that they lack ‘property’, in the senae of the physical sssen
themsehves. The problem, rather, i that they have no formal rght of
ownecrship.

The poor are often people with great mitiative who e lage portions
of thelr inceme o spend an improvements mo their lind and their homes.
After many years spent travelling and rescarching. de Soto roughly estimates
thar poar people in the Third World and in former communist sates have
real estate (buikdings and the land they stand on) worth abour LIS$9.)
trillicty musee than is officially registered. That is a huge sum, moee than the
Mﬁﬂﬂmpﬂhhﬁdqnﬁmﬁﬂlﬁp{fhﬂ
maowr affluent countries—the New York Stock Exchange; the NASDACY
the exchanges of Toronto, Tokyo, London, Frankfure, Paris, and Milan;
and a dozen more besides. The problemn is thar Third Woeld governments
getietally do not mcognise the nghes of ownenbup without rartuouw
burcaucratic processes. People in the Third World occupy common lands,
build simple houses in shanty towns, which they are constantly improving,
and extablish small comer shops, just 35 poor people in the Western world
were doing o couple of hundred yean ago. The trouble is that in developing
conintries today it ks pracically impossible to register this as property. [
Soto illustrates these problems dhrough an ambitious experiment. Together
with  number of colleagues, he travelled the world strempting 1o register
property, The resilis of these attempis are hoerifyring.

(Oaining legal ritle to a house buili on public land in Peru required
207 different adminiaraive sepn at 52 different public offices. Anyone
wighing to do wmething o sample o drive 2wyl or san o privare bus
service legally. could expect 26 months of red rape i In Hait, people



can anly sertle on 4 plot of common land by leasing it for five yearn and
then buying iv. But just gerting a leaschold permie invalved 65 sieps and
ook more than 2 years. Buying the freehold then wok far longer. In the
Philippines, the same poces could take more than |3 years. Legally
reggistering & plot of land in the Egyprian deserr requined permies from 31
authorities, which could mke between 5 and 14 years, snd doing the same
for agricultural land ook berween & and 11 yean.

Gerting a legal licence for o faciory with rwo sewing machines in
the shanty wowns of Lima waok 289 sis-hous days of mavelling 1o the
suhavivies, lining up to see the right people. filling in forms and waiting
for an anwwer. In addition 1o the mme requined, the proces cost a total of
LiS8 1,28 | — muwre than 30 times the minimum monthly wage.

To people without many reources of pewerhul contices, thee are
insuperable barriers. The only opibon remaining for poor people = ta run
micro-businesses in the informal secor. punbde the law. Consequently,
they have no legal provection and do not dase w invest for dhe boag verm,
even i they have the spare conh 1o do so. Thelr properry is nor included
in 2 uniform smtem of ownership that reconds ramactions and indicanes
who owns what, Without clarity on this crucal poine, iv 1s nov clear
how tramaction s o proveed, or who i respensible for paymenis and
services to the address. The property remaina ‘dead capial’. Properties
cannot be martgaged, depriving the de facte owner of one swource of capial
for fimancing an education or investing in and expandding a busines. The
waal way thar small envreprencun in affluent countrics obtuin capital »
therchore unavailable in develuping countries. Without 3 regrrered address
and the possibiliny of having one’s credinworthines investigared. it i often
impossible to establish a elephane, water, or decericity connection, and
hﬁmmnmmhuﬂhﬂﬂnmhnﬁnﬂﬂw
businesses by aclling shares in them.

Ownens of micro-businesses, being forced 10 work in the informal
sector, always have to beware of bureaucrats and the police o dac pay
heavy bribes. Thin meana they have 10 keep their businesses wmall and
hidden, and are thus prevented from piking advantage of cconomies ol
wale, Nor do they dare w advertise or 1o broaden their custamer hase
excemsively. They venture 1o sell w the neares precinea, but o more.
Majar deals can only be conduded with memben of the amily or athens
one trusts pessonally.

[ Sextes muainaing that berween 500 and 75% of dtiens in the developing
coumries work outside the protection of the law, and thar roughly 80% of
heowmes and land are not regisrered in the names of their present owners. In



e country that de Som visred, the urban authority had wself established
an illegal sertdement on commaon land so that its emplovess would have
somewhere w live. In countries without & funcioning property system,
then, the great majority of the population has ascts thar the ownen are
not ullowed o make full use of, In the absence of ownership nghes, they
cannot use their property a5 & basis of expamsion, which was the Western
world's path m prosperity. Ohaly the dite in the dn-dnpiﬂu; comsntrees have
the contacn that permit them o engage in modern coonomie activiry
Capitalism without property rights becomes capimalism for rthe eliee
only. Millivns of capable people with initacive, people who could be the
entreprencurs of the futare, become entrapped by poverry.™

That i one of the reasons why Russias economy wak ten yean m
show any growth after the fall of communism, That was how long it ook
the Husmian government 1o even begin introducing a uniform sysiem of
prevate land ownenship. Land in Russia i generally considered government
properry and is just lent or leased 1o the fanen, making investment pointlen
ane wale or morgage unthinkable. By the beginning of the 218t cemury,
fewer than 300,000 out of 3 towsl of some 10 million Russian Earmen
had anything resembling tde o their land. The government imposes
severe restricrions on what people can do with Land thar righdhally belongs

Economic freedom reduces poverly
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w them. Land socialism. of course. inhibio any number of invesument
opporunitics. but because land i often the baus of borrowing, it abo
impedes the development of 3 modern credin syseem. Instead, oranssions
find their way into the informal market. Russia woday s somerimes
portrayed as 4 land of manc. unchecked capimalism. By any measonable
definition of capitalisen, this is nonsense. Russian land socislism. comipled
with a formidable welter of business regulations and rade commls. leads
the Heritage Foundarion to find it only the 135th freess economy out of
161 investigated. In Ecomomic Freeom of the Wordds ranking. it comes
1 Listh out of 123, after countries like Syna and Rwanda.”

Regulation of agriculiure i another imporant cause of inequaliy,

T'hmnphprnuphmdd:mrmqmmn and a vanery of
ather means, many developing countries have inad to benebit the urban

popualurien 3t the expense of farmers. This is part of an sirempe 1o force
industrialisation by taing and regulating agriculrure and ramderting
the proceeds 1o industry. The problem i thar this has had the effect of
shavering agnculture, depriving it of roources thar would have been
needed in order 10 wreamline food production and acrually generse a
surplus, In many African and Latin American countries, this has created
a vicious circle, with heavy migration from rthe impoverished countryside
1o the cowns and cioes, Bur thﬂrhﬂﬂp‘tﬂﬁmm‘lﬁﬂl snduseral goods
brcause the countryside remains poor, and so unemployment amd poverty
increase in the towns, and homelesnen, crime. and prostitution with
them. The property that the poor themselves scquire and save up for s
not recognised and i oot registered. As 3 ol demand for agniculiural
peoduce doey not gather speed. and s urbanisstion continues. Forcign
demand cannor be counted on 1w fll the domesic gap because the
afluent countries have built high @ifl barriers o keep out agriculiral
produce.

Several types of anni-liberal policy hin the poor especially hand. One
is inflation, which ruins the value of money. By rapidly incresing the
money supply, the government obliverates the small monetary asscts of the
poor, while the rich who own registered land, properries, and busineacs
et off more lightly, Reducing infation—and. above all, avoiding the kind
of hyperinflation thar has affficeed w0 many Thind World counries—is
one of the most importast things that can be done 10 help the les well-
w-do, according to Dollar and Kraay's wudy. One clasic example of
hyperinflation was Germany's during the 1920x, which nuned the middle
class snd made people receptive o Hitler's rhetoeic. An extreme instance of
the oppesite occurred at the end of 1989, when Argenting quickly neduced



inflation and, in litde over 2 year, reduced the proportion of poor people
in greater Buenos Adres from 3% o 2%

Another of Dullar and Kraay's findings i that public spending seems ro
harm mot only growth bur alw 3 country’s poorest inhabitants. This dees
not ring true to thise wha beliove that public spending involves king
From the rich and gving 10 the poor. In fact, the opposite bs frequenily
what happens. In poor, undemocratic countries especially, it is the cite—
the leader, his relatives and friends, and corparations—wha
are allowed 0 help themsehves to public funds, while dhe bill is paid by
thow without mfuence in the palsces of the capital Bloated military
establihments co-opt the lion's shar: of reources. The rulers prefer o
kvest in prestigious international irpor, univensinies, and ciry hospitals
rather than in the roads, schools, and local hospitals thar would really
help people. In undemocratic countries, moreover, public medical care
and education are often directed 10 seaunch supportens of the regime.
This shewes how wiong many lefi-wing intellectuals were in the 19604
and 19708 when they declared thar democratic rights and libemies did
ot matrer all thar much in the developing countries, because whar they
first nceded o invest in was welfare policy. Withour democracy, whatever
welfare policy is implemented cannot be expected 1o benekit the gresr mass
of the population,

Incthcient wwetems of government will not make the bea possible use
ol money—or, for thar muner, the second best. T heard rumours sbour
assistance for the poor.” wid one poor Indonesian of his country’s welfase
policy, but no one seems to know where it i Presumably the money
went into a local bigwigs pockers. The same problem exists in India, where
bureaucracy and corruprion have nurned poot relicf into black holes for ta
maney. The government there spends US$4.30 1o effect 2 transfer 1o the
poor af just USS1.00 through a programme of food subsidisation. It is. of
course, a srraight boss 1o the poor. whose supplics are taxed heavily s that
the government can ‘generowsly’ give them back a far smaller ameuni in
the form of aid,*

Capitalism 15 not 3 perfocy system, and in i nor good for everyone all rhe
time. Critics of globalisation are good ai pointing out individual harms—a
facrory that hay closed down, a wage that has been reduced. Such things do
happen. bar by conceniranng salely an individual imstances, one may mis
the larger reality of hew a political or coonomic swstem generally works
and what fantastic values it confers an the reat majority compared with
other afternasives. Problems are found in every political and economic
watem, but rejecting all syvtems i nov an option, Hunting down negative



cxamples of what can happen in & market economy is casy enough. By thar
method water or fire can be proved o be bad things, because some penple
drown and some ger burned o death, but this lan't the full

A myopic focus on capitalism’s imperfections ignores the freedom
and mdependence thar it confiers on people who have never experienced
anything bur oppression. It alw disregands the calnn and seady progres
that is che basic rule of 4 sociery with a marker sconoamy. There is nothing
wrang with wentifying problermy and mishaps in 3 predomimantdy
sugcesaful system if one does so with the constuctive intent of recrifying
or alleviating them. Bui someone who condemm the matem as such
obliggicd w0 amwer this question: Whar political and econamic yysiem
could manage things bester! Never before in human history has prosperity
grown o rapidly and poverty declined so heavily. Is there any evidence,
either in history or in the word around s, 10 suggest thar another system
corithd do as well?



The East Asian ‘miracle’

o gruge the impact of politics on development, it may be enlighiening
Tlumdﬂmhﬂpﬂhﬁqtﬁhﬁmﬂhﬂmpﬂ-w

history, namely the growth ‘mirache’ of East Asia and dhe disastrous
track record of Afnce. Fambia in 1960 was almost a5 wealthy s Sourth
Korea. Today South Kares has s standand of living comparable w Portugal's
and is roughly 20 times wealthicr than Zambia. The Taiwanese used 1o be
poarcr than the population of the Congo. Today they are as rich s the
For Auia und so badly for Africa?

The end of the Second Warld War found Japan's economy in rutns and
thee covrmeries it had recently occupied destinute, srarving, and wrenched. The
rest of the world cxpecred these countries 1o be torm apart by corruption,
criene, and guerrills warfare. But since the 1960s these East Asian ‘miracle
economics have had annual prowth rates bevween $ and 7%, and their
incomes have doubled cvery docade. Savimgs, invesrments, and expors
have all boen impressive, and the couniries have quickly industrialised.
Former colanies like Singapore and Hong Kong are now as prosperous as
their farmer colonisers.

In nearly all these countries, sometimes called the “Asian tgen’,
this procem of development has preservad or even incressed economic
equality—withour any signibicamt redisiribution. Poverry has rapadly
declined. In Indonesia, the proportion living in sbsalute poverty has fallen
From 58 wo 15, and in Malavsia from 37 1o 5%, Beoween 1960 and
1990, average lile cxpectancy n the East Asian countries row from 36 o
71 years. With growth came the eventual democratisation of countries like
Taiwan., South Korea, Thailand. and now Indoncsia as well.

These stares have proved that it v perfecdy possible for developing
countries to industnalise and develop. They also showed thar this could
happen only in an open, capitalistic cconomy, not in 2 secluded command
cconomy. Recently, many economists have poinied owi thar the miracle
ecotvomics also had & great deal of povernment control. implying that they
acrually provide counterexamples to the claim thar liberaliom alone creates



development. The i point s cortecy, The firw states in the region w©
develop—Jupan, South Korea, and Taiwan—had 4 grear deal of government
mtervention, though the sulsequent mirades—Indonesia, Malagsia, and
Thailand-—gor their econombes moving with less intervention. In the
former countrics, the state governed invouments, rogulared the banks.,
invested in and protected chosen industries, and kepr 2 whole batery
of intervennions in ity arenal Bur there was nothing unique abour this
developing countries in all continents have done the mme. The World
Bank, in its broad evaluscion af the mincks, obseres:

Ohber economies simempted similsr interveations without siscees.

and on average they used them more pervanively, ™

What distinguished the Astan tigens friom other developing counrrie
was that they commitied themuelves 10 cuablishing and protecting righes
of ownership, ereaning 8 legal code thar would protect enterprise smd
competition, and having a stable moneary policy and low inflaton. They
implemented univernal education. producing skilled populations capable
of developing their countrics, Because the governments concentrated on
clementary education, leaving higher education o the privately funded
market, higher cducation establishments were anuned 1o the needs of the
cnnomy.

The East Asian seares introduced reforms thar deprived old elives of the
land and privileges they had seizsed in the pase. Those reforms enabled the
mhtpnpﬂlrhmtnputmpn‘tmﬂummm; Fumnmuldnmddqmw
nelatively frecly of their surplus, saving and ivesting as they saw fir, which
pive them an intcrest i making agricaliure more efficient. The increased
vicld kept these countnies wipplied wih hﬂwﬂkrdwgmmpum
for indusery, which in turn encountered rining demand as rural carmings

wmmmMHMJhnm:q#&Wﬁ
than in sting minimum wages and regulating dhe labour marker, This
provided work for most people. and wages then rose with productivity.
Because wages could also be lowered in 3 recession (s the goods those
wapes bought also became cheaper), many of these countries coped with
ﬂiﬂmmﬂflﬂd*ﬁllﬂﬂwmm

In ather developing countries, enterprise is hamstrung by regulations,
anl livences and permits wre noeded in order to st up business. Fan Asian
watex, by contrast, have had 2 notable freedom of enterprine. Individual
citirens with ideas have been able w stare up rma with 2 minimum of red
tape and 10 work untrammelled by caboraie control and price regulstions.
Hong Kong went furthest in diis direction. There, one could just san 2



business and then inform the authorities sfterwands in onder w0 obuain 2
permit. This has been hugely imporant, not only opening the ficld w
wnitative but also providing an clfective antidote 1o the corruption thar
often Bourishes in the shade of permit procedures.

Although many of the East Asian countries have steered rax credin
and wibsidies into the private secwr, they have been less wwayed dhan
mhr&udﬂpqmumhfmﬁﬂmﬂnmmﬁdhmm
ot the empavon 1w purse ostentations bt unproductive showease
prrojects. Instead, they have Focused their artention on genuine producrive
achieverent and the exigencies of the marker. Prices have been far maore
not had price controls and have not dismoned word market prices, w
investments have occurred where they have been most likely 1o succend,
Absen: those distorvons, invetment has Bowed o the sectan where
those countries are most efficient and have advantages relative 10 other
COURLTIC,

Many of those in the debate demand thar the governmeni intervene and
govern investments in order 1o dow the pace of growth and protect existing
businesses. This is precisely what was wor done by the Asian governmenis,
which regarded abtlity vo withstand international comperition as crucal for
bunineses. The Japanese government ber large corporations go bankript
because they did not have sufficient profit potennial, and South Korea
wan quite unsentimentsl sbour shutting down hrms thar were unable o
produce for an open marker. This abwence of sentimentaliry has alvo been
applied w the government inell. Whenever subsidies and expenditure have
threarened economic stbiliny, the government has quickly scaled down i

Above all, these countries have been fiercely commined w integravon
with the imermational economy, They are among the world's most expon-
wuudmnmmdmdlhﬂnhwuﬂmud investments by

mhwrﬂwﬂmﬂrhm:mmﬂmﬂwnwd
fur by tradde, the Fastes their evonomic growth has been, Maost of them have
had wariff barners againat imports, but the same goes for the rest of Asia,
Africa, and South Amenica. The East Asian countries are different in thar
thiey applied rhis policy o s lesser extent than ether developing couniries
and dropped it much carlice. While the others were busily pursuing
self-sufficiency and avoiding trade. the Eaw Astan countries commitied
themselves 1 internationalisation. In the 1960x they began encouraging
exports, parily by sbolishing permit requircinents and exempting exporters
and their suppliers from import duties. Tarifhs on cpial goods have been



low. According 1o the index of openness comarucred by Hurvard soomomists
leffrey Sachs and Andrew Warner, Fast Astan countries were among the
first developing countrics to open up their cconomies by reducing raniff.
abolishing quotas. freeing exporns, and deregulsring foreign exchange.
The cconamies of Tabwan. Thailand, and Malaysia were ‘open’ unce 1%3
at the latest, Japan since 1964, Souch Kores since 1968, and Indonesia
dnce 1970, Hong Kong has pursued a more liberal trade policy dun any
other country in the woeld.” The same revoluthn did not sccur in Litin
America until the beginning of the 1990 and has yer o come in mos
pares of Africa

Tt 1s highly enlightening m compuare these miracle economies with those
ﬂmﬂﬁumn‘mmmdmnnﬁunlbandkmngnﬂlnﬂymlh
but commited  quite the opposite kind of policy. North Kerea and
Burmia had vo time for the maroe, oping insead for an ultr-protectionkss
policy and s ngorously controlled cconomy. They were complerely lefr our
of the regional upium and emmared by abject poverty, and woduy they are
governed by inhuman dicaionships. Far from demonstrating the viabiliry
of regulation and state control. the Fast Astan miracle shows an apen, free-
enterprise economy to be the tine gua now of development.
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The African morass

frica. especially sub-Saharan Africa. prosenn a3 painful comrast

10 the East Avian miracles. In southern Africa, we find most of

the countries whose per capita G has acrually decreased since
the mid- 1960y, a3 well a5 the world's heaviest concentration of poverty,
disease, malnovrahiment, (lieracy, mddﬂdhbmrlnnndnfrh:p-th
and prosperity that have prevailed in most of the reu of the world, over the
pass. 30 years this continent has grown sccustomed o & declining standurd
of living and growing distress. Cermain natural facvons help w0 account for
this. The rropical dimate causes parasitic diseases to Rourish: the soil is lew
fertile and natural disswens mare commaon than in Europe. One-thind of
the population live in complesely landdlocked countries, which makes it far
more difficult for them w connecy with international markers and rade
movements, The cunowu border definitions and discriminatory policies of
the old colonial powers have contributed 1o 3 severe ethnic and
fragmentarion within African states. A lange part of the continent is being
vorn apart by wars and conflice,

But other regions with both nature and culture agains them have
managed far betrer chan Africa. Even factors like war and famine have
polineal causes—no democracy hav ever been afflicted by famine, and
a rule, democracies do not make war on each other, which shows tha
o @ jgrear exient i is & country’s insthoutions and politic that determine
i prospects for development. Africa, unformunarcly, is notable for a far
higher degree of palitical appeession. corruption, econamic dinglme, and
protectionism than the other conrinents. The African countries inherived
a hierarchical, repressive political srticrure from the colonial powers, and
have wsed it to oppres other ethnic groups and the countryside., limi

ise, and violate fundamental righte

Alfrican beaders have. by and large, been intent on avoiding both the
policies of the old colonial powers and the risk of becoming commercially
dependent on their European ex-rulers. So they have tied 10 build self-
sufficient economics via draconian tariffs, nationalisation, and deniled

-



exchange controls, and public expenditure has st rimes run not, The urban
elites have sysematically exploited the countryside. Lnstead of crearing
markets, countries established purchasing monopolies that paid wreeched
prices and introduced government distribistion of food. The gosvernment
driven into the informal market. That imipeded plans for industrialisation
and posed a threar 1o sociery when the economic downturn set in during
the 1970s. After uving w borrow their way our of the crsm, many
African states were in free fall by the mid- 1980n. Structures collapsed.
people starved. there were no medicine, and machinery simply stopped
when spare parts were misung and barteties went flar and could not be
replaced. The fall has stopped since then, but has not yet been followed
by an wpinrm. Beoween 1990 and 1998 Southern Alrica’s combined GDJP
declined by 0.6%.

The cause of Africa’s hunger and suffering is not the desers and droght
but political oppressors who have sysemanically shareered the couneries’
potential. Invtead of becoming ‘dependent’ on trade, these states have
become dependent on development aid. Sub-Saharan Africa has received
more development assistance per capita than any other region in the workd
S states have recoived development assistance equal w rwice their own
incomes. But instead of going w people ln divtress, the money has ofien
been used 1o sustain rogue regimes thar cxplosed their people. Many
Western donors declared that these countries were not ripe for democracy
and individual rights, thar they should rely on planning the economy and
reducing their dependence an rrade. The consexuences of fallowing rhas




prasripoon were not loag in coming. otennal entreprencurship has been
snuffed out, and wheress in the 1960s Africa had 5% of the workd's crade,
today it has only 1%,

.ﬂmwlﬂhﬂmlﬁﬂhiﬁ#ﬁh}'hmmwﬁhﬁcﬁq
should sudy some of these countries. Chaos prevails throughous the public
sector, The buresncracy often ignores routine marrens; officials disregand
onders from superiors and, not infrequently, do the opposite of what they
are told 10. The courts, which are seidom impartial. do not protect contracn
or property rights. Corruption is amazingly widespread, paralysing whole
suarcy. (Mficials demand bribes simply s allow people to work and made,
which makes it hard for busineses—and imposible for the poor—o do
s Political deciviom are ofien hased on ties of endship and kinship, not
many of these countries are receiving no forcign investments ar all. Africa
has been manginalised—an thar poine the anti-globalisation movernent is
perfectly righe—but the reasion is that the African counrries have rerreared
lrom globalisarion and have instead been subpecred 10 socialism, gangaeer
rule. and protectionism. To the peoples of Africa, globalisarion has meant
lirtde more than their leadors Aying off 1w conferences in other countries ™

Some African countries have in rocent veurs succteded in balancing
strong veseed interests, taking vigorous sction agains cormiption, reducing
the apparatus of government, and opening the economy to competirion
have prowed more difficalt. A bare majority of the countries south of the
woeld's least liberal cconomic systems. Estimaring the amount of economic
treedom in the region, the Canadian Fraser Instinure found thar, ignoning
those countries 100 war torm to make measurement possible, 14 of the
workd's 20 lesst free cconomies are in Africa, All but four of the African
countries for which dara were available fell inio the least free half of the
123 countries ranked ™

Limbabwe, 2 long-sranding recipient of Western  development
assistance, has undertaben the worlds Fastest and most consistent
retreat from the alleged evil of globalisation and liberalisation. Under
dicrator Robert Mugabe, the country’s rade with the ourside world has
been drastically fimited, grvernment spending has skyrocketed, and price
mrﬂwhdﬁhﬂnﬁmnlﬂmh.w}muuhﬂwhh
large-scabe cxpropriation of propeny, suppression of freedom of expression,
and scrs of wrror agains the opposithon, In just five years, the country has
bowt moee than 3 third of all ity wealth. and absohute poverty his grown by
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mare than en percentage points. Zimbabwe was once a major exporter of
foodaufts, but over the coune of only 3 few yean, cereal production ha
collapsed 1o anc-third it former level, and more than 6 million people are
now Facing starvation,™

MNigeria s another cxample. This huge couniry, depite abundan
natural resources and agricaloural land, has remained abysmally poor
bexcause of 3 very smictly regulated and corrupe economy. O the advice of
HthEmuih:n,miﬂmmﬂlr&m!nmhuqunudnﬂw
end of the 1980, but their unpopularity led the Nigrrian government 1o
drop them w the beginning of the 170 Regulations were reintroducnd.
the credic and exchange marker was abolished. and interew e were
controlled. InHation and unemployment msulied. Between 1992 and
1996, the proparion of the shsolutely poor rose from 43 o an inoredible
B6% of the national populason. Nigena wday accounis for 3 quarter of
all sbsolute poverty in sub-Saharan Africa, and despite the advent of 4 new,
democratic government, reforms have progressed very slowdy. Per capita
income today iv lower than it was 30 years ago, and healih and educanon
staniddards have fallen.

The economists Jeffrey Sachs and Andrew Warner have studicd the
growth that different political reforms have broaght in varow African
countries, They have stempred. on the basis of various country sudies,
tnuhh:whﬂ;m“hﬂwqm&umwmﬂdhuhﬂiﬁlhdnhpuﬂ
the Eaw Asian policy of open markets, frocdom of cnterprine, protection
of property nighes, and a high level of saving. Sachs and Warner maintain
thar, despite it poor matursl condinons, Afncs would then have boen
capable of achieving an average per capies growth of shour 4. 3% annually
betwoen 1965 and 1990, That would slmoa have tripled the population’s
incomes. CF course. any such extimure has 1o be taken with a grain of sali,
b even with a generous margin of error, the figure remains shockingly
high compared wirh Africa’s actual growch during the years in question—a
miere (). 8% per year™

IF we examvine the track recond of the African counimes that baer apied
for free trade and more apen coonomics, it seems entircly plausible thar
liberal policy coild have been so succewsful. The cartle farmers of Botwana
were quick oo realine thar it was in their interest 1o campalgn for more
open markers, and thar meant that large parts of the economy were already
:pnndh;ﬂﬂpﬂﬁnnhdwrdd:hrl%lnﬂnth-mml
anociation with the EU, the country's exporms ro Exrope are exemper from
duties and quotas. Since Independence in 1966, Borwana has been the



exception in 4 continent dominated by dicraroeships, which has helped wo
make it one of the least corrupe nations in Africa, on par with
countries. Botswana's economic growth has actually surpassed thar of the
Fant Asian countries. with annual growth levels of mose than | 0% berween
1970 and 1990, Another wate that commirted inelf 10 free trade cardy on
i the island nation of Maurties Through reduced military espendinare,
protection of propenty rights, reduced tawes, 4 free capital marker and
of 3% annually, Today nearly everyone there has sooew 1o clean water,
and education snd health care are capanding If countries like Mauritius
andd Borvwana can achicve this degree of growth, why shouldn’t the ren of
Africa be sble m? The populstions of the other African countrics zie no
less inventive and enterpriving than the people of Mauritius or Botvwana,
but they are forced to use their creative powers 10 evade corruprion and
regulations and 10 cope with working i the informal secor

Annther interosting African country is Ghana, which began liberalising
s economy in 1983 and gradually became more prosperous while in
mwmminmmwm
and sbolished wariffs, price controls, and subsidies. Production has risen
Fasr, which shove all has benefinad cocoa farmers—but because the farmens
have e heen ahle to invest and w afford more goods and services, many
others have alw benefited from the farming boom. Absolute poverty in
Chana fell daring the 1990s from 36 1o slightly mare than 29% of the
populstion, and in 2000 the leadership of the country wus, for the fira
rime, transfersed peacefully and democrancally.

Liganda has developed along similar lines and is one of the countries
that liberalisnd fistost over the course of the 9904, Trade there has
bern quickly liberated, price contmls abolished, e lowered, inflacion
reduced, and the firs seps taken voward prowecting propery rights and
deregulating financial markers. Those facror. coupled with exiensive
development ssmistance, have produced snnual growth of more than 5%,
while inequality has diminished. During the 1990, sbsoluie paverty in
Uganda fell from 56 w0 35%. A relatively high degroe of opennes and the
educational work of independent organisanions have made Uganda the
first country in Africa where the incsdence of HIVIALDS in the rowns and
cities has begun o diminish.

Thoe camples of Afnican ‘lion cconomics’ (the counterpart of Asan
rigers and “dragoni’) have shown, despite their swethacks, that peverty
is poe imposed by some law of nature. Slowly, very slowly, cenain sb-
Sabaman saies are beginning o use their resources more efficentdly and



to pive their citirens greater cconomic fibertien. The democracies are
growing in number and urbanisation is beeaking wp old tribal lovaloe tha
hmhhﬁmnmndmth:mnfqmﬂrrhfmrdmhw.tmhﬂn

is reducing corruption because rulers no looger huve the same power 1o
wmmmmwwmhww
w another motive force. because companics shun invessment m comaps
cconamics. The controlled economic are bocoming 2 livde frayed it the
edges. The proportion of national budgets devoted to health and medical
care tnereased, albeit marginally, during the 190

Afirica has an incradibly long way m go. but contrary to what some
maintam, improvement is pomible. From being in free fall, many Afncan
countries have been sabilised, albeit st an caremely low level. It will
take devermined democratic and liberal reform 1o move things forwand,
and the implementation of those roforms will require leaders wath the
courage w0 put the people’s interosts belore those of their friends, or of
the hurcaucracies. Given the grim sarting point. it is unlikely but not
wnponthle for the 21s century 1o be Africa’s cemury.



Chapter 3

Free trade is fair trade



Mutual benefit

ollowing demunstrations agsinst the Searle meeting of the World
Tiade Ovpanization by wm of thousands of people w1 the cnd
of 1999, the benefins of free trade have ance again begun w be
questioned in public dehase. Voices have been raised calling for countries
o be selfsuffident, or mying thar the developing countries should
or that we need ‘new rules’ for international orade. Ofien, the criticism
are summed up in the dogan that we oughi v have fair trade, nor free
trade.” But in my view, frec trade is by nature Gair trade, because it is based
on voluntary cooperation and exchange. Free trade means you, not the

Taniffs, which impose a ax on producs whengver they crom a border,
and quotas, which limit the number of goods of 3 particular kind tha:
may ehter 4 country. are direct restnictions of arisem’ freedom 10 make
decisions shout thewr own consumpuion for themselver Freedom from
thiose things —free trade—gives us freadom of cholce and grves il people
the opportunity of raising their lving vandand.

It may seem odd that the world's prosperity can be augmented just by
people sappeng things with cach other. But cvery time you go shopping,
you realise (if only sbconsciously) how exchange sugments wealth. You
pay a dollar for a carron of milk because you would rather have the milk
than your dollar, The shopheeper sells it ar that price because he would
rather have your dollar than keep the milk. Both parties ane satisficd with
the deal, otherwise it would never have taken place. Both of you emenge
from the rapsaction feeling that you have made s pood exchange. tha
youir needs have been better provided for,

Trade resulis in the person who has a knack for making bicycles doing
pust that, the person who is best at cutting hair working s o haindiesser,
and the person who is beat 31 manufacturing television sces taking a job in
the TV Ectory. Then those warkers exchange, 80 as 1o ger what they each
want. Through free tnide, we can consume goods and services thar we
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could never have prodisced atinchves. The posilility of free chaice means
us access to goods that we cannot procure by oarsclves. In a Minnesora
grocery, people can buy bananas and pinespples, even though neither is
likely to be found on s Minnesota farm. Fven in northern Latioudes, fresh
green wvegetables are on sale all wanter, and people in landlocked countne
cin buy smlmon fom Norwsy. Free trade resulis in goods and services
being produced by whoever is best at producing them and then being sold
v whoever wanis 10 buy them, That's really all theer 18 1o

But in Facr the argument for free tesde is cven stronger. Perhaps
muit poople arc aware that you can make money out of wade w long
as you produce something berier than everyone else, bur much of the
criticism of free trade v based on the fear that some countries may be
better ar everything, Certain coumrics and enterpriscs are mare advanced
than others, and can perhaps do everything more efficiendy than their
weaker trading partners. But the ot is that vou gain by trade even if you
manufacture chings less well than others could. The important thing s w
do what you are relatively bost at. not to be berier than everyone elie at
doing it

l?mqiun#mpkmufud:hmmpnﬁn]uﬁlnhiﬁﬂy
wrained, an outstanding surgeon and abio a premy pood ook, The other
s John, who has not trained for any particular occupation and, morcover,
i not quure as good 3t bakang e fulia. Jobhin would like o do something
simple thae he can leam eaily, in the home, and then use it in exchange
ferr things thae are more difficulr 1o produce, such as surgery and medical
“n-ﬂmhhjrihﬂH]ulhwmmyuuh:ﬂwwfmhhﬂm
the berter coak? For the simple reason that she profiess by concentraring
an what the does best of all. Fven iff she is rwice s good a chef as John i,
she is a thowsand rimes berter ar surgery than be is So she produces dhe
greatest value by devoting her limited time to sugery and then using part
of her carnings from thar sovrce @0 boy dinser from somebody else. By

on what she is best ar, she bas @ill more resources left over,

and can thus afford 10 buy other goods and services thai she wanis.

Those who do not want free irade because 1 abies place ‘on unegual
rerms and s based on ‘unequal circumstances’ would wige Joha o
himself off and not do business with Julia Bat the faca s that be would
profic handsomely by free tade. Through wrade, he can concentrare on
what he does best, in relative terms, and cuchange it for what he noeds,
things that he would be far worse a1 producing, such s bicycles or medical
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John does ot need 10 be abialiaely best ar his kind of production. It i
enough for him i be best ar it |nrr|.uhq:u:rm—-pmd¢:inli1bnlnﬂjm
other things be needs. Ir will mill be worth his while to concentraie on
that parvicular thing instead of oying w produce everything he noods
by himself. He concentrates on the area in which he has a comparative
advantage.
Thnnudmﬂmh:mdiﬂﬁlm:ufuﬂninﬁﬂﬁim;hm_s
different degrees of indusry or good luck will suffice. Imagine the two
people in our example arc sranded on o daen sland, where cach noeds
o eat & fish and 8 loaf of bresd every day in onder 1o wrvive. To achieve
this, Julia has to spend two hours baking und one hoar fishing, John needs
two aid a half bown o bake and free howrs 1o fah. So agsin Julia i best
at both jobs. But she will gains by swapping with John, because then she
can devore her dme o what she s sbsolurdy best as—fuhing. She can
then catch three fish in thar same three hours, while John in the course of
his same seven and 4 half hours can bake three loaves. They then exchange
the surplus, Hﬂﬁhﬁiﬂrhﬂlhﬂﬁ:ﬂﬂt'ﬂhﬂ.ﬁhﬁu:ﬁuﬁimm
wita harder or o minute longer, John and Julia have nereased their daily
output from twe fish and two loaves to three fich and three loaves. They
can opt for this higher aurput bevel and have a betrer meal. or they can each
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work a bir less and make do with the old quanoties. O they can spend
the additional time they've freed up on building o hur or o boat, 18 they
were able 1o trade with other slands in the vicniny, they would be able o
trade off their aurphus for cdathing or rools that represented swomeone clacs
comparative sdvantage.

OF course, this i a grearly smplifbied example, bur ir ilustrares how
specialismtion works in more complicated casey a8 well, Comparative
mdvantage s just o important betwoen countries as berween indiiduale
In the above examples, John and Jubia can he replaced with Ausrralia and
Mew Lealand, anad the fish and bresd with computers, clothing, traciomn, or
medicine. The principle that it & a good idea 0 concentrate on what one
n relanively best ar suill applicy. Une's comparsiive advantage need not be
s result of narurally given factors, such as the United Staves having plency
of farmland and Veneruela or the Middle East having oil. A country can
soqiire comparative advantages by chance, Computer corparatinns pop
up in Silicon Valley and fashion greoom st up shop in Milan, not because
nature smiles on them, bir because they can make wie of the specialived
contacts, knowledge, and manpower thar, for one reason or another, have
|'||,-Fu|1 tior accummilate in cach |'|1.|L|.'.
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The simple caamiples ghen dbove expose the hollownes of the
argument that countries should be sdi-sufficient and produce for their
owen populations. Under free trade. producing for others & producing for
yourself, It is by producing and exporing what we are bes ar thas we are sble
o import what we noed. After World War 11, many developing countries
in South America, Africa, and elsewhere believed thar self-sufficiency was
the rght palicy. Cheered on by the Western wadd, they were going 1o
produce “fur use and not for profit’. In practice, this meant mying w do
everything theomelves, a1 huge expense. The East Assn countries did the
opposite. They made what they were best at and exported ir, and in return
were able to purchase, at lower cout, what they themachves noeded. South
Kosea's it export commodities included wigs and particleboard: Hong
Kang prospered with plassic flowen and cheap wys. Those arent the firn
things a central planning committee would decide thar people needed. but

their own peeds '
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Important imports

logic above expoues the vacuiry of another miyth abour rade,

the notion that expors w other countries are a good thing bur char

importing from other countries s somehow 4 bad thing. Many

still believe, like the ‘mercantilin’ economists of the 18th century, that o

country grows powerful by slling much but buying livtle. All experience

Mbumﬁnﬂthhmtlmﬂtﬂmrhmlmpmtmdqﬂtﬁmhrp

our products from abroad would just drive up prices in the United Stanes,

Those producens would then find it more profisble o focus on the high-

priced American marker than 1o export and sell their goods ar lower world
prives. Import barrers, then, acoually reduce expors s well,

The truth ks that we gee riches by exporting what we make best, w0 a 1o
be ahle 1o impore things we make (relachvely) less well. Orherwise we have
1o do everything ourschves and fomake the sdvantages of specialisation, We
can make 4 pile of money by juse selling, bor our eandard of living will
na rise until we wse that money 1w buy things that we would not bave had
otherwise. One of the first trade theorists, James Mill, quite rightly argued,
in 1821, “The beneii which b derived from exchanging one commodity
for another, anses, in all cases, from the commaodity meortred. noe the
commodity given.” The cnly point of exports, in other wonds, is so enable
i 10 GET (MPOCEs in feturn,

The ahsurdity of the idea that we must avoid cheap imporns becomes
clear of we imagine it applied 1 non-natienal boundane—ior example.
if Lo Angeles were o try to prevent the importion of goods from San
Francison, an the grounds that is had o protec ies markens. I impares really
mmmnﬂrhmﬂhmﬂmhmhrmdwnmm
peevent it inhabians from From another. Accosding 1o thas logic,
Californians would bose out if they bought goods from Texas, Beooklyn
would gain by cefusing to buy from Manhatan, and it would be berrer
for a family to make everything themselves instesd of trading wath thesr
m#ﬂﬂ;ﬂ.hlulﬂhuﬂutnlch I'huhn'mmldh.lmlun:rndnul
loma of welfare: the scli-sufficions family would be hard presed just ro koop



food on the tble. When you go w the snre, you “imporn’ food—being
able to do so cheaply is a benefit, not a loss. You “export’ when you go to

wnkmdmpn:hwuﬁm.h{ﬂﬂmwuuupnﬁtm'hlpﬂfm
cheaply thar we could afford w0 ‘cxport’ s lintde less

Trade is not 3 scro-sum game, in which one party loses what the odher
party gainae. Ohn the contrary, there would be no exchange if both parvies
did not feel that they benefited. The really interesting yarduick is not the
“halance of wade’ (where a ‘vurphus’ means that we are exporting more
than we are importing) bus the quantity of trade, since both exports and
lmports aee gaira.

Impores are often feared @ 2 potental cuuse of wnemploymeni:
if we impon cheap woys and cloching from China, then oy and
garment manafaciurers here will have 1w scale down. If we ke 8 more
mare impartant. sy, i the United Siates than in poorer countries. Don'i
thane countries need the jobs muore than Americams do, unable 2 they are
o compensaie the unemployed! But this is also 3 mistaken way of looking
saves resounces and cun therefore invest in new mdustries and occupations,
which resulis in the Chinese having more moncy 1o spare and being able
o buy software or Britney Speans albums, Besides, mms businesses and
producers ar dependent on raw materials suppliers and subcontractor
in other countries. For the production of mobile phones, for example,
the Swedish company Ericsson needs electrunic components produced in
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Asla. So when the EU rubses ranfl barners againg Asia, allegedly for the
protection of Furopesn jobs, Furopean companies like Encson sustain
added cosrs and therrhore sell beas, which means they ame noe able 1o creare
as many new jobs as they otherwise could have.

Thus. the worlds politikcisns are in one seme acung foolishly when
they gather in Seartle or Qutar w negotiare the reduction of nffs within
the framework of the World Trade Ovrganization (WT0). The politicians
sy thar they will consent 1o reduce @ wanff only on the condinion thar
other coniniries do the same. But thar & fundamentally imational, becuwe
each country benefins by reducing its own writh and being able to impon
cheaply, whether or noe other countries follow suit. The best palicy s
unilsreral free trade, that b, each country dismantling its owen aniffs and
quotas even if other countrics rerain or cven Bcresse thein. Why dhould
wie subject our population w mere riffs and prohibitons merely because
uther countries do @ to their populations! To borow an analogy from
the British economise Joan Robinson, there is nothing very clever abew
tipping boulders into your own harboun. just because your neighbourns
have mocky and inacuessible coastlines that make it hard for your own ships
w dock. Saying ‘Tm not going w0 allow mysell w choose from & wider
range of good, cheap products unless you do the same’ is a sacrifice, not a
cunming reprisl

Even so, there are good argumenes in Fuvouse of mulrilateral erade
negouarions berween los of countres under WD suspeces. For one
thing. such negotiathons cin make it easier for vored interoin 10 accept
free trade reforma. I the Unned Staves unilarerally reduces i rariffa, the
reduction may meet with fieroe resistance from American compardes and
tradle umioses that would rather not have the comperition. That competition
would benehit consumers, of coure, bur comsumen as o clas are dispersed
and unorganised, wnlikely 1o make oo much mise about any single anilf.
The industries for whom those trade barriens iepresent 2 kind af monopaly
protection, however, will fight rooth and nail 1o reeain the caprive marker
rariffs gree them, Multilaicral agreements can shifi the balance of polivical
interens, When many couniries reduce therr wriffy ar the same time,
busincses and unjons in export industry will support the reform n hopes
ol opening up new markets, Negoriations can make it easier 1o introduce
tariff reductions and 1o get ather countries to do the same., bur they can aba
make it more difficult. IF paliticians behave s though wnffs are semerhing
benchicial. something wo remove only if we get something in retum, votens
wiill end up helieving this is truc. Voters will ger the impression thar raniffs
sre 3 good thing that the politicians are selling out, wheress in facy rriff
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are harmful. If erade valks are not combined with a strong mobilisation
of opinion agaimst tariffs and quotas and in favour of impors, there may
coms 3 protecioniss backlash, as the collapse of negotiations fullowing the
December 1999 WTO meeting in Seattle supgesn.*

The WTO affers the promise of o second, broader benefit an well: the
establishmeni of an impartial code of rules w0 msare thar all countres
powerful countrics could behave as they liked toward the weaker ones.
Many of the world's countries wanted 3 trade onganisation with uniform
rules 1o prevent, shove all. unilareral actions by the United States againat its
wading partners. The United Statrs. on the other hand, had wanied only
& weiker agreement o begin with, not an organistion to roolve disputes.
Through the WTO. member states have pledged not 1o discriminare
foreign enterprises and not 1o introduce arbitrary trude bartiens—over and
above the ones they have already, anyway. It was in order 1o beneht from
these protections that the poorer countries of the wordd quickly ratified the
1995 WTO agreement, whereas the EU, the United Soaes, and Japan—
sccustomed to doing as they liked—held back. Powerful countries like the
Unh:dﬂhhhwtimhrnﬂmdinmdwm:ﬁh‘ﬁn
could never happen at the United Nanons, where they have s vero.

Another advantage of the WTO is thar all member states have
pledged o give the athers ‘mos fivoured nuton” srearment, which entails
m‘hmmﬂmﬂnhﬂmpmdmmnﬁumm
United States and the EU used ro reduce rariffs in relasion 1o each other
without a thought of increming freedom of trade with the rest of the
warld. Mow tanfl reductions alw have ro apply to the poor countries, with
the unfortunate excepeion of those conained in regional trade agreements
of the son existing berween FU countries or the signatories of the North
American Free Trade Agroement (NAFTA).

Bur the obsacles 1o unfair wrifls are not all that grear. The WTO has
no spocific rights 1o forbid anyone 10 impose waniffic B can only entitle the
injured party to ntnoduce compensatory trade barrien, This s ot an ideal
situation. because countries shoubd phase out their tarifh regandlen of
whart ochers do. |t would be berer if the loving party had w pay monetary
compensation of lower other ranffs 10 compensate. Bun these relarively
stable procedures are at lewst an improvement on the old days, when a
peity dispuie could develop inw a full-scale rade war. Now states are a0
leaw prevented by their honour fram reneging on their sgreements, In
sevital widely noted inszances, hiwever, the EU has tried to retain cade
barriers condemned by the WL One cxample 1 the artempt made for
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many years to discriminate ygine Latin American bunanses gnd hormone-
meated meae. The EL governments act s though one yardstick should
qpl_rmﬂthdunﬂbduﬁuimd.mﬂnmﬂnihvdnﬂqm
which in the long rerm will severely damage the WTO's credibilior.

Onee the benchio of impora are perceived, it also follows thar
antidumping measures are harmiul Politicam often sy thae they mus
protect the people from ‘price dumping’ by other countries, meaning,
for example, thar i Malaysia sclls us extremely cheap shoes, priced below
production ost o cheaper than they are sald in the Malaysian market. this
is “unfair competition”. The Malaystan producen are then ‘dumping’, and
thas 1s something we have 0 protecr ourselves againa. Bug, as connomist
Murray Rochbard has quipped, vou should keep o dharp eve on vour
mﬂﬂnﬁ:nmﬁd}unlﬁ;nﬁn’mt'ﬁrmmm hecause i
mcans that your pocket is sbour 1o be picked. Thar cermunly is rroe where
antidumping tanff are concerned. Whar they really ‘protect’ us from s
cheap shoes, TV sers, and foodstuffs. The question is why we should need
protecion from these things. There nesd nor be anyrhing unfair ar all
shout forcign producens engaging in 'dumping’. For cxample, they may
be forced m do s in onder 1o penetrate 3 new market, surely a legitimate
goal, New domesric firmis are allowsd 10 do thin, wo why not foregn one?
Surely, having different rules for domestic and loreign busineses samounno
o 4 greater inpustice than dumping. Ir may also be thar the Malaysian
shoe manufaciurens sell their producn more cpensively in the home
market because they have advanages there that they do not enjoy here—
advantages like procecrive wanff wall!

The United Stares, which claims o suppart free trade. i in fact the
biggeu tranagresnt when it comes o intraducing antidumping tariff
Mot only do thoe tanffs harm the emerprise secton of other counries, ba
the American economy loses billions of dollans every year o higher prices
and lower efficiency. The use of such tariffs has grown in the past decade.
When the WTO and international agreements make protectinnism harder
1o introduce through the froot gate, the United Seares and the EU let it in
the back door with amidumping anff’

WL rubes norwithsranding, countries can and do mill ercor de facw
trade barriers in the form of domesic subsidies. The American weel
industry; for example, has been the beneficiary of & welter of governmen
pensioi guaransees, loan gusrantees, speckal wx and  environmental

wons, and reearch and developmient granm. Conservative estimates
place ihe vilue of thosw subsidies 3t some US$23 billion since 1975, and
other studies found that they totalled more than USS30 bilfion just in the

™



1980s, Armerican uapayen huve ample resson to resent this masive sutlay
of corporate welfare, which, in addinon o wasting ax money, props up
mhmﬁmﬁﬂwd&ﬂuwmhdﬁmdp But
practice, should be gravcful (if 3 bit perplexed) dhat the Unired States has
chosen to underwtite cheaper steel for them, Amerlcan taxpayen are in facr
subsidising Swedish consmumption of sweel and other produce. By the ame
wken, we should regard 2 decnion by a foregn prvernment w wbidine
euport industry, not as & threar, but as o omewhar misguided gife*



Free trade brings growth

ree trade & primarily a pood thing becaise bt brings fieslom: frecdom

for people to buy what they wani from whoever they plene. but alio

o sell o whoever wanis 1o buy, As an added ecanomic benefin, this
freedom leads w the efficient use of resources and capital. A company. 4
rogron, or 4 country specialnes where it has comparative advanages and
can therefore generate the greatest value. Capital and labour from older,
less competitive sectars are transferred to newer, more dynamic ones. Tha
means that a country switching w0 2 more hee-made-fricndly policy rises
w4 higher level of production and prasperity. and can dherelore anticipare
a substaniial acceleration of growth for ot least the Bt fow years. Bar
coanombc openmen also leads 0 an enduaring efforn 1o improve producrion,
because foreign competition forces firms 1o be 2 good and cheap w
possible. and this leaves consumen free 1o choose goods and services from
the seller making the boa offer As production in csablished industnes
becomes ever more efficient, rewurces are freed up for investment in
new methods, inventons, and produc. Tha wme srgument supporr
competition gencrlly: it simply extends competition 1o even bigger fields,
thus muaking it more intenmive.

Une of the most importany benehis of froe ade, bt one that o
particularty hard 1o measure, is thar 3 country irading 2 greas deal with the
rest of the world imports new e and new cedhmiques in the bargain.
If the United States purues froe trade. our companies ane exposcd 10 the
world's best ideas in their particular fiddds. That compels them 1o be more
dynamic thermelves, and they cin bornw other companies ideas, buy their
technalogy, and hire foresgn manpower. (pennes w other people and oiher
ways of dosngg busines has abways been a parh w devdopment, while nolation
mcans stagnation. i s no coincidence that the most dynamic reglom in
history have often been v cosstal bocavions, dhose 1o rowms and cities, while
those that lag behind are inaccenible. ofien in mountain regone

The world's ourpur voday is ux times whar it was 50 years ago, and
warkd trade is 16 times greater, There is cause 10 belleve thar production
has been led and driven by rade. Exactly whar difforence open marken



make s hard 1o well, bur virtually no economist denses thar the cffect is
positive. There ane buge quantities of empinical fact wo show that free trade
creates economic development.

{Ine comprehenave and frequently cired wody of the effects of trade
was canduced by Harvard ecomomists Jeffrey Sachas and Andrew Warner,”
They examined the trade policies of 117 countries between 1970 and
1989, Afer controlling for other factors, the wudy reveals o aatistically
-,‘mﬁ.mm connection berween free tnide and growth thar the authon
were unable 1o find, for example, beoween educasion and growth, Growth
was berween thiee and six fimas higher in free trade countries than in
protectionis ones. Open developing countries had on average an annual
growth rase of 4.49% chows pwo decades, while closed dd'l':hpinl cotniric
had oaly 0.69%. Open industirialised conntrics had an snnual growh of
1. 29%:, while chosed ones experienced only 0.74% growsh.

lt must be emphasived tha this b not 3 maner of how much countne
carn because others are open 1o their exports, but of bow much they
carn by kecping their own markets open. The raulis show that the open
cconomics had a faser growth raie than the closed ones every year berween
1970 and 1989, No free trade country in the sudy had an average growth
rae of Jess than 1.2% annually, and vo open developing country had o
growth rave of less than 2, 3%!

Free trade and growth during the 18708 and 1580s
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!nﬂlltjﬂhnﬁ:hﬂ:pﬂlﬁiihﬂhumhﬂhnd#mhlﬂﬂ
a short time, even in Africa. The positiee resules of free trade were cven
apparemt when liberalisation was only wmporry, Countries thay opened
up their econamics briclly and then dosed them again dhowed faster
growth during the open peniod than before or shee.

Slorwer growth and reduced investments did ror atfond the
ecanomics gresicr stability, cither, Sachs and Warner showed thar dosal
cconomics were far more luhble than free trade econmmies w be affecied by
hnancial crises and hypernflation. Barely 8% of the developing countries
judged open from the 1970 onwand soffered from crises of this kind
dmhl%wﬁmmmmﬂhﬂuduminﬁd
LIS

Criticism has been levelled a1 this type of regression analysis, which
m based on stanstics from many cconomics and trics 10 control for other
Facteers that can affect economic outcomes, because of the many problems of
mcasarement that sich analyss involves. Coping with enormsus masses of
dia is always a problem. Where exacily is the line berween open and closed
coonomics’ How does one distinguish berween cormelation and causation?
How can the direction of canmation be otablished? Conskder, after all, that
it s common for countrics implementing free trade 1o alw introduce other
liberal reforms, such as protecton for property nghts, reduced inflation,
and balunced budgets. That makes it hard wo separsie the effects of ooe
policy from the cffeas of unother® The probloms of messuremens are
pedl ones, and resule of this kind always have 1o be taken with a grain
of salt, but it remaing inereseing that, with w very few exceprions, thoe
studics point ro grear advantages with free trade. All the same, they have
1o b supplemented with theorenical snabon and case studies of individual
countries before and after trade liberalisation mesures, Such stadies alio
quite clearly bring our the advantages of free rade.

The cconomist Schastian Fdwards maintains thar the importans
thing s nov 1o devise exacr, objective measurements but o rest many
differeni variable., w 2 10 wr whethor 3 pamern emerges. Using cigght
diffcrent yandstidds of opennes, be has made 18 caboulations based on
several dara sers and using & vanery of calculation methods. All bat ane
of the calculations indicaved a pemitive connection berween free trade and
growth, Edwards cuttmates that growth rase have been twice as high in
Free-irading developing countries as in proteciionst ooes. ln a repon w
the Swedish parliameniary comminiee Globkom, the economist Hikan
Nordstriom reviews 20 different studies of froe crade, all of which clearly
show thay open markees give rve ro better economic development®



Another amwempr 1o quaniify the benefis of made has been made by
the economists Jeffrey Frankel and David Romer. On the basis of their
research, they maintain that if a country increases i rrade in relation o
GDP by 1%, i per capita incoine can be cxpected 1o e by between
(L5 and 2%. Thar meuns thai if 3 country boosts it erade volume by wen
percentage poinn. the moomes of the poor e by 5-20%. Thee are, of
voutee, averages, not universal wachs, But if we work out wha this sonually
micums o the poor of the world, we find that & 10%: increse i rade
relarive o GIP in 4 country like Nigeria would enable 25 million people
0 escape from poveriy. In a counnry hike India, bt could mean en dmes
that aumber being lified out of absslure poverty. This i 3 hypothesis, not
an ironclad guarantes, bat it conveys something of the explosive potental
uﬂmﬂhﬁmmﬂ:ﬂ:ﬂw"

A clear connection exists beoween greater free trade and growth on the
one hand and poverty reduction va the other. Wee can see the differences
berween similarly siruared countries thar have inmoduced, or refrained
from introducing, libeniliation messares and open markers. We soe
this difference berween lberalising Vietnam and nonliberalising Burma,
berween Uganda and Kenya, between Chile and i neighbours in Lavin
America, and w on.

What ahout trade snd bnequaliry? There does not seem to be any urong
and urambiguous connection berween increwed trade and changes in
equality—except, possibly, 1 slightly positive connection. Certain groups
lose out by free trade. but they are s likely to be the protected rich s the
poor. Changes in equalisy depend primarily on overall policy. Resulis in

rade-liberalsing countnes variald during the 1990 in China, incgualiry
increased, in Costa Rica and Viernam n semained constanc. and in couniries

like Ghana and Thaidand iv diminished. Afrer many years of 3 communist-
planned econamy and deepest paverty, Vietnam since the end of the 1980
has introduced froe rrade ceforms snd messures of dometic liberalision.
Those changes have made powible 2 subsiannal growth in exporn of such
labour-intensive produces av shoes, and of rice, which is produced by poar
farmers Thuhurmln:dmrlpﬁlmmhnndqunqlﬂrnﬁ reduction
of poverry. Whereas 75% of the population in 1988 were living in absolute
poverty, by 1993 this fgure had fallen 10 S8%, and ren vears later had
been reduced by hall, 1o 37%x 38% of rhe poorest Vietnamese houscholds
increaned thar incomes during the 1990, "

O seldom observed aspect of Sachs and Warner's hndings is thas they
show open paot economics to have grown faster than open afffuent anes.



I[mqrmn&unlfmpﬂrmrhphtHﬁtﬂpﬂﬂnhm:ﬂmt
ones. They have more Latemt resources o hamen, and they can benehit from
the exivtence of wealthier nations 1 which they expon goods and from
which they impor capiral and moee advanced rechnology, whereas affluen:
cossntries will have alrcady caprured many of those gaine. Bur cconomisn
had not found any such general conmection previowsdy, The reason o
simple: the econemics of protectienist devdoping countrics canmor make
wse of these international apporunities, and w grow las apadly than
those of the affluent countries. Bui when Sachs and Warner stualied the
developing counirics that had been open to trade and invesimenis, these in
a panition to benefir from the oppormuninies provided by the industrialised
mations, those countries were found o grow mone rapidly than the open
affluent countrien. The poorer they were a the outiet, the faseer their
cvnnomies grow ance they were opened up. No swach connectiom exian for
chosed countries, which suggesis that free irade b not oaly the best way w
promote growth, but also the best way for developing countries w carch
up with the industralissd nations. In shon, poor coantries grow faster
than rich ones as long as the rwo are united by fows of rrade anid capital.
The same parrern was even clearer i the 19905 Diuring that decade,
per capura G fell by an average of 1 1% in closed developing coummies
I the industrialised counenes iv rowe by 1.9%, but the fistenr growth of
all—5% anmually an sverage—occurred in developing countnes thar b
opened their markers and fronters. I is free-trading developing countries
that are developing their economies Estest, mare so than the affluemn
countries, Une pair of economists sum wp thor fadings as follows:

Thuss, the globalisers are carching up with rich countries while the
non-globalisees fall Further and furcher behind ¥

History shows that conomies can grow faier by nding oo the
prospenity and rechnology of ather countries, From 1780, jt took England
ﬂyﬂnhdlmhkihﬂuﬂﬂhﬁhﬂﬂnd}uﬂhm]ﬂpn&hihiﬂuﬂhrh
years, and another cemmury liter it took South Korca only 11 yeun”’ The
comvergenee, i terms of wealth, of countrim ssaclarcd with one another
in confirened by many other epochs and groups of countries. During the
globalisation of the lace 19th centary, poorer cconomies like Ireland and
Scandinavia moved closer oo the wealthier connmies. llurhsiltpu.u;-
war era, poot OECD countries have moved coser 1o the more affluem
ones. Differences berween countries have diminished within the Faropean
Free Trade Association (EFTA) amd EL free trade sones. The sme result
has abuy been discovered in differeni pares of such large economics as the



United Stares and Japan, Free irade and mobilicy, then, make the pour
richer and the rich abo richer, bin the rich do not gey richer as fast as the

poor di,

Globalisation and growth during the 1890s
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No end of work

f frec trade s consantly making producion more efficient. went thas

result in the disappesrance of job opporunities® When Asian begin

manufacturing our cary and South Amenicam producing our sugar. auo
workers and farmen in our counry loss thelr jobs and unemplovinen:
risey—an the srgument goes. anyway. Forcigrens, developing countries,
and machines will compete o produce the things wie need. wnril in the end
we will not have any jobs lefi. If everything we comsume tday could he
produced by half the U.S. labour force in 20 yean” time, docsn't that mean
thar the other half will be pur own of work? Such s the homor wenano
depicted in many of the anti-globalisation writings of our time. 1o the book
Tibe (il Trap, rwro Gierman journalises maintain char, in the furre, 80%
of the population will not be noeded for production. English-speaking
readers may be mare Bomiliar with One Warld, Ready or Net: The Manic
Loger of (Habal Caprialim, a breathlew tome in which William Goeider.
then a reporter for Ralling Ssone, frets that global supply s outstripping
demand, leaving the workd poised on the verge of mas anemployment.
Those fears are hased on an unpleasant view of human natare, sccording
o which few people will have the qualities that case seciety w ‘need’
them. I'm happy to repore that this view i complerely misguided.

The nevion thas & colossal unemployment criss i looming juse around
the comer began w grow popular in the mid-1970s, and since then
production has been sreamlined and internationalised more than ever,
All over the warld, however, far more pobs have been creared than bave
disappeared. In the past few decades, the number of giinfully employed
people in the world has risen by about B00 million. We have morc cfficiens
production than ever before, but also more people ar work. Berween 1975
and 1998, employment in countries like the United Seares. Canada,
and Aistralia rose by S0% and in Japan by 25%. Within the EL. where
unemployment has ganed a stronger hold than in nuny ather places, more
people found jobs diring this period in almost every country. Swaden,
Finland, and Spain were the only ciceptions, but in these countries the
employment participation rate has risen since 1998,



It b also isteresting to note that it & in the mon internarionalised
employment hay prown fastest. The United Staies is the dearest instance, buat
Ausiralia abo proves the case. Between 1983 and 1995 in the United Seanes,
24 millon muore b opporrunine were created than disappeared. And those
were not low-paid. unsdalled jobs, a5 is ofien alleged in the course of debare.
On the contrary, 70% of the new jobs carried 2 wage shove the American
median level. Nearly half the new jobs hedonged 1o the mow highly skilled,
a higure which has rien even more rapidly since 1995, In Avseralia, exporns
have cxpanded moee than 50% (o ALS154 billion) since the formation
af the WO in 1995, Since 1996, 1.6 million new joba have been creared
in Australia overdl, with export growth crearing ae leasr 250,000 new jobs
insell. Oine in five of all Australian jobs are now dependent vn exports. This
tises 4 ame in four of all jobs based in rural and reglonal Australia

So allegation of progressively fewer prople being needed in production
have no empinical foundation. And no wonder, for they are wrong in
theary 10o. It b not the case thar only a corrain number of jobs cxia and
that when these can be done by fewer people, mote become unemploved.
Imagine 3 pre-industrial economy where mest of what people cam
spent on food. Then food production is improved by new
machines begin doing the work of many farmers, and forcign comperition
makes farming more efficient. Thar resules in u Jor of people having w
leave the agriculiural sector. Does this mean there is nothing for them w
do, that consumpition is consant? No, because it alvo means more scope
for consumption, The moncy thar used to go w labour costs in agriculoue
can now be used to buy ether commaodinies, such as berver dothing, books,
and industrial goods. The people who are no longer needed in agriculiure
can then swirch 1o those lines of business instead.

This is not merely conjecture: it describes preciscly whae happened
in Sweden wich the improvement of agriculiural cfficiency from the
heginning of the 19th century onward. Before then, shout 80% of
Sweden's population b been employed on the land. Today the Figure is
lews than 3%, But docs this mesn thar 77% of the Swedish population are
now unemploved’ No, becawse instead penple started demanding other
goods and berrer services, and manpower went into industry and services
in response o that demand. By doing a job cfficientdy, we get a2 larger toral
of resources with which o wtisfy our needs. The manpower which used
o be necewary in onder 1o feed us could then dothe us and provide us
with better bousing. emermainment, travel, newspapers, telephones, and
compuers, thus raising our siandard of living



The noton that the quantity of work o be done is constant, that
pob gained by one person i always a job raken from someone chie, hus
provoked a variery of responses. It has led wome 1o advocaic thar jubs be
shared, others 1o wmash machinery, and many w sdvocare rabing wanfh
and excluding imovgrania. But the whole notwn is wrong. Gresder's nargad
and rigorous-seeming book has been enormowly influential among anti-
globalisation activiste. Yet all of s dire predicrions are based on this one
simple error, which Princeton economin Paul Krugman, in his scathing
review of the book, described as 2 transparens fallacy”. ™ Baur Gretder i pot
alone in making this mmtake. Susan Geotge, viee chairman of the French
ann-globalisanion organisation ATTAC, decdlaes thar globalisonon and
International investmenu rarely provide any new jobs e all:

Mot everything called investmient leads 10 new job opponunine.
Eight out of ren mvesrments the world over in the past five years
have been concerned with mergers and take-overs, and things hike
that mostly resule in job lomses.

Bust it 1 this very proccs—a sk being done more cffhcienily, this
enabling jobs 1o be shed—that enables new industries o grow, providing
people with mew and betver joba.

Here, samebody might reasonably ask: "Will it never end? What happens
when all our necds are being satiafied by o smuall ponion of the workforce”
And when, | wonder, in that supposed 10 happon? | believe thar people
will abways, for example, be in peed of moe scuriny convendence, and
entertanment. | dont believe we will ever come o think that we are giving
or children enough cducanon, that we know enough, thar we are daoing
pist the right amount of research o thar we are getting enough emedie
for our aches and paies. Tt is hard 10 sev 2 limit o the quality of housing we
would fike o have, the qualicy of food we wane to gar, the extent we wish
travel, or hqﬂﬂﬁﬂmﬁnﬂrwmﬂﬂthmm
our productive shilities increase, we will shways chisose w0 sty new neods,
o to sannfy old ones bewer than ever. I we thisk we have all that we nead.
we can demand more leiure insead. Ask younell whether you could not
conceive of two full-time jobs for people 10 provide you with services and
produces, Finding the moncy vo employ them, | sspect, i moee difficult dhan
thinking of things for them w do. If you and | and everyone else can think of
things that we would like two people 1o do. we have 3 permanent manpower
deficiv, with 6 billion people wanting a1 leass 12 billion ermployess. This s
why we will never have oo much manpower, no matter how prospenous we



EHiciency does, of coune, have s flip side. Economiat Joseph Schumpeter
famously described 3 dynamic market as 3 process of “creative desrruction’,
m&hm-ﬂ'dﬂ#qiq'dﬂm“dhﬂmhhm
with 2 creative cad in view, pamely the transfer of manpower und capizal
w0 more productive occupations. This gives us a higher standand of living,
bur as the word ‘destruction’ suggests, not everyone benein from every
maricer transformarion in the shoee eerm. Tr i, of course, painful for those
wha have invested in the old solutions and for thise who are liid off in lea
efficient industrics. Dirfvers of hane-drawn cabs bt our with the spread
meb&:.nﬂpuﬂmdpulﬁn lamps when electric light was
imtroduced. In mose modern pimes, manufacturens of ypewriters were
pase out of business by the coming of the computer, and LI recoeds were
wperseded by CDa

Painful changes of this kind are happening all the nime as a result of new
inventions and methods of production. Some friends of free rrade snempe
to explain them away by saying that job losses are primarily due to cechnical
advances, not m compennon from other countries. That premise s rrue
an far a5 it goos, bat @ a defence it nings hollew because the competition
uimulisted by free trade helps w scoelerste the introduction of those new
rechnologies. Unquestionably, such changes can cause enormous problems
and traumas for these affected. especially of 2 new job is hard o find, The
very fear of the mdoy involved causes certain conservative idealogues 1o
repect the capialin system ennrely. A modern sociery based an a marker
evonomy does indeed presemt new raks and problems, and of coune it
i very sressful to be in danger of losing onc’s job, with the reduction
ol bving sandard and blow to slf-esteem this implies. But thar riak seill
cannot be compared with the srew in ages pase of perhaps st beng ahle
e earn ones daily bread or of drought or load compleely obliverating
onc’s livelihood. I cannot be compared with the anxiery of the preseni-day
Ethiopian farmer, whose life may depend on the coming of rin and on the
health of his hvestock.

The mist foalish powsible way 1o counter the problems thar such
economic adjustments entail & 1o oy 10 prevent the adjustments. Withow
ﬁ:ﬂlﬁu&uﬂ:ﬁnﬂﬂmuﬂlﬂﬂhnﬂnﬁhllﬂnﬂnﬂdﬂdd’lhﬁnﬁ.
The whale point of made and development is 10 direct resources o the
point where they can be wied most efficiently. A Chinese proverb has i,
“When the wind of change begans m blow, some people budd windbreaks
Hﬁl:nﬂlrﬂhdﬂ.rindmﬂh"ﬁuhhthu“dmhﬂuhﬂunpmmuu
misguided o the idea thar we should have obstructed agriculural advances
oW conturies ago o proec the 800 of the population employed on ihe



Land at that time. Changes are hard oo stop anyway., because the commonest
cause of etructural change in different branches of economic activity
the changing tawes of comumen, A far bereer dden would be 10 use the
economixc gains that change brings abour to alleviare the comequences for
thewe adversely affeceed

There is a lot we can do to muke changes proceed as smonchly as

sble. We should not try v prop up old industries by means of subsidies
ot tarifl wall, Encerprise and financial markers dhould be free enough
for people 1 invewt in the new industries. Wages should be flexible and
anes low, o thar people will be drawn to the new and more productive
sectors, and the lsbour market should be free 1 well, Schools and other
:dlmmnumuniﬂﬂmuﬂhpﬂdmﬂ#fﬂfpmﬁtmﬂqﬂmth
skills required by the new jobs. Social safery nets must provide rransitional
secunty, withour preventing people from cntering new jobs

Bur these problens are seldom as widespeead as 2 wcan of the newspaper
headlines mighe suggest. It i eary w0 report that 300 people o their
jobs in 2 car facvory due 1w Japancs compenition. It i les saxy and less
dramatic 1o repon on all the thousands of jobs that have been created
because we have been able 0 wse old roweurces more efficiendy. I i
less eany to report oo how much consumers have gained from the wider
selection, betrer quality, and lower prices sputred by comperition, Hardly
any of the world’s consumen are aware that they have ganed berween
LIS$ 100 billion and L'S$200 billion annually from liberalisaion measures
implemented following the Uraguay Round of trade negotiations, but the
difference i visible in our refrigeramon, in home elecironics, and in our
wallers. Conts alfecting 2 wnall group o an isolaeed occasion are easser o
swe and observe, while benebin that gradually sccrue o nearly everyone
creep up on us withowt our giving them a thoughs,

A review of more than 50 sarvers of adjustment following opennen
reforms in different countries clearly shows these changes 1o be milder
thas the debate on them indicates. For every dollar of adjusiment cons,
roughly 520 is harvested i the form of welfire gains, A stucly of 13 cases
of trade liberalisstion in different countries dhowed industrial employmen:
w0 have alrcady imcretsed one year afeer the liberalisation in all countries
but one. One reason why changes are less painful in poor countries ia
that the old jobs mostly offered poor wages and had working conditions.
The people who are wsually most vulnerable—rthose without any specific
rainkng—hnd new work more easily than thowe with special skills. Poor
countrics have compararive sdvantages in labour-intensive sectors, leading,
on versge, 1o 3 rapid rise in wages foc the workers concerned. Broadhased

L d



liberalisation mesaures also have the effect of Cheapening the goods workers
need.
Costs are abo small comipared mhﬁnhlﬂmmlh

breakrhroughs of rechnology go through something cesembling an
ordinary recowion. The number of people i ather secton who rerire or
learve jobm of thelr own free will is ofien so grear as w0 swallow the job loss
s the econamy adjuss w reforma. I the changes contribure o a high bevel
of growth, they can even subdue puinful restructuring problems, which
ate always ax their greatest in downturns, Unemployvment uwsally Lases for
anly a shan ume, whereas the posdrive effects on the cconomy keep an
prowing. The proces, in other wonls, tums ot 1o be fir more creative
than destructive.”

The problems ought to be greatest in the United Stares, with s consuant
economic iransfermation, but their job marker i a bit like the Hydra in
the legend of Herculew. Tn the myth, every time Hercules cur off ane of the
beast's heads. two new ones sppeared. Far every two jobs thar dinappeared
in the United Sures during the 1990s, three new ones were creared. This
pattern greatly increases the individual person’s chances: there is no better
safcguard agadost unemployment than the prospoat of a new job, The
danger of having 1o continue changing berween different jobs all one's life
is exaggerated. ovpecially s firms are exerting themselves more snd more
to train employess fos new tasks. The average length of time an American
stays in a particular job increased berween 1983 and 1995 from 3.5 yeans to
3.8. Mor is it true. 23 many people believe, thar more jobs are being created
in the Unired Stares because real wages huve stagraned or fallen snce the
1970s. A growing proporton of wages has been paid in nonmonctary
forma, wach as health insurance, seock, retirement comeributions, day care,
and so forth, w0 avold wxation. If bencfits of this new kind are included
in wages. then American wages have gone on rising with productiviey.
The propormon of comumpuion among poor Americans that o devoted
w food, clothing and housing has fallen since the 19705 fram 52 0 37%,
which clearly shows that wch people have money 10 spare for more than
the hare necesities of life,
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x ! Soviet Union in 1992, thw Estonian
mﬂﬁ 10 aboksh all tarfls in one fall swoop. Ten years
latar. the mwerage tar ievel was 0%. The Tl measure proved an
unqualified success. The Estonian sconamly wiss rapidly restruchund
on & competitive Dasis. Weatern Europe, which in 1680 accounted for
ﬂiﬁi“‘“ﬁiﬂ“h“#l
in 2001. Tha country attracted large direct investmernts and boasted an
anmaal growth rte of around 5%, Average e sxpectancy grew and
intard mortatity tell, in contrast 10 thoss fommer communie! states that
have miomed sowly. The change to a kberal sysiem mads Estonin
one of the EU's most promising candidate countries. Unforunmtasy,
EL membership in 2004 maats Estonis has had to adjust 1o EU
probectionism . Instend of having no tanifs a1 al. the country imroduced
10.794 difftert tarf! levels. which armong otfee things rased food
prices appreciably. In addtion, Evionia has ntroduced varous Quotas,
subsiches, pnd AUMEENg MsasuUeL ™



Freedom of movement—
for people as well

ven if 4 world in which we are free 10 buy and sell goods and services

acroms pational bardens o long way off. that world s whar many

people are siming for. The world’s politicians meet regularly in an
mptmutmlﬁnuﬂndﬁdiﬁrmﬁmﬂpﬂmwhmhmmﬂu
mohiliny of human beings. the politiclam, unforrunarely, meer regularly m
do everything in their power to reduce it. Reducing mobility has been a
very conspictogs sim of the afffuent Enropean stares ever since the 19700
At the same time that the Schengen Agreement has given Furopeans free
mobility within Eurape, the EU government are erving o prevent ouniiden
from penerraning Europe’s border. The result is very high walls againa the
vatside and stricrer comtrols on the inernal movernent of persons.

Of course. since the terroriat amacks of Seprember 11, 2001,
somg new wills and controls have been introduced, with the goal of
preventing & rcurrence of that homibic event. Some of thoss conrmols are
douhtless jusnifiable: citizens everywhere rightfully demand 1o know that
newcomens 1o their countries have come as workern, ouriss, wudents,
il peighbours—not us mas murderers. The fundamental duty of any
EFEITUnent i to protect its own citenry, and one way of deing that is
o ensire that terrorists and violent criminals cannot enter the country.
The major effort 1o thas end in the United Stares, the Enhanced Border
Security and Via Entry Reform Act of 2002, s a good example of a
remonable response. The act implemented measurs o axhade potendal
resrorises withouwr rolling back levels of legal immigration or cracking dewn
on usdocumented (but harmlen) worker.

Sadly, sae wha have long wanted sericier immigration mules anyway,
a meuns of cdosing borden wo peaceful workers and immigrants, have sesed
upon the tragedy of Seprember 11 10 advance vhar agenda by calling for
far brosder reverictions. Souch tacrics are nor only cynical and exploitative,
bat ilso counterproductive. The crucial rask of stopping terrorias becomes
tar more difficub when restricrive immigranion laws force law enforcemens
offcers 1o waste energy and resources combing through the many millions
of immigrann who seck only 2 betrer life. Surely it would be more efficien



m focus on the relatively wery few who mean 1o harm Americans. b b
impartant, then, to distinguish berween mesures targered ar kecping
out the dangerous and messires thar would pointloudy sacrifice the very
freedom amd openness thar the rerrorin and their allics despe. The laner
masures are, sadly, all too common.

Although immigration policy in the Unind States has, formunaeely,
grown more enlightened and inclusne smee the days when Congress
enacted raciu lggialation, such as the Chinoe Faclusivn Act of 1882, w0
keep out ‘infenor’ peoples, tight repulanons remain in effect. Sericr quotas
limit how many people may ome o the Unieed Seares from diffesent
r:!jl.m;.:md pmﬁnh{#ﬂrﬁﬂlmuﬂﬁrﬂﬁtﬂiqﬁmrh ihe Lniged
Staves who i willing 10 wade through exxensive red tape in aeder 1o employ
them. Some come 1o the United States as refugees from war, natural disasser,
ot persecution, but the number of wch immigranes admimed annually has
fallen in recent years. Linder Preddent George H. W Budh, the swrage
was 121,000 per year. Under Proident Clintan, that average dropped o
R2,000, and under Prasiden Geonge W, Buah it bl bedow T0000. Because
wreening of refugees b camondinarily thorough, it W difficuly o jusify
this precipitous decline by an appeal to security concerm.”!

The costs of toosrict immigration policies around the world have
manifesred themselves in ragic ways, A pon ofhcial opening a container in
England finds 58 Chinese eefugoes who have diexd from heat and suffocation
after trving 1o hide from immigravon ofbcah. Afncans sre found dead on
the southern coust of Spain, having diowned in the arempr o oo the
Mediterranean swimming or in fimay crafts. The bodies of 11 Mexicans
are found sealed in a rail car i lowa, The big tagedies artrace amention,
but they have their lesser daily counterparis The Durch chariry Unived has
estimated that one person dies every day anempring to cross the borden of
the ELL. There are many women whose anly chance of escaping desperare
conditions in their home countries is through criminal syodicanes thar foece
them into prosutution and, when the women oy to break free from this

threaten to repont them 1o the auhonticn. IE through vis
requiremenns and barmen. people are provented from entering 8 country
hpﬂr.ﬂuymtmdr#ﬂrﬂdm“pnfqumdhpﬂr
O they fall imio the clurches of unserupulous refugee smuggdens whao
demand exorbitant payments but do not think ovice abour risking the
lives af their desperate clieni.

WthUuthHhmmmwmmnﬁnﬁmm:
thene, by meuns of progresively aricter quotas and toagher enforcement,

refugres are forced 1o take even bigger risks. If people are willing 1o take



thase riaks in arder 1o come o @ freer coumary, paliticsns should sernouly
reconsider whether they have correctly wssewsed the refugees’ need for
proteciion. The ulumare goal must be for prsceful peaple 1o be able 10
evaluate their own interests i Aecing or mugrating ro another couniry.

The wame goes for w-called economic redugees, ponple whe wish 10
leave economic deprvation behind them snd come o 3 couniry where they
bave the chance of creating a betier life. No genuine soonomic
can occur s long as people are not allowed to cross national boundaries in
search of employment. Thar is preenely what the anceston of contemporary
Americans did: ince 1820, woune Gl million immigrants have legally entered
the United Sears. The Wesern world rightly castigaeed the communis
wates for not allowing their citieens 0 emigrae. Bur now thar they are
mmdmbnumm&mhmmmmum

There is po concession o generosity involved when rich countries
apen thar borders o nefugees and immigrants, any moee than there w in
opening them up w impor. Greater immigration may be a preroquisite
for our wrill having a vishle economy and security of welfare 1 generation
Fratn now, cxpecially in a sparscly populated country like Sweden. The EU
countrics are greatly moubled by falling birdy rates and aging populations.
The United Mations Population Fand (LUINFPA) has estimated that to keep
the EU populaion st i presenn level unidl 2050, 1.6 million immigrants
annually will be needed. And tw maintain a steady ratio berween working
and retined populations, the EU) would need to cake in 135 million
immigrants every year. In the United Seates, 3 similar demographic trend
threatens o drive the Social Security system into bankrupicy, as fewer and
bewer workers finance the benefin of more and more renrees, Immigration
alone cannot ultimarcly solve the system’s deeper structural problems, but
an influx of immigrant worken could case the burden of ransition 10
ane of the alirrnative sysems thar vanous reformen have advocited. The
challenge: for the future will consist in attracting new invmigrants, not in
trying to keep them away

It is & profovnd crvor 1o regard immigrants w4 burden on 2 country
They represent 3 manpower amd consumption boost that leads to marker
growth. More immigration means more people to work, spend, and hawch
new ideas. Sering thar as 3 problem makes no more sense than viewing
icreased domestic birth rates 2+ 2 problem. So long & wages miror
productiviey (the amount warkers are able 10 produce), there is no reason
why this should create unemployment. Ohver the course of a lifetine,
even those gerning off 10 4 poor sart in 2 pew country generally pur more
hack into sociery—and the national reasury —than they ger out of i Far



gevemment and pavs in a grester amount in tauos than the average native-
born citiren. Though caleuladions for illegal immigranes are more difficulr,
even here Simon found a likely net benehit 1o the host sociery. § i
up his bndings, Simon even cstimates the roagh dollar amoun of benefi
Evaluating the future stream of differences o one would when
H.huﬁn;lpmpmiﬁlhmmhﬂhﬂrﬂh:mﬂimu{:ml}l
arrived imemigrant family discounted ac 3% Ginflation adjusned) was
320,600 in 197% dollars, almowt rwo yean' averuge carnings of a
nanive family: a1 6% the present value wax §15.800, and $12.400
at %

IF s immigrants do become permanently dependent on handouts,
lhitmﬂﬂ?mﬂrﬂﬂmmmmﬂmmﬂ?uﬁmwwlhnrmﬁwuﬂ
Labour market regulutions. For people whe come 1o Australia,
Ihﬂ:mlﬂ;mrhﬂhhﬂluﬂlﬁaﬁymﬂdtlmmlm
betng able to compete by working for lower pay will nararally tend 1o impaz
their chances. They will then be made 1o depend on handous, perbugps for
life. and their self-respecy will be correspondingly eroded. Ensering the job
muirket 8 a low pay level, which riaes later o with growing expenence,
thesctore a betrer aprion. In a bealthy connomy, low siarting wages nead
nit mean & geowral reduction of real carmings, becaine low wages keep
down the prices of the goods and services we all consume.

to imemigration and emigration 1 abe important for the wke
of 4 living sociery. A diverse population, comprising people with dilferent
starting, points and values, provides a grewier variety of perspectives on
long-standing social problesms. and perhaps also a berrer chance of finding
creative solunons w them. lmmigrans can ke what is mon viable in
Australian culture and combine it with eradinons of thelr own, and nanve-
borm Australians can do likewise. Cultural innovation almost always
flovas From the contact or fusion of different oulives 1t s no concsdenaos
that the United States, the most dynamic society in history, was built by
immigrants. Prosident Roosevelt ance opened o wpeoch by aying, "My
fefbow immigranes.’ Even woday, in spite of all the restrictions, the United
States receives far more immigrants than other countries In this way the
Urnived Seates is consantly renewing iself and Laying the foundations of
conginued global leadership—economic, calmral, and schenific.



Uhapter 4

The development of the
developing countries



An unequal distribution—
of capitalism

wenty percent of the world’s population (we often hear) consumes

mre than B0% of the carth’s resowrces, while the other 80% conswme

less than 20/, Critics of globalisation never tire of reminding us of
Mhﬁﬂm.ﬁ;hn&n&whr;mm@dld‘ﬂum
for thin sate of affaire The critics make it sound o though the poos are
poor et the tich are rich, a1 if the richest 20% had somchow stolen
those resources from the other 80%., Thay s wrong. Nameral resources
m,ufmltuhinﬂt*nfﬁhpﬁuim.hihﬂrthtﬁlhw
plaved a relatively small pant in the prosperity of the Wesrern wordd and
the poverty of the poor. Even though colonialiam did grear harm and was
cruelly oppressive in places, this in liself does not account for differences
hetween Morth and South. The affluent world has grown fastest since
losing s colonies. And the reglons the impenialise counines subjugaied
grew faster after becoming colonies than they had previoudy, Several of
the world's richest countries—such as Switserland and the Scandinavian
countris—never had any colones of impormance. Others, wuch a
the Unlied States, Canada, Australia, New Zealand, Hong Kong, and
Singapore, worr colonios themsehes. On the other hand, several of the
world's least developed counmies—Afghanistan, Liberia, and Nepal, for
example—have never been colonies.

Perhapn surprisingly, it is not the countries with shbundant raw materials
that have grown fastest. In face, those countrics are often held back because
alwindant natural resources can reduce the incentive 1w develop pood
policees and institutions. It s no sccident thar the major ail producing
rmtbians of ihie Miﬂkﬁnlﬂﬁﬁlﬂmﬂl.ﬂht}:miﬂnﬁ
Kuwait, rankad “unfree’ by Freedom House. Siare-ownad oil wells provide
the region’s despotic regimes with fumds they could not atherwise olvam
without Freeing up their econamics.

The main reason for thar 20% consuming B0% of reources i that
they prosince 0% of resourcer. The 80% consume only 20% because
they produce anly 20% of resowrces. It bs this larrer problem we ought o
rackle—rhe inadequare productive capacity of the poor countries ol the
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world—instcad of wasing indignant over the dfluent word producing so
much, The problem n that many people are por, not that cermain people
are rich.

Critics of capitaliem point our thar per capita GDFP is moee than 30
times greater in the word's 20 richent countries than in the 20 poorest.
The crines are right 1o ay thar chis inequality s due 10 capitalism —bur
oot for the reaons they dunk. The difference s due o coram countries
having raken the parh of capitalim, resulting in fantastc prosperity for
thetr inhabianes, while those choosing 1o impede ownership, wade,
anil production have lagged behind. Faciors such as climare and naural
disasters are not unimporant, but most of the gap can sl be put doram
o cerian countries having opied for iberabanon and others for conml.
The 20 cconomically mose liberal countnies in the world have a per capita
GOP abowr 29 mmes grearer than the 20 econamically least liheral. 15
then, we are senious about closing the North-South divade, we ihould hope
with all our hearrs thar dhe South will sho gain accen 1o 4 free econamy
and open markets. Developing countries that have had opennes in recent
decades have not only grown faster than other developing countries—ithey
have grown faster than the afflen countries oo

The world's inequality i due m capiralism. Not 1o capiraliasm having
muade certain groups poor, bt o b making i practitonen wealthy, T
wnrves airibution of uvafth in the wweld £ due 0 the wnvven disrrbution
af capiralim.

Arguments thar capitalism is somchow 1 blame for world poverry
are oddly contradicrory. Some argue that capital and corporations make
thiowr way only into the affluem countries, leaving the poor ones up the
prowetblal ciock. Ohers mamnsain thar capitl and comporations flock w
poor countrics with low producrion cosns, w the detriment of workens
in the developed world. The truth seems o be thar they make their way
inte bath, Trade and investment flows in the pasi rwo decades have come
1o be mare and mome evenly disiributed among the coonomics that are
relatively open 1o the rest of the word. h is the really dosed cconomics
that. for abwvious reasons. are not genting invesrments and rade. Moreower,
the differences berween these groups of countries are incressing, Clearly,
lnﬂlrﬂ’ﬂhﬂlﬂiﬂunﬂ:ﬁnﬂhﬁmﬂhmklldﬂmlm
stand back from globalisanion thar become marginalised.'

A quarrer of direct internarional invessments between 1988 and 1998
went to developing countries. Since the beginning of the 1980s, invessment
fows from industrislised 1o developing countties have tisen from USS10
billon 1o USS200 billion annually. Il we lock only ai capieal flows 0
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the developing world, we And thar 85% of direcr investment there goes
o & mere ten countries, often the mos liberalising But because thuose
imvestments have been growing by 12% annually in the past three decades,
wremendous increases ahe aconie for countries ot incliuded i the wop
e

Berween 1990 and 2000, privare investor channelled a million U5,
dollars from rthe sffluent waorld 1o the poor countries in direcr investments.
That is roughly 1en times as much as in carlier decades, and it also happemn
10 be rather more than the sum 1ol of saistance given by all affluem
aountries w al devdloping countries during the past 50 years, Of course.
unlike development asistance, such imvestments are not primarily intended
1o shleviate poverty. Bux in the long term, investment makes s far greater
coneribution 1o that goal, because it develops the countrys productive
forces instead of Aowing 1o governments, which may or may not use chat

The affluent OECD countries sccounted for 80% of wodd GDP in
1975, g share thas has fallen o 70% wday. As ha already been mentioned,
poor countries opting for cconomic iberalisation and free rrade have had
faster growh than the afffuen countries in recent decades. Free vade and
econamic liberalism, it seems, are a way for developing countries not anly
o et richet, but also, possibly; 1o carch up with the wealthicr countries. As
UN Secretary-leneral Kofi Annan said st an UNCTAD Conference held
in February of 2000, soon after the demonsurations agains the WTO:

The main losers in today's very unequal warld are not those who are

oo much exposed 1o globalisation. They are those who have been
leti our.

Africa i the most prominemt cxample. lsolarion and regularion cause
OOt COMNTTES (o FEMaln Poor COuntTics.
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The white man's shame

Ithough the Western world has paid lip service v free wade, i has

not done very much 1o ald the procea. On the conirary, in highest

barriers have been raised agains the developing countries, a policy
thar persists today. In the big rounds of free rrade negonianons, s and
quocas for the Wessern workd's export praducts have been seadily reduiced.
In the arcas of greavest importance 1w the developing countries, such a
restibey andd agriculmaral produce. lberalimaion measures have Biled 10
materialtic. The tariff reductions agread o during the Uraguay Rand of
WTO negotiations were smalles for the least developed countriei. Asia
and Latin America gained relatively lirthe. Africa gained nothing ar all

Today, Western duties vn export commaodities from the developing
world are 30% above the global average. The won curain between Ean
and Wesn has fallen, only 10 be replaced by & customs cunain herween
North and South. This & st just an ect of omision; it b 3 deliberate
areemp vo keep poor states our of the running, We may allow them o wll
in @ fbew things that we are unable o produce sumches, bur heaven help
them if they theeaten o pul s out of business by doing something cheaper
and beter than we can. The Wostern wordd maintains higher wariffs on
clothing than on cotton, on masted coffes thin on olfce beam, and on
marmalades and jama than on the Fruin they are made from, Protectionism
is 3 way of penalising work inputs and development and of ensuning thar
mmnhﬁﬂumﬂrmmﬂl,nﬂiﬂhmmﬂm“
o them as Brished products. Duties on processed products from dhe
developing couniries are no less than Four nmes higher than duties on
corresponding goods from industrialised countries.

It is goods of the very kind thar the Third Wioald could produce that arc
wont hit by prorectionim—labour-intenaive industnial goods and services
vuch as tove, dectronica. tranaportation services. textiles, and garments, If
the duties are berween 10 and 30M% of the vilue of the goods, 3 substaniial
difference in quality and price is necessary for thow goods ro get into our
rarkets ar all. The Western countries pledged themuelves 1o remave their
rextile quoras by 2005, bur the momemt they did thas they immediately



began 1 look lor ways to impow new, temporary gquotas. And even when
they are abolished, texsile rarifls will remain, sveraging about 12%.
increased glohal free made in manufacwres, One wady estimated thar the
world econamy winulid gain sbour USSTD billion 3 year from a 40M% wariff
reduction, and that some 7% of the woeal gains would be harvesiod by the
developing countries” That would equal the total amount af international
development amistance 1o the developing countries, and it is almost thiee
umes the monthly income of all the world's absolurely poor taken rogether.
mmﬂlrﬂlhnﬁm#inmtdhhlumﬂrfﬂtdﬂ
people of those coumtrics.
mmmmmmmﬂmﬂm;m
concerns agriculnural produce. World crade in sgriculure i growing far
more sy than trade in other commodiries, and this oo n due w the
policy of the affluen countries. Mant of them are determined ar all s 1o
miainiain a large-scake agriculmaral industry of their own, even of they have
no comparative advantages in this secor. They therefore wibsidise their own
farmens and exclide those of other countries by means of trade barriers.

Thete is no caster way of syuandering moncy than through an sdvanced
agrculiuril policy. Affluem counines are drenching, farmens with money
through procectionism, sibsbdies, and exporr grante. The voral coss of
agricultueal policy in the 29 afuent OECTY countries bundens tncpavens
and consumen with 2 saggenng L'S3360 bilbon. For that money, you
could fy the 56 million cows in these countries once around the world
every year—business clas—with plenty of change left over IF they're
wiilling to fy coach, the cows could also be given LISS2 800 each in pocket
maney to spend in tax-free shops during their stopovers in the United
Seares. the ELL and Asia’

The European Union’s Common Agricultural Palicy (CAI) involves
quitas an foodsrudfs, and wriffs of shour 100% on things like sugar and
dairy producis. Here again, the EU wishes 10 exclude processed products
rhat can compere with Enropean ones. Tarifh on hasic foodsmuffs average
only half of those on upgraded fpodsuffs. Coffee and cocoa, which
European countries don't produce themselves, can alip i withour any
srious customs markups. Meanwhile EU wifh on meatl are several
hundred percent. The hollowness of self-appointed solidarity movemenis
like the French ATTAC is exposed by their defence of such ariffs againm
the Third World *

Not only is the EU excluding foreign produces, but production and
tranapan by European farmers are being subsidised 10 a fantasic degree,
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by nearly half the EL budger. The sverage cow receives USSL 50 suppon
iaily, at the same time that neardy three ballion ol ihe worlds human
wnhabitants have less chan USSL00 a day o live on. Because thoss grann
are paid acconding w acreage and head of livestock. they are malnly 4
subuidy for the wealthiest large-scale operatiom—it is ramoured that the
biggest benehciary is the Brivsh roval family. OECD hgures show the
wealthiest 20% of farmen receiving something like 80% of the grants.
In other wonds, nearly 409% of the eniire EU budger goes 1o less than ane
prercent of the EL's population.

The grants give rise 1o 8 huge surplus of foodsuffs, which has w be
divposed of. Ohne way that the FL docs this is by paying farmers nae 1o grow
amything, Wiine srill, through expon subsidies the EU dunaps l-t‘l-ll.l.'l']'ll-l.l.l
on the world marker. s thar poor countries are unable to compere. That
meany that the CAT nor anly prevents Thind Woedd farms from selling o
Europeans, it also knocks them our of business in their own counries,

Fur :nnmm“mtltd:m.lnpdmld e wats previously argued. exparn
submidies in ather counmies are a gift the anibcally low cost of goods is
pabd by farcign taxpavers, and the savings can be diveried 1o other secinn.
But for the developing waorld, the BNonds agriculnaral policy s a different
story. It is a deliberae and sywemaric means of undermining the vory
type of indusery in which the developing courries do have comparative
advantages. The poar countnes don't gee a stable supply of specific goods:
rather, one vear the EL dumps one produc that isheing overproduced then,
but the next year it dumps o wially different produce. thus undermining
any svempt by producers in the poor country 1o specialise. It 1 one dhing
lowe kenports 1o spur farmens 1o produce more competitively, bui subsidies
guarantce that farmens in the developed world cannit compete, even when
they are mome efbcient. These countries are so poor that there are fow
other sectors in which o invest: most of them must expand agricubure
before other secton can be developed. The CAP is estimated 10 cavse the
developing countries a welfare loss in the region of LS320 billion annually,
which i rwice Kenya's entire GLDE'

The ELUS wade policy is irrational and shamclul. It protocts 2 small
arde of lobbyins and farmers who ignore the fac thar ther walls arc
condemmning people in other continents w poverty and desth. Thar » a
maral disasrer. The cymiciam of the policy s made all the more apparem
by the realbarion that the EL o a whole gaina nothing by i cither. The
Swodinh government’s calculsrions suggest that o Swedish houschold with
two children could gain shout US$250 & year by being sparcd the FL'
duties on garments, and no less than USE1200 3 year if ofl agriculnral



policy were abolished.' Faropean taxpayers pay millions of dollars in e
every year so that their shops can have a smaller selection of food ar higher
prices. EL} governmenis subsidise agriculoure 1o the mne of abour US$9
billien a year and the manufacture of basic industrial products by abou
the same amoant, All cracks through which goods from the developing
countries could sneak in are prompaly plugged with anddumping wnifl
and technicail stipulations, concerning, for example, packaging ansd
hygiene—stipulations exclusively railored to ELJ enterprises.

Ohn the basis of statistics from the European Commission, the French
economist Parrick Messerin has sstimared the cost of all EL mrade barriers,
including rariffs, quotas, export subsidics, antidumping measures, and the
like. His hndings indicate a total annual loss af 5-7% of the EUs GDE In
other words, completely free trade would mean thar the EU could add the
equivalent of nearly three Swedens to bis prosperity every year, Messerlin
matntains thar roughly 3% of the jobs in the sctorns he has investigamd
have been rescued by protecnonism. Each job coss abour LISS200,000
per year, which is roughly ten rimes the average wage in these indusrries.
For that money every mnaff-protecied worker could receive an annual Ralls
Royer instead: it would not cost us more, and it would not be done at the
expemse of the world's poor,” *Either a branch of enterprise is profiable, in
which case it needs ne anff protection; or else ir is unprofitable, in which
case it deserves no it protecrion,” a5 economist Eli E Heclocher once
prat i With wnff protection and subsidies, manpower and capital that
could have devdoped the EU's competitive sirength linger on in secwon
where there is no compararive advanmage, Thuas the EL ties the developing
countries to poverty, not for the benefit of the Enropean people, but for
the sake of a narrow, vociferous vested interest.

The Unired Seates, which had micsculously bucked the special interess
o rall back subsidies in 1996, has recently abandoned many of chose gains.
A bill passed in 2002 included subsidies projected to ol US$180 billion
over the first ten yoan alone, Those subsidies, 100, disproportionarcly
bencfit the wealihy, The luget 7% of farms reccived 45% of subsidy
payments in 1999,

Both rthe United States and the ELU have ineroduced symbolic free
rrade reforms in relation o the poorest countries in reeent years. The only
trouble is that those reforms cxclude the goods that would provide real
competition for domestic producers in the North. The LS. Africa Cirowth
and Opportunity Act meant free rrade in everyrhing rhar Africa is not
good ar producing, and exclusion of goods like tobacco and peanus. The
EU's Everything-but-Arms initative meant the abolinon of mnfls agains
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the world's beant developed countries, but with long iranumional periods
of tanff reention for bananas, sugar, and rice. These measures are aften
rendered ineffective by srice rules concerning the origin of compancnas of
the relevant goods. Hisin is welcome m expon coffee 1o the EL, bur nos
T-shirts if the material is impuorted from snoather country, such as China,
safery rules—rules often passed precisely for this protecrionise effect, and
miot For cheir comribution wo safery, security, o environmental quahy.

It s, of course, hard 1o quantify the low that the developing countres
siistain as a reault of prosectionivm, but many people oy w, The British
Labour gewermment’s white paper an globalisaion imues asserm thar a 50%
reduction af import duties in industrialised and devchoping countries would
lead to a growth of prospeniy in the developing countries by something like
LIS5150 billion. or three timei as much a global development amisrnee.
The United Nanons Trade and Development Programme (UNCTAL)
chaima chat, with greater scosa to the markets of the afflvent countries.
exparts from the developing world would grow by abour USS700 billion
annually. That s 14 times the developmens asssance they recoive.®

w7



The case of Latin America

ne waditional fear concerning trade between North and South
is that It would make the Third World dependent an selling raw
matcrials 10 sffluest coumiries in the North. If the developing
mumrhmwptm:ﬁmnd: on this view, they would never wicoeed
in getting industrialisnd and selling ather product. Many have therefore
taken the position that they should go in for “import substitution’, with
the government bullding up native indusery behind high wriff walls and
ﬂpﬂﬂquhrmm;mmmﬁnmpd.du-wﬂuﬂmm
The aim was a kind of scli-sufficiency—bcing able 10
ﬁﬂhnmﬂm:ﬂﬂmﬂmq#ﬂmﬂ;mﬂfﬁpﬂﬂrﬂl
on world trade. This ‘dependency theory' rapidly gained ground after
Wodd War 1, and it had plenty of adherents in the Wess. That is why
Western abservers in the | 960 expecied North Korea, a clowd econamy,
v outdistance expon-onented South Korea, and Mao's China vo have far
better prospeces than pro-trade Tawan, Import substiourion was pracriced
by India and Africa, but the whole idea was modelled oo post-war Latin
America™
Ir wai not surprising thar policicians in Chile, Brazil, and Argenina,
among cthers, fell for the dependency school. Since the mid-19th century,
the rmgion had experienced an economic uprumn through the export of
a few ceniral raw marerials, wuch o coffee, bananas, sugar, cocon, and
woprper, Baar thae seill dicd noe bring any broad-based national development,
because the countries in question were typical societies of privilege. A small,
proected landbord class owned enormous trace of Tand, which were warked
Hl@ﬁnlﬁhm“ﬂﬂmmmﬂunpﬂmm%
goeds from the estaces. This tiny eliee reaped huge profies, bur did not invest
them. They had no need of labour saving machinery, becawse there was 2
superabundance of labour, and they did nor need o impreve crop viclds,
hﬂ-luﬂﬂ'ﬂ#hﬂﬂﬂmputhﬁrdhpmd.lfwhnd:mnﬁdni.
they were simply wolen from the native population. Agriculiure did e
develop, and no demand was creaved for manufacoured goods, because
incomes did noe grow. Among the elite, buth wechnology and arganising



abiliry were conspicuowsly sbeent. Low educanion. discriminasion, and
trade regulations made it imposdble for those in the labowr force 1o stan
up small businesses. The Latin Amencan economies remained dependent
on cxports of a few raw materals. When, in about 1950, the international
it came as 3 dearthblow o the states of Latin Amenca. Suddenly everything
that had buile up their economies had vanidhed,

What this example shows b that ade slone doss not necessanly
create dynamic development in an oppresive sochery. W 3 country i
siatic and characrerised by enormous privileges and discriminarion. there
i lirthe chance of rrade sobving all these problems. For thar o happen,
the populamnon mist scquire liberiy and the opporunity of aonomic
participarion. Land reforms o put an end 10 cenmarses of foudalism
would have beon needed, coupled wath 4 commitment 1o educanon and
free markets. Bur those wese not the conclusions drawn by the milers of
Latin Americs and the Marsist academics who developed the theory of
dependence. Hhmrthrrirpnd.lhmuﬂlhnllrﬂrmp:m iy and
that countries should am for sell wfficency and inrernal induseriglsanion.
They pointed 1o the weong villain. The Latin American countries netudned
privileges ansd navional inrervention, bur mmed w abolish rrade.

The policy the Latin American countries then proceeded 1w apply
wai # texthook example of protecinninm—and of cconomic suicide
The government pald heasy granis o a native industry proteced by
shy-high tariff walls. During the 1950s, strict imporr prohibitions and
guotas were introduced, and taniffs sveraged berween 100 and 200%:.
Pecanie consumicts were indble o bay goods frum other conntries. native
hﬂuurhmiﬂgmrﬂmdiﬁrmrpmquhﬂyﬂﬂpmuhhhlm
However, because they were under o pressure from competition, they did
not develop wechnically or organisationally. Imaesd, an already sutmoded
and inefficienr industry was heavily exqpanded Home marker prices
being higher than these on the world marker, the companies became less
intereated in exporting. lhmrhumm:lrﬂmpuﬁ:hhtﬂ
as the government artempred to ditect manpowes. prices. and producrion
o encourage indusmalisation. Government power over the coonomy grew
steadily—in Argentina even the circuses were nationalised. Firms therefore
began devoting more roources and energy o currying favour with those
tn power than o wreamlining producion. Strong interest grougn wers
Formied, which campaigned to obtain benclits or 10 obtain compensanion
for benehin granted w others. Disteibution was governed e and mone
by the palitical struggle and les and less by markey ransscrions.
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Those whae did nat ecoupy 2 smag posiion and were not imembers
of powerful coaliions—Indians, rniral workers, small enreprencurs, and
the shanty town populstions—lagged hurther and further behind. Tanffs
tewnk the bread out of theit mouths, and when infation was accelerated
finance hallooning government spending, they tound their small wvings
obliterated ai the value of the currency plumeneted. The counines of Latin
America remained societies of privilege, and already-lurge inegqualivies
escalated to appalling levels. Luxory palsces were built even & duma
sprawled. Some people were barn with slver spoons in their mourhs,
others s starving sireet children. Rio de Janeiro has been described as
bir of Paris surrounded by a biv of Ethiopia. The wealthicss 10% in Brasil
comened more than half the coontry’s G (a5 compared with roughly

in the United Seates and 3 fifth in Sweden), As the same time,
the ruling classes diverted discontent by pointing to outude enemic. To
protect themsclves, they insisied that sbsolusely nothing was wrong with
their own policies—thar the fBault lay endrely with forcignens and the
United Staves.

Poor comsumen were forced 10 pay exworbliant prices in shops, while
big induserialises grew richer and richer behind the wanff walls. A car in the
1960k cost maore than three times s much in Chile s it did on the workd
market, with the result that only the rich could buy one. Price increases
also affflicred industry, which seeded things like trucks for cransporting
goods, Because product made on the wrong side of the @riffl barmen
were not allowed w be sold in the protecied market, the governmenia
managed 1o stract some foceign frms, Bur Western companies did not
Instead of specialising and improving efficiency, they became jacks-of-all-
from ahroad. Whole corporate departments concentrated on burestcracy
in order o cbuin sarn-up permin, cheap credits, special prices, and
public contrace. Kocping cosy with the csablishment became the path
This internal focus prevented them fram achieving economies of scale by
expanding rheir markets, and the bck of comperition meant vhar they
never developed thelr chaology and organisation.

Latin American industry became more and more antiquated in relation
w the rest of the world. Unable 1o face international competition after
bang years of proeecrion, Latin America became maore and maore dependent
o privileges and ranifs, which in nom ciused bt i lag aill further behind.
Paradoxically, exporn of the old mw materials became more and maore
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importam ts & means of hnancing the growing impaors of machinery and
serml-manufactured goods that indusiry needal. Because the government
diverred resources away from agricubure and expor, however, those
sextors were hampered mone and more. The possibility of developing the
wnly industries capable of withstanding international competition dried
up. Millions of people lefi the land for the cry sums. In the end the
exploitative cconamy conld nol wsain the antquated indusinal secror.
Massive loane during the 1970s merely postponed the inevitable, and
the backlash was all the smonger in | 982, when Mesico suspended boan
payments and set off 3 debw crish of unigue proportions. In three years,
Latin America’s per capita mcome plunged by 1 5%, and the 19805 broughr
a long sucoession of hnancial ores anid I'r_gp:thﬂ:tim It was anly afer
liberalisarion and free trade reforms. insuguraed toward the end of the
decade, thar certain of these countries gor back on thewr foer and were able
w raise their growth. The problen is that the huge burden of debe and lack
of foreign trade are sill making these countries crisiv-prone. We waw this
in connecrion with Argenunas 20| economic cnsis. I s country has very
frw exports with which w pay heavy interest charges and debe insealmenis,
cven unall imbalances in i budget are enough o rock the entire cconomy.
The people of Latin America are will footing the bill for the socery of
privilege and protecrionism.

The Chilcan example demonsirates the posibilicy of development, even
m this regron. When dictaror Augusio Ploochets continuation of the old
policy of inflation and ceniral control semt the economy nto free fall. be
began listening o market economises insead, Unlike other surthoriziman
regimes in the rogion, Chile replaced i suthoritarian economic policy
with liberalisation and free rrade about 1975 Tremendous growth enswed.,
with real carnings more than doubling by 1995, & the same sime as infane
moriality fell from 6% 1o just over 1%, and average life expectanicy rose
from G4 wr TA vears. Chileans oday huve almost a southern European
weandard of living, in stark conrrust o their neighbours, Most important
of all. the bloodstained dictatorship has been peacefully supereded by
a sable democratic regime—junt as the liberul advisers advocaeed and

prophesied.
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On the trade route

possibility of breaking free of dependence on raw materials lies in
free trade eather than protectioniom. lnatead of a shield behind which
indusary could grow arong, the wanll walls became o shicld from
competithon thar made them len efficiem and innovative. The developing
countries thar have swirched Bastost from exporing raw marerials o
exporting upgraded produces are those that have themaelves had the
maost open economics. above all the Adan countries. Sachs and Warner's
major survey of the effecrs of vade shows thar protectionist countries
have transformed their economic structure very slowly. whereas free made
counines hive moved more in the direciion of industnal production,”
This is directly contrary o what the advocites of the dependency theory
contended, Some of them have learned fram their mistakes. The socialogist
Femando Henngue Casdono, whose own work had included importam
conrbutions o dependency theory, was elecind peesident of Brazil in
1994, and rried 1o introduce mewsures 1o liberalise trade! Now developing
countries are demanding in made negorianons that the affluent markens be
opened o ther export.

Free trade has greaser possibalitios than ever of bringing dynamic growth
in developing countrics. A hundred years agn. globalisarion primarily
meant the Wt collecting raw marerials from developing countries and
beinging them home for procesing, Thin process did livtle 1o diseminare
new technology and new oppormunities. Prodisction and procossing could
not be establithed in the developing world, because sending a spare pan
or impurtant penonnel there could take months. Today, a factory almose
anywheie on earth can dispaich snd recetve deliveries o ot from any
dewtination within 2 weoek and 2 half. and be reached instandy by phone,
fax. or email. Thar means it is now possible o base scriviries on whar used
tit be the periphery of the woild cconomy, while sl keeping in permanent
touch with the rest of the world. Even the very core of production cun he
relocatod to poor countrics if they have comparative sdvantages in the
sector concerned, which means fanrastic opportunities for those whi have
Muhpﬂrﬂmmhhﬂ'ﬂ in an afluent couniry.
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The above applies nor only w manufacrunng bur also 10 the wrvice
sector. Thanks o satellite communication and the intemer, many foreign
companics can place paros of thar adminsmcve routines in countries like
India. where local inhabitants can be hired fir the remote managemeni
of things like payroll, invoicing, ticker reservations, and cussomecr services
o European and American corporations. Thas b especislly convenseni
o American business, with India waking up at roughly the same ume a
Amencans go to bed. Fven the surveillance of ofice blocks can be manuged
from halfway around the workd with the aid of sarclite imaging. In these
Labmar-intensive services, developing countries have abwious comparative
advantages. They get employment and higher wages, ot the same rime
& the services are made cheaper 1o their cmiomen in the industrialised
COUnITIEs.
rapidly in the past 30 yean, thanks to improved communications and
ghobal free trade reforms. The dependency thenry has been proved wrong by
history, Today, manubaciured produces accoumt for roughly three-quareen
of caports from the developing countrio, compared with enly 3 quanier in
1965, The econamic centrality of aw material coports is diminishing all
the rime. Whereas ar the beginning of the 159705 the devieloping counnes
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accounted for ondy 7% ol global exporss of manufacrured goods. 1ods
they provide more than a quareer.

Mixico is 8 casc in point. Long regarded m dependent on rudimeniary
exparts to the United Staes, Mexion's poasition has changed rapidly, paralicl
tor its conversion o a policy of free trade. As recenaly as 1980, oaly 0.7% of
irs exports were processed. By 1990 this figure had risen w 3.7%, and n
1995, after NAFTA had abolished wriffs berween Mexico and the United
Starcs, it had risen w0 19.3%. In 2005, manufactures account for 82% of
all Mexican expors, versus 35% in 1990, The country’s having advanced,
inr six short yean, from the world's 26th to i Bth largest exporter can be
rermed a banus in this connection, and helps 1 sccount for the country's
growth running at neady 5% annually ance 1996."
emigrated to Japan because wages there were low and., when wages rose,
movedd an to Seuth Kores and Taiwan, When producion coss rose in those
countries, the industries moved o Malaysia and Thailand, for example.
and today they are beginning to refocare in China and Viernam., Thar, the
critics belicve, s an example of the ruthlessness of capual—leaving countiries
in the hurch for paving higher wages. As soon s & country’s growth and
prosperity get stanied, thar country is deserted by companies and invesuors.
Bust this proces is more 3 case of consrantly raising the level of upgrading
in production. When a country is poor, it is best ar the sirplese and e
skilled jobs. Bur when i grows ncher, i production maore efficient and s
pnpuhhnmﬂhihdmhmumrnfmqud&iluhnﬂma

intensive  production, and  cventually owt  of knowledge-intensive

;ml:m hphvlqmtmrpﬂmdmdmnpﬂll:pnmn
countries, reluively speaking. become better performens in more labour-
intensive indusiry. Mezicans are exporting fewer raw materials and more
manufacrured goods to computer programming and consulting services.
In this way the world econamy i growing mare and more efficiens, and
at the same ume maklng roam for more and more regaons and countre
That is why Eas Asian cconembes have been likened 1o o Bock of geese.
From thetr different positions in the Hock, they have all moved forwand w
berter pusitions, wep by sep.
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‘Let them keep their tariffs’

are critics of free trade, apecially i the churnches and in
devclopment  assistance  omganiaiions, whese  position  stands
traditional protecrionism on its head. They perceive the absurdity
of the afffuent world prevensing developing couneries, by means of tanifs,
from exporting w s markets. A the ame time. however, they feel thar
the developing countries should be wary af buying things from us and
shoald thercbare protect thesr markens with anffs unidl they have become
mlﬁunnmnq.h Ofeen, those crtics make ke sound a8 if we do people
in develaping countries a service by not arguing agains: their politciam’
protectionism. We must ‘ler them keep cheir ranfiy’,

This argument may seem ressonable st first blush —if people are poor,
they must be allowed 10 derive camings from exports, but not made 0 lose
them through imports that might pui thelr own indusinie out of business.
Their industries need “infan industry rarifh’ and canooi be cxposed w
comperitinn anil they are competitive, B g we Buve now seen, it is open
cesuntries whose indusery develops et Tarilhs forced consmen v buy
from companies in thesr own countries, with the reult that the companies
grew richer. Bur, not being exposed vo competiton, they were under no
pressure 1o improve efficiency and realign therr production, or e lower the
prices of their goods, This policy, accondingly. enabled the elite w0 enrich
themaelves while the grear mas of the people were forced 1o pay more for
their everyday necessivies, being unable to gei them anywhere elae. To say
that the poor gain by just cxporting and not importing is w forges char
they are consmumers as well as producen. 'Lening the developing counires
keep their tanfls, then, is rnumount w lerting the developing countries
forbid their citizens to choose from a wide vaniety of goods”.

The belief thar polivicians kivow better than the market and nveton
which enterprises can become comperitive in the long un b sheer
superstition. On the contrary. this proteciive policy s 2 way of dismantling
marker mechanisms thar separate failed projeces from successful ones. There
are few pood cxamples of successiul governmental indusieisl initiatives,
undmrnumbﬂuf:mplﬂufupﬂuh:ﬂnpﬂlmﬁﬁmin&mrﬂ
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secior, Brazil's areemipt 1w create an information wehnology indusiry, the
automotive Industrics of the South American countrics, and Subario’s
prowection of the Indonesian mowr indusry (headed. coinadenally, by
his son). Japan’s department of indusiry, MITT, is sometimes referred (0 a
a planning succen, wod it did do relatively well, bur mainly by reponding
mﬂﬁmﬁrmﬂhm.mrﬁnmmmmm

of the market were e successful. MITT invested billiona,
for example, in fast beeeder meucton, a hifth generation computes, and a
remuste-controlled il rig, all of which were expensive failures, Happily—
ﬁﬂ'lhwmﬂﬂEHﬁmmm-hmw
have in the cardy 19500 when it amempred to phase our the small car
producers and prevent Sony from importing tranusor rechnolegy.” In
the West, there are expennive fallures like the Anglo-French Cancorde and
Swedish digital television.

The grim fact Is that in many cse political leaders have not cven
tried to make an objeciive ascament of what can be profirable, but
have based their decisions on lobbying and corruption, or a desire for
prestige. Tanff walls, which were wipposed 10 afford wmporary protecrion
foi wlable enterprises, insead gave permanent protecdon w inefficient
corporations. Whar was intended a8 3 crucible of development became »
lush greenhouse for backmom palitics and slush maney, Even if, in theory,
that might occaionally be & successful policy, how do we know that it
will be implemenied in the rght field once the palineal baitle & joined!
We ought o sk why poor saixs should devore their few ooune 1w
peckless, mammoth indusirial projects when theee are other things they
could enact that are cermain 1o bring distincr benefits: economic reforms, 2
liberal regulatory sructure, investment in educstion and health.

The argument for Thind World tariffs also rom on ignonnce of a
very imporant fact: developing countries trade most aften with ather
developing countries. About 40% of exports from the developing couneries
go 1o other developing countries. If poor consumers are forced 1o pay
high prices for producns from companies in their own cumno., they
will generally be prevented from buying from companies in neighbouring
countnes, in which case the producens will alio lose our. The producen
may get @ monopaly in their own marker, bus they are forbidden 10 w=ll
w other marketn. Developing countrias’ wnifh against other developing
countrics today arc more than two and a half times higher than the
industrialised countnes wriffs agains developing countries. Tariffs in
the industrialised countries average abour 8%, those of the develuping
countries 21%. Thus, more than 70M% of the customs dua people in
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developing countries are forced w pay are kevied by other developing
counmes.

Tha is the main reason why the developing counmics. which constitute
only 3 quarier of the global economy, aie forcad 1o bear no lew than 40%
of the global con of wriffs. One of the greaves: benefits the developing
countries can derive from frec trade is the abolition of the import ariffs,
which sometimes mubiiply commodity prices several times over. Those
who beliove that supporting taniffy makes them friends of the
countries fail v realise that they are acrually helping o small clique of
companties and rulers in the developing countries, 10 the derriment of the
consumens and broader economies of those socienes.

If we in the afluem countnes tnuly beliore in froc mrade, we mun
abolish our wariffs and quotss withown demanding concessions from
others. Forbidding the poor of the world 10 develop is immaoral. Besides,
we ounsclves stand i benchin from freer impony, even i othen do not
want 1o import from us, Put that does not mean that it b wise of the Thind
World 10 protect s own indusiries with rrade barners. On the contrary,
the best thing for their populanons is for ther tariffs also 1o be abolished.
Those who want them wo preserve their tariffs may constinure an inverted,
mirror image of tradinonal provectionings, bin the face in the mirmoe 1 no
more attractive than the original,
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The debt trap

n the debate on globalisation, severe criticiim has been levelled at global

(WR), which leads multilateral work for lang-rerm development in the
Third World, snd the Internarional Monetary Fund (IMF), which exiss
o guide and assst natonal hnancisl systems, especially in times of criss.
Critkes muainrain thar those institutions serve 2 collecrars of deboy from
developing countries 1w the afluent world, and that they force developing
countrics 1o implement heavy-handed liberal policies that lead 1o greater
poverty. Left-wing groups and chuiches the world over say that the WB
and the IMF should be democrarised snd Third World debts should be
written off,

‘Democratined’ mcam that all countries should have equal voring
nght in these instimations. as opposed to power commeniurare with
are basically development aid organisations, and countries choostng o
channe their development ssisance through them expect 1o bave 2 say in
how the muncy they give is going m be used. All countries could be given
equal power over the funds. but that would oaly result in countries like
the United Seates withdrawing and sending their money through other
channels, Thar would mean the end of the IMF and the WR, which in in
mﬂm%hﬂrmhhdl@uum&mhhﬂb
im the way most of the critics had

Thrll-lFmdrh:“hntlFu:ﬁulmrhﬂmm
Mlﬂhﬂﬂmddm:h:ﬂumh:.{ﬂmmmdu ﬁu:uuﬁq: £
be levelled against thew many decades of argument i favour of planned
cconomies in the developing countries and againm the WBs involvement in
sterilisation programme—programmes that have involved seniows abuses
such a3 dam construction projects, which have involved the compulsory
relocation of thousands of people, But the oppoeneni of glabalisation do
nat often oriticise activities of this kind, Inctead, they direcr their ire ar
recommendations of low inflanion and balanced budgers. Bur demands
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of this kind on developing countrics are not it ordens from above. They
are conditions that the instutions place oo loans w0 countries that have
acute financial deficin and are on the verge of bunkrapioy. Like 3l cradin
providers, they would prefor 1o be paid back. and so they insist on reforms
thur would allow the country o emerge from i crigls and eventually be
capable of repaying what it hax borrowed. There is nothing fundamentally
wrong with this artitude, and the recommendations (termed structural
adjustment progrummes) have often been bealthy: a balsnced budger,
lower rare of inflation, grearer competition, open markers, less corruptinn
and more rule of law, and 3 reduction of military spending in Bvour of
thitwﬁhrﬂlu:::i.lmuﬂhdﬂlm:. Much work has also been devared
rov extablishing greater transparency and o deanmg up shady dealings and
nepatism berween rulers and economic playens.

But there are a number of contennous cases where recommendations
From these institutsons have been destructive—lor example. their actions
dunnﬁihn:hunm Sharp criticism can be levelled against the demand foe
comrraction in countnes that were aleessly eneering o profound depression,
In Seprember 1997, for instance, @ increases forced oo Thailand by
the IMF decpenad the economic crisia 1o an alarming degroe. In cerain
cases, the IMF has recommended thar governments rerain excessively hugh
exchange raves, thereby triggering speculstion. Consant orisis packages
can abo prompt invesion and governmenns w take bigger nsks than they
otherwise would, becaine they know thar if they ger out of thar depih.
ke Russia did ke 1998, the IMF will jump in 1o ave them. From a liberal
perspective. it is bizarre that taxpavers are forced 1o pay for the mistakes
of speculston, A central canon of the capiralisnc system, afver all, is tha
unsccsful investors must themaelves bear the cost of their failure. Other
critics sy thae the IMF has genenilly been oo micromanaging, inseead of
umply issuing general recommendations. Using promises of multimillion
dallar payments, IMF burcancran have tried 1o exercise an almos colonial

of rermete control mru&rrm]‘mlm We arc peti.'tlly'
right to nsist thar Third World rulers exveend basic democranic nghis and
liberties 1o their peoples, bur we must nor siempt 1o control the detadls of
ther palicymaking,

The furemos lesson o leam from 3 couple of decades of IMF and
WH recommendations is how insignificans is their scoual impact on the
coununes receiving the funde. To many governments in real crisis. IMF and
WB loars have provided s lest chance o avoid real and drastic economic
reforma. Countries have only necded 1o prwwie eeforms in order for huge

s of money m be placed m their disposal. Rulers then play 2 perilous
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twortided game. implementing just enough minor seforms o keep the
IMF envoys happy. With the wisdom of hindsight, Russias inance minister
Bori Fyodoroy mainuins thar the IMF's granes to Russia have delayed the
liberal refiorms vhat the country would otherwise have been obliged w
introduce. Inssead of pursuing 3 pood policy, his colleagues decided tha i
would be more patriotic o raise the biggest possible loans and then san
negoiisting about the writing off of debi
I in very dangerous to suppose that ecforms can be brought about
from outside by mrans of economic inducements, In the majority of cves,
nesource transiers of this kind have had the effect of propping up s failed
sysiem. Asistance, if it s 0 have any positive cffecn, must come after
reforms begin, When, in 1994, the WB reviewed 26 differens seructural
sdjustment programmes. it found that only siv of them had led w 2 seriows
change of policy. Above all, those in power could not, or would net,
reduce and strosmline burcaucracy and Hﬁrmmrﬂnfdum,
Lountries have sometimes tned 1 meet cerain importam sopulations,
such as budgreary balance, by destructive policies such ax increasing taes
andd eariffs, printing more money, or slashing the mose important public
spending—on education and health—instead of subsidies, bureaueracy,
and the milirasy,
Another problem i that readjustment programmes are often o
for inefficient governments o implement. When 4 corrupt
povernment has to rakie sccount of perhaps 100 different stipulations and
puidelines at oncr, chings ger difficuly, expecially as it must simultaneously
keep track of any number of other aid programme from individual
countrics. Because these strucriral adjustment programmes are often quire
vaguely wrinten, i1 s casy for governments to delay and undermine them.
Breaches of the programmes have led 10 3 cincellation of payments, but,
bizarrely, the funding rap has been rumed full on again an soon 2 the
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pnlilkﬁmhntmhﬂrpmiudmwnﬂlmuwlun:t. That, it seems,
can be repeated indefinitely. One analys: maintained that 15 yeans of
serucrural adjusement programmes in Africa had mesnt only ‘minimally
mare apennes o the global economy’,”

The unwillingness of the rcipient countries o follow the sdvice given
miakes 1 wiong 1o peint to the IMFS liberalising recommendarions as the
cause of thos countries’ profound crises, s many lefi- wing movemenis
dha. Countnes thas actually followed the recommiendations have apparcndy
dunrll-m.ﬂ l.hl.n countrses that have not, Those complying with them—
md&qimﬂmﬁipﬂuﬂ}&uﬂﬂﬂ!rﬂm&:ﬂmh%ﬂhﬂm
programmoi—Nigeria, Keoya, and Zambia, for example—eman
economically unimpresive, hiving become bogged down in poverry and
inequality of fearful dimension

S0 what sbour debe cancellarion? | helieve there are good reasans for
i, bt also risks bmvobeed i we do nor o sbowt it i the Aght way We
should note ot the ourset, though, thar the debare is exaggerared. Crino
of the IMF and the W claim thar something like 20,000 prople dic in
the developing countries every day because of debe. Thar figure is reached
by adding up the interest payments thar developing countries are forced
i make 1o thew instiutions and then working our how many human
fves could be saved for the same amount of money. Even if we grane the
famciful supposition thar all the money would mberwise po o medicines
and food instead of munitions. which is not &t all credible. the claim
overlooks another imponunt fact. These debi-ridden couniries nceive
maore credits, grane. and development asistance from the indusnalised
cointnics and global instiiutions every year than they pay tn interese, The
41 mosi highly indebied poor countries (HIPCh) receive about twice aa
much from the Western world as they puy every year So 1o accuse the
Western world of causing the deaths of e of thousands of people in
the developing countries every day by collecring interest payvments i a
grotesquic statistical ek ™

Even so, debt cancellation & mght in princple. Opponenu of dels
reliel say thar one shoold pay one's debts, which of coume is rue. The
anly question b why one should be forced i pay other people’s debus,
Suppose 4 dictaror borrows nuses of money © build up his country’s
military machine and his own fortune, but then, sfter politcal upheavals, 2
democratic regime takes over and fnds lisell choching an armiul of 10U
Why should copayers be lishle for o debt they never chose o rake on? I
it mot more reasonable for the borrowens 1o bear the nsk of the counry
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to deeply indebted countmies, while polinical insrintions like the IMF and
the W have gone on snding money at every soonomibe crsls. Through a
combination of generosity and irrationaliry, they lured many developing
countries into the debx trap during the 1980s. Most of those cunirin
the debt trap will do no one any good. A country like Tanzania has 2
Forcign debe thar s rwice as Large as i annual expoer revenues, and debs
service does displace things like the funding of education for the young,
servants are pobincally hazardous, the long-rerm invessment often suffer
when cuthacks are nceded.

That is not to sy that unconditional debt cancellation for all countries,
the wrt of thing advocared by sach popular movemenes as the Jubilee
2000 and Live B campaigns, is an entirely good idea. On the contrary,
cancellation can mean the Waiern world hrancing corrupt regimes that
e the money w buy arms and consolidare oppremion. In that cise we
have helped 10 perporusic unsavoury regimes. which again s not a very
moral thing 10 do. To aveid doing o, cenain demands should be made
for democracy and refoema, parallel 1o debits being cancelled. One of the
probiems of debr cancellation s thar it distorts the Bows of developmen
asaistance, i favour, not of the poores or of democracies. bt of those
wha are most deeply in debe. In 1997, those countries received four
times more development assistance per capita than equally poor but non-
indebeed countrics. The vory Coast, for example. received 1,276 rimes
me development assisance per capita than India.

Dicbe cancellation has been going on, 10 a grester or lesser extent, since
1979, when, following an UNCTAD meening, the creditors cancelled debin
of 45 countries totalling LS$6 billion, The peoblem s thas this policy has

the contracting of further debts. Countries that have goreen
rid of their debis have quickly replaced them with new loans. One sady
has shown thar an increase in & country's debe cancellarion equalling one
percent of GDP berween 1979 and 1997 cnmiled, on average, a 0.34%
ivcrease in its burden of deba. Moreover, the money has not been speni on
good investments, and the repites have not been used 1o improve policy.
O the contrary, one finds thar debeor countries pursue worse policies and
mplement fewer long-rerm reforms than other poor countries. One gnim
giess in that these countries often borrow more insizad of prioritising their
cxpenditure because they count on o future cancellation of debee snd that



they put off liberal reforms wnnl they can “sell” them o the IMF and WH
bor the greavest penaible cancellation of debis la Seprember 1996, when
the WH and IMF launched their ininamve simed ar eventually wrning off
the debes of 41 countries rated “highly indebred’, there had already been
iy decades of deb cancellation. ™

These repeated cancellarions are a wggn of the policys ineifectveness
Whar would scrually belp is 2 ‘once and for all” srategy, whereby the debs
of the poor. refurm-otented governmeno are written off az the same nme
thar it o convincingly ndicared that no more debis will be wrnen off
in future, One way of doing this would be o cincel all debis now, then
refrain from lending any more money. Instesd, sny loans would have
be conrracted on the internanional capital marka from wvesion who ax
willing 1o take the risk and who personally believe thai they will get their
money back. That, however, doss not appeur 1w have been the serutegy
when the WH and IMF signalled the exemption of 22 counmes from neo-
thinds of their debis. True, the evemption mewsisre was sccompanied by
vanous conditions, such 3 mesures w0 combar corruption and heavier
mvestment in education and health. Bur new loans may well be congidered
affter the cancellations, in which case cheee is 2 serous sk of debis growing
again, making a umilar cancellation initative necessary in ten yeans' time.

— S e—— e —

| Since the beginming of the 19608, Atnca has receved development
mssitares ealivng sin Hmes the aid asee by the United States 1o
| Ewspe under the Marshall Flan folowing Work! Wi . I tha money
- had gon to investmants, African countries wousd have had a Western
standard of lhvirg by now, Studies of de ‘assistance show
FSCOUTBgING resutn. h-urmq hos bean puraty
ﬂﬂ-uﬂgm -ﬂ,h#ﬂﬂh

B 5 o
it "Hﬁ"'}#m-"ﬁﬂﬁ., q-:'.aﬂm st ,m
gl gt ! -.




124



The right medicine

ne common objection o the market cconomy i that it causes

prople and enierprises 10 prisdhice for prabhie. not for meede. This

means, for cxample, phurmaceutical ompanies devating huge
rewarces 1o research and medioines o do with obesicy. baldness, and
depressin, things thar westerners can sffond o worry shout and pay fos,
whereas only a fraction s devoted 10 anempting 1o cure mopical discases
afflicung the poorest of the worlds whabiams, such as malana and
rubercubosin. This criticiam bs understandable. The unfaimess exises, but
capitalism s not 0 blame for it Withour capitalism and the lure of probi.
we shouldn’t imagine that everyone would have obtiined cures for thelr
illnesses. Lo facr, far fewer would do s than s now the case. I wealthy
people in the Wes demand help for theu problema, their reources can
be wsed 1o rescarch and eventually solve those prablems. which are not
necevaarily trivial to the people affliced with them. Capitalism glves
companics economic incentrves 1o help u by developing medicines and
vaccines. That westervers spend money this way does nor make things
warse for amvone. This is nor money that would otherwise have gone w
rescarching wropical discases—rhe pharmaceutical companies simply would
not have had these resources atherwise. And, as free trade and the market
economy promote greater prosperily in pooeer counirics, their needs and
dewires will play a larger role in dicranng the purposes of research and
prosduction.

li is oot 2 problem for the Thind Wrld thar mare and mose discaies
have been made curable in the Western world. On the contrary, that s
something that has proved 10 be 3 benefit, and not fusi because 3 wealthier
wold can devote more resources 1o helping the poor. In many belds,
the Third World can incapensively share in rthe rescarch Flrl.l.rln&hr
wenlthy Western customen, sometime paving nathing for iz The Merck
Corporation gave free medicine 1o & project v combar anchocerciasis
{river blindness) in 11 African states. As 2 resuls those stares have now rid
thenschves almost completely of 2 parasive that formerly affected someching
like a million people. blinding thouands every year™ The Monsanzo
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Carporation allows researchen and companies free use of their iechnique
I‘nl-ﬂnd:piﬂ;*llﬁm ree, & srain of rice entiched with imon and bera
camtens (pro-vimmin A), which could save 3 million people annually in
the Third World who are dying of vicsmin A deficsency discases. A number
of phatmacentical companies are lowering the prices of inhibitors for HIV/
ALDS in poor couniries by up to 5%, on condition thai the paremis arc
preserved o thai they can mainisin full prices in wealthier countries.
resvurces for: they cannot simply uccept expenditure with no earnings. But
that is what many people complaining sbout effora by pharmuceurical
companies (o preserve thelr patens feel they should do. I pateis for HIV/
would be able to afford them, because they could then be reproduced ar very
low caast. That might give people preater acoes w 3 medicine today, but i
would drastically reduce availabiliy in the future, because pharmaceutical
drug, there are on gverage 20 or 30 unsuccessful ones, and producing a
new, markeiable medicine can cont hundrads of millions of dollare. The
high prices af the few medicines thar can be sold ane nevessary in onder o
finance all this rescarch. If patents disappeared, hardly any company would
be able any longer 1o afford the research and development of medicines.
If we had not had patents before, there would be no controversy over the
price of drugs to et HIVIAIDS, because then those drugs would never
have been imvenad.

I is maoe the pharmaceurical companies we have ra blame for daing we
litthe 1o cuire diseases in developing countries. The indusirialised countries
couldd, for example. resolve 10 pay & cerrain amount for every child in the
world vaccinated for maler or for everyone receiving inhibitors for HIV/
AIDS, as Jeffrey Sachs has proposed. If entreprencun and NGOs were 10
do that, businesses would have an incentive 1o research cures and vaccines.
I curing disease in the Third Workd is & political gral, chen surcly i would
be more remonable wo divide the costs among ws all instead of putiing

Uﬂfmtuni:ly,th lllruﬂmnl'pdirhlmmi:uﬂ#ﬂ;m—wh:t
chiei—politice. Nowhere i this more obvious than in the World Health
Onganizanion (WHOY, which s 4 specaalist UN sgency o financed owr of
tax sevenue. [is sim s 1o asure the world's people the best possible health,
Thhhmmrmyﬂdﬁ“ﬁhhmnﬁgmﬂr“ﬂiﬁﬂ.m-—
malaria, tuberculosis, and w0 on—ogether account for 90% of all deaths
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From infections discises among people under 44, Every year 11 million
people dic unnecessarily of these discases, S0 one might expect the WHO
to venure forth and begin vacoinating childeen and fighting discases. They
comtbd solve one of the worlds biggest problems wmorrow if they decided
to. Bui no. the organiation has scoually moved this idea down on i lse of
priorities in recent years. Because of lack of resources? Hardly. According
o the WHO, it would cont berween L'S$4 million snd USS220 million
tupmﬁrﬂ:hlhtﬂiltihﬂﬂ.l—!ﬁn[ﬂhmj'inmuﬂ
budger! While children dic unnecesarily, the WHO (s devoting more amid
more of js annual USS1 billion or more to exclusive conferencss and w
campaigning for the use of sear belis and agains smoking. Problems of
this kind are considered urgent in the nch countmies, so bureaucraes must
attend w them in order to preserve their funding,

Personally, | beliewe we have more w expear from philanthropic
capitalises than from politics. Capualivm does not force people 1w
manimise thelr profic 2t every wwme it enables them 10 use their properny
as they see fir, free of political comsiderations. Microsoft's Bill Gares, the
wery petonifcatin of modern capialism, himsell devotes more to the
campaign against discase in the developing countries than the American
govermmeni does. Between Nowember 1999 and 2000, through the
USS$2Y ballions Bill and Melinds Gates Health Fund. USS1.44 billion
wenit 1 vaccmate children in developing couninas for common diseaxies
and 1o Fund rescarch e HIV/ALDS, malaria, and T, for example., in
developing countries. That &s a quarer of what all industrialised nations
combined devore 1o combating disease in the developing countnes. 5o the
fser than Bill Gaves ls worth maore than USS50 billion should give the poor
ared the sick af the world reavon o repoice. Clearly they wonild stand 1o
gain more from o handhl of Gateses than from the whale of Fumope and
anather couple of WHOw
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Chapter 5

Race to the top



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

countries as a roult of vigorows lobbying by vested
interests. Rarely, though, is this stance defended in public debare.
Wanting to get rich ot the Third World's expense is nor, after all, o very
artractive posision. There i, however, a chosely related type of protecrionism
that i considered far more preseniable, namely the ides of making rade
subject 0 certain conditions. “We're all for free trade’, proponents of this
Wmnﬂdnﬂmmlﬂuﬂﬂiﬂlﬂh'hﬂtmﬂmm}'m
whatsoever’ or bt b needs a different set of rules’. If someone marm off
by saying T all for free trade. bur. ", you should listen very carcfully w
what follows, because if the "but’ is strong enough, it means the person is
noi bor free trade e all.

That is the way the discussion often goes in counime where free trade
is & very positive concept.' In same countries, though, froe trade is 4 term
of abuse. Shout your love of glubal markess our boud on o Paritian sreer
and you risk being punued by an angry crowd. Certain globalisation
scepthis go s far as 10 assert that the discusion has pothing w do with
‘Hmhuwﬁu:udr'.m:\-ﬂmhinﬁmnfmfum
of free trade. Bur the rules of genuine free rade, complere with righs
of vwmership and freedom of enterprise. are intended 1o facilivase free
cuchange and cannot in any way be equated with rules, prohibinons, and
quotas aimed a1 restricting, free exchange. The globalisition discuwion is
necessarily concerned with being for or againat free rade, and you are fior
it if you want mare liberal rules of crade; otherwise, you are againt it

A commonly held protectionist view voday is thar we should not permit
rade with countries with unscceptably bad working condinons or those
that condone child libour or do not do enough 1o procect the environment.
Onherwise, we permit othet countries 1w put our Brms ost of business by
dint of their inferiar social conditons (Pucial dmphll'}mdh@ﬂfﬂ
the environment (eco-dumping’). When drawing up trade agreemenn
with poor countrics, some argue, we must alwars inske on provisions
stipulating environmental o labour standards, and reguire our trading

affluent countries take a highly protectionist sance agains the
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parrners o improve their environmentsl polices or working conditions
if they wish o remain trading partners. Not only unions and companies
pokn in this chorus, but socal movementss av well. But 10 the develaping
countries, this approach i lirtle more than the sme old protection coupled
with a neo-colonialis bid 1o contml their policymaking,

The sceptical aitimude of many in the developing workd was grven voee
by Youssel Boutros-Ghali, Egypr's minister for trade: *The question ls why
all of a sdden, when third world labour has proved 10 be competitive.
why do industrial countries star feeling concernad about our worken!?
It bs suaspciou.

bt wan afeer LS. Presideni Bill Clinton proposed this kind of boyoon af
countres not meeting certain requurements thar the WTOY talks in Seande
desdlocked at the end of 1999, Swedish tade minister Leif Pagronsky
spoke of 'Clinton’s great bluader’, snd the developing coumimies refused 10
negotiare under such threars
powerful counties may beliew, low wages and poor environmental
wonditions in developing countries are not due 1o stingines. There are,
of course, Fuceptions, but generally the problem bk thay employen cannot
atford 1o pay higher wages and have better working conditions, because
worker productivity s s low a1 low levels of national develospment.
Wages can be raised a labour becomes more valuable, that is, in awep
with productivity, and thar can be achieved only through increasod
invessment, berter infrastructire, more education, new machinery, and
betrer anganisation. If we fore thee countric 10 b wagn belore
productivity has been improved, firms and conmumens will have w pay
muore for their manpowes than it b carently worth, in which case they
will bse put out of the running by more productive, bevver paid workerns in
the Western world. Unemployment among the world's poor would wwifily
rise. Economist Paul Krugman has dubbed this a policy for good jobs in
thoory and no jobs in practice. Jous Reyes-Hermolbes, Mezican smbassador
v the United Stases. has explained:

In a poor country like oun the aleernative o low-paying jobs wn
high-praying jobs—it's na jobs ar all.’

In effect. labour and environmensal provisions rell the developing
countrics: Fow are o poor i trade witd wi, aned wr ave uat geing fe rade

with you wnril pow have grown rich, The problem is thar only through

wrade can they grow richer and thereby, step by step, improve their living
standards and their social conditions. This s 1 carch-22 they cannor trade



unmil their working conditions and environmental proection are of 3 high
standard, but they cannot mise the level of thelr working conditions and
enwironmental protection if they are not allowed o rade with e Tt is
reminkcent of that chilling oxpmoron from the Viernam War: “We had w0
b the village in onder 0 wve i’

Suppose this idea had been curenr @t the end of the 1%h century. In
that case Brirain and France would have noved that Swodish wages were
only a fraction of theirs, that Sweden had a 12- or 13-hour working day and
uﬁ@ﬂﬂhﬁ%mﬁm%m{liu
labour was widespread in spinning mills, glasswaorks, and match and eobacce
factories: one facory worker in 20 was under 14 yean old, Britain and
France. accordingly, would have refused 1o trade with Sweden and dosed
their frontien o Swedish cereals, timbes, and o ore. Would Sweden have
gained by this? Hardly. On the contrary, it wouald have robbed the Swede
in the factories, snd perhaps 1o thin day they would be eating mee-bark
bread when the harvest filed. But that didn't happen. Swedens trade was
allowed 1o grow wninterruptedly, industrialisation got under way, and the
cconamy wis revolutionsed. 1n sep with growth, dowly bur surely, they
were able to tackle the abuses. Wages rose, the working day was shomened,
;pid!iﬂtmbepngir‘mqhnuﬁnihmnﬂ.mudum.

i tonday, s a condition for vading with the developing countrics,
we require their mining industries o be s safe as the West's now are,
we are making demands that we ounehves did not have 10 meer when
our own mining indusrics were developing. Tt was only afier rasing our
wmcomes that we were able o develop the rechnology and affoed the satery
equipment we use woday. I we require the developing countries 1o adop
those things mght swuy, before they can afford them, then their indusiry
-ﬂlbknnﬁnduﬂ.ﬁﬂpmpummlnniuﬁnmupiﬂqﬂ
us because their working conditions are not good cnough, their export
industry will be climinaied and their workers will inseead have o look
for jobs in native industry, with even lower wages and poorer working
conditions, That will noi help the world's poor, but i will protect our
industry, This, onc suspects, 5 the mative of certain groups in afftuen:
countries for proposing such clauses.

What the adhetenis of lsbour and environmental provivions in trade
agreements want o do i deny developing countries the chance that the
affhuent countries were aince given. Thiose who sincerely desire 1o help the
developing; counirion surcly should campaign for the West w help developing
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counrries pev rid of ther problems by dharing our sechnology and kinow-
how with them instead of crasing w0 tade with them. Instead. some Labonsr
organiations, such as the AFL-CIO), are tryung o sop the transfer of madern
wechriabogy o the Thind Wodd! There already exist other venues for eckding
andd environmental sandands, sch 20 the Unitad Natomns Environmenial
Programme (UNEP) and the Internatbonal Labour Ovganteanion (110,

What abour the requirement that our tading partnens nespect patent amd
intelleciual property (IP) nighr, which developing countries have to accep
in order 1o bhe sdmited w eooperation within the WITTH Why should
we tequire them 10 accopt patenis for 8 20-vear period, as aipulaiad in
the WTCYs TRIPS (Trade-Related Aspects of Inscllecrual Praperry Rights)
agreement, if we do not require them o maimiain even 3 minimum level
of social conditions? There is 2 simple reason offen given: infringemenn
of intelbectual properry nghes act as a rrade haerier. Few companies would
avold investing in or selling 1o a country becaiise it 1 oo poir oF i wige
are oo low, but they mught well shun a couniry whese they risked having
their product ideas stolen.

Patemis are impoani. both as o recognitnon of the crestors right o
be compemared for & creation and ax 2 means of promoting & cimate
of innovation and research, Without imeellectual property  protection,
imventoss in poor countries wiubld have o sll their ideas abroad in order
o provect them,

These we reasanable arguments, bat | don's find them amng enough
to support the ides that 1P righns mus be included—as they are voday
with the TRIPS-treary—in the nules of the WO, Here again, we should
permiv trade with everyone, lrrespective of the policy they follow, The
commercial liberty of Australiams or New Aealandens should nor be
infringed just because other countrics are pursuing a bad palicy. and the
citleens of other countries already living under o foolidh policy do not need
vir e punished again by our governmeni, I the policics of these countnes
vuerny bussinucsses away and il to spur innovation at home, then so much
the worse for them, but that s no reason why we should forbid citirems
of our country to trade freely with them, It is made thar provides the
level of economic development that will evenrually enable the developing
mqmmmquh:ﬂtuq:hhlnﬂnﬁhn:hnﬂlﬂ:ﬂhprﬂmH[F
rights increasingly vital o the cconomy. We mus nor use trade barriers
a3 weapon for pushing through the policy we want 1o see. Insveud we
should keep our frontiens open and at the same time urge the countries in
question o star respecring patenrs and copyrighn
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Child labour

ut arc there really no exceptions! No economic conditions w
disgusting that we must prohibit trade because of them? Omne
eample ofien dted in the course of debate is the employment
berween the ages of 5 and 14. No one can be anything but dismayed at the
thought of million of young people being robbed of their childhood and.
in many caves, their health snd happines o well. Bur are these children
helped by the Uiniied States or the EL coasing w0 trade with the couniries
m which they live! No, and the atsundity of such a proposition becomes
clear as woon as we nealise thar the grear majoriny of children are employed
in eectors having nothing whansoever w do with rade. Abow 70% of
child workers are emploved in agriculiure. Only 5%, about 10 millios o
15 millon children, are emploved in export indusiries doing things like
making foothalls und athletic shoen. sewing garments, or knotting carpets,
All available swurces indicare that children working in expory industries
st bevier off than those in other trades, with the least dangerous working
conditions, 5o the aliematihves are wone.
The problem, once again, b that we judge the Thind World acconding
w our own material sandand of living, The fact is thar child
was widespread in the West just o few generation ago. It has existed in
all socicties. In prewndumrial France. parenn were forbidden wer o send
thetr children m work. Children in a poor country do not become workers
because cheir parent wree croel but because the family needs their earnings
o survive. So we cannot prohibic child labour in dhese countries jus: like
tll.lhn&ﬂﬂlh.unﬂﬁﬂbﬂtltmuﬂtﬂuﬁmmﬂmmﬂﬁnp
w us. IFf we did, then pending an improvement in marerial conditions,
the children would be forced into even worse accuparions—ar the very
worst, into orime and prostimtion. In 1992 iwas revealed thar Wal-Man
was buying garments that had been manufacrured by child workers in
Bangladesh. Congress then thrratened o prohibit imporns from counrnies
with child labour. As 3 result of thar threar, many thousands of children
were fieed by the Bangladeshi vextile industry, A follow.up by intermational
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organisations showed that many of the chililren had moved 10 more
dangerows, less well-paid jobs, and in seversl cases had become prostitutes.'
A similar boycon of the Nepalese carpet indunry, acconding 1o UNICEE
resuliex] in more than 5,000 girls being forced into prossination.

The Swedish NGO Save the Children (Ridda Barnen) is onc of the
organiations that have tied 1o inil 2 degree of moderation and sense
into the debate on child lsbour:

In mosr casen the Swedish Save the Childien sy no o boyeotts,
sanerians, and orher trade-eelated measures sgaine the employmen:
of children., Expericnce has shown that the children who have to beave
their poba as 3 conseguence of wch measres risk rnding thermuche
i mote difficult situstions snd more harmiul ocoupations.,

Half of child worken work part time. and many do wo w finance their
schooling, I they were to lose thelr jobs, as 2 resuly of prohibinons or boycos,
a difficul sination would be made even worse To mckle the problems,
we have 1o distinguish which problems—prostinetion and the enslavement
of children, for example—must be fought by every available means, and
which can only be counteracted thiough economic improvements and
rining lving standards. Save the Children, Sweden, continues:

General wssertions thay child labour is a good or bad rhing serve
lirele purpose (.| To regand all occupations s equally unaccepable
i o simplify a complicated iswe and sakes it more dilbouh w0
concenirate fooues against the wont forms of axploiianon.*

Child labour in Sweden was primarily eiminated not by prohibinens
but by the cxopomy growiag w wch an extent that parents were able 10
give their children educunion insiead—thereby manimising the childien's
incormes in the longer reem. In sddition, mechaniation made the simplest
manial labour lew profiable. Tha development evenmually enabled
Mnmh‘dlrpmhihilmhnﬂuhhmunmud.mdtmhn
way sround. The same recipe can reduce child labour in developing
eountries today The 1LO has poted that the number of worken aged
1014 is declining substantially with the growth of the Asian ccunomie.
In India, the proportion of child workers has fallen from 359 50 vean
ago o 1 2% wday, In Faw and Southesst Asia, child labour 1 expected 1o
have vanished completely by 2010, In the poorest diveloping countries,
the proportion of children in the workforer has fallen in the past 40 yean
from 32 to 19%, and in the medium income group i has fallen from 28
tn T,
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Everyune must have acecss to educarion, and that educarion must viehl
a retwrn, [t must be capable of leading 10 a better paying job than could
have been obainad without schooling. Only then will ik become possible,
and cemunerative, for parents m save their childeen from work. I is nos
for educarion 1o be univenally available. Schooks also have 1o be
of good qualiry. la many countries the whools arc appalling, and children
svtending rhem are badly ereuted, even subjected o physical violence. This
i in pan o funciion of the schools s o public insinions whese
teachers are almoss impossdhle 1o fire. Pare of the solurion lies in freedam of
choice, enabling families to take contml of schoals from saff and navional
authorities, perhaps throwgh 3 voucher e, a in Sweden,
It ix always open o discussion whether, in a particular siation,
remporary trade mnctions are o feasible way of bringing down an
mrhmdly:mdﬁmﬂup,hmmphmm- practices apartheid
o slavery, makes was, or masscres givilians. But even in cases like these, it
is imporant w bear in mind thar sancrions will quite probably harm the
oounery’s population and may even, if prolonged. strengthen the position
of the ruler. Trade generally iemds o make the mameenance of ceniralived
power difficult, because it gives rise 1w more international contacn and
o power centres uther than the sweraign. IF all countries paricipare in
anetions sgaina 4 dicasonhip, perhaps some useful purpose can be served
in cerain casen Symbolic uncions. such s the freezing of diplomaiic
relanions or boycoms on spormng ovents, can be partioularly uschul agains
dictabirships, bocause they do not harm the population in the same way
18 4 suspension of rade. But the important thing here b thae sancrions of
this kind should not in any way be mived up with ancrions imposed on
The best policy is to bring pressure o bear in other contexts and in
political forums, instead of procesding m dismantle whar is perhape the
ot effective wlution—erade. Our paliticians and organisacions should
never ceae criticising other countrias if they violare himan righes, practice
cemsorship. peniecute dissidenn, or prohibhin associationm—rrade unians, for
eaample. The desire to grve the popularions of other countrics a chance w0
develop by trading freely must never be confused wirh o benevolent artmde
worwands theli governmenis. Western puliticlans who cosy up to dictatorial
rqpmnﬁrihwﬂmnqlhurhchﬂpnnmrpmululhh
m sell w thow countries are in praciice legitimining their oppresson, 1F
governments are anti- liheral, their oppresion should never be passed orver
in silence, “Injustioe anywhere is g chrear o justice everywhere,” o Mamn
Luther King, Jr.. pus .



But what about us?

for the devdloping countres, our trading with them in sphe of

their being poor. burt i's bad for us.' For if the devdoping cammtries
pay lower wages, do not protea their envicanment, and have insulferably
bog working hours, then won' their cheap output eliminae our higher
paving jobs, borcing us 1o lower our standards and owr wages” We will have
1o keep working harder and longer 1o keep up. Frma and capieal quackly
migrate to where the lowos wages and the wori working condstions exk,
Tt will be 4 “race 1o the borom’, The one with the lowen social sandand
will win and will comer the mvestmenn and expart evenioe.

Theoretically this seerms o tough case v unswer. The only troule i thae
it han no foundation in reality. The world has nor winnessed 2 detenoration
of working conditiins or wages in the past few decades, but precacly
the opposite. And the cxplananon is smple. Consmmen aren’t looking
to buy goods from people who are poorly paid; they just want produces
that are good and @ inespensive o possible, whoever mukes them, The
reason wages are bower in developing countnies i chat firma there are len
prosdisctive, that s, they produce low per employee.

If wages rise because productiviey does o, there is no problem, and
conmemens have no reavon v seck out whatever has been produced by the
cheapest labour, In 30 years, Japanese wapes rose from one-tenth of the
American level 1o 4 level higher than Americas, Pk ihat Jdid pot make
Japanese workers less comperitive, becaune their peoductivity rosc st the
same rare. Firm are not primarily lookieg for cheap labour ather. If they
were, the woeld's aggragate production would be concentraned in Nigeria.
Firma are more interestod in getting o misch @ possible oner of the capimad
they have commimed. Wages in poor countries are bow because, nelatively
speaking, manpower there provides les of & roum w busineses —a
result of workers there being bess shilled and having access 1o lews efficiom
machinery, As investments, educational siandards, and prospenry rise in
the developing courtrivs, wages alw go up, This means thar we can expect
mmpmpmmﬂtdnﬂnpinﬁmﬂriﬂnthﬂlhndﬂ:ﬁuﬂtiﬂnmﬂw

E H right then,” cerain anmics of globaliation reply, ‘it may be good
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industnalised world. Indeed, that s exactly what the facts demonstrare
In 1960 the average | hind World worker had about 109 of an Amencan
indusirial worker's wage. Today rthis has risen vo 3%, in apie of the
American wage Jevel also having risen. If competition had kepr wages
down in affleent countries, the propoion of natonal income going o
wiges ought to dimanish, but i s not doing 40,

Third World wages are rising
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The populist US. presidential candidate Ross Perot argued skiliully
againt the Narth American Free Trade Agroement (NAFTA) wirth Mexico
and Cansda. If it came into force, ran one of his more memorable pieces of
rhetoric, the people wonld hear o ‘giant sucking sound” as all LS. jobs were
vacuumed up by Mesico, In fact, dince this particalar free trade agreemeni
came into force in 1995, employment in the United States has risen by 10
million jobs. The ULS. labour force is the world's best paid. 1If LS. frms
were solely imtemy on paying low wages, they would leave v mor for
'l':l.l'i.l'll.ll. .ﬁ.‘Friu:'l umn!tkn- .ﬂnd !r:.'r Iﬂﬁu n'l‘- .‘inwrll;'.]n inmtrrl-rﬂl:l Fj (1]
high-wage counine like the United Kingdom, Canada, the Netherlands,
and Giermsany, all of which have oquivalent or highet social standards and
regudatory Jevele What firma are mainly looking loe, then, is social and
poliical sabilicy, the rube of law, sevure property righis, free markets. good
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nfrastructuce, and skilled manpower. When countries compete o offer
tharse things, there is 3 race o the wop. rather than tw the bottom.

It is commonly supposed thar we in Australin, che United Stares
and Western Furope are having 10 work hander und harder and put in
progressively longer hours te cope with competition from the Thind World
mﬁmhhﬁhﬁuﬂdﬁh:%ﬂdfﬁiqih%ﬁdﬂnﬂﬂﬁ
and faster tempo ar work. Bur this does nod seem from Thad Woeld
comperition. Hismorically, i has always been the case thar the poor worked
far bonger hours than the affluent. Yet researchers for the LS. Bureau of
Labour Statistics found thar now peaple in higher income brackers are
acrually working several houn longer on average than lew-income worken
in the United Seares.”

The time we all spend working has diminished with tiung prosperiny,
fior thie simple reason thar growth enables us 1o do les work for the same
pav—if we want to, Compared with our pareniy’ generarion, mast of today's
workers go to work laver, go home exrdier, have longer lunch and coffes
breaks, longer vacations, and more public holkdays, In the Unitied States,
working hours woday are only about half of what they were 100 years ago,
having diminished by abour 10 unce as recently as 1973 —a seduction
equalling 23 days per year, On average, Amenican workers have scquired
five extra years of waking leisure time since 1973, This s abse because we

Americans are working less and lass in the course of a lifetima
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have begun working progeessively laier in life, are retinng earbicr, and are
living longer. A Western worker i 1870 had only rwo houn off for each
housr worked, spread out aver 2 lidenme. By 1950 thar hgure had doubled
mﬁuuh:tmuﬂlﬂmﬂ:ﬁui:p}nmlhrpmlfgmﬂah}mﬁ‘}nhmﬂ
off for each hour worked. Economic development. thanks partly 1o trade
enabling us 1o speaialise, makes it possible for w o reduce our working
houss consderably and abse 1o razwe our material living smandand. We have
mover nevded bes time o earn our livimg,

Waorking hours are diminishing
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Even so, i1 b natiral for ws in the affluent Wessern world roday 1o alk
a lot about seress. Thas b panily caused by something basically positive, the
fanasnic growth of oprioas svailable to us, Pre-industrial citisens, spending
all thﬂrfhnmmplﬂxunlpuhpimhll{ﬁppuplrin]ﬂfﬂim
were unlikely w feel that they did not have time for everything they waneed
w do. Prople spenr a lor of their nonworking time sleeping. Today, we
an rravel the word, read newspapers, swee Blins from every comer of the
globe, and meer 100 peaple every day. We used 10 go 1o the mailbox and
wait for the postman. Now the mail s in our inbox, waiting for us. We
have a huge entertainment ndusary thar offers an almost infinite number
aof ways to pas the time if we gon bored. No wonder thar the result b a
certain frustration over ot Bnding ame for everything, Compared with
the problems people have had in all ages. and most people in developing
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cestirieries wtill have today, this kind of worry should be recognised for wha
it g huxury

Seress and burnour ar work are veal problens, bur in many ways those
are new words for old phenomena. Ar the same rare s moee and more
people are cxperiencing burmout, fewer seem o be gerting diagnosed with
neck disorders and mental problems. This muarrer also has 10 be viewed
in perspoctive. Fvery age and place wnds o think that bs own particulas
problems are worst, Ofien this i due 1w ignomnce or 3 endency 10
ramannicise the past. 1t can be a problem, being so andent about one's work
st overdo things, but 't it no les of o problem thar wo many people
are bored to death by their work? We must not forger that the big probdem
wtill s that so many people have jobs that offer them neither challenges nne
developiment.

The esential point when discusing bumout and capitalivm concerny
the pusssibitiny of gerting a hold on ane's situation—and which syseem gives
one the best opparmunity of doing so. There are problems with employvees
wlior wanrk mqlhudud:mphy:ﬂﬂn:hn:ndhnmu:hmlumﬂﬂﬁur
abour what they expect from workers. But capstalism enables people 10
give priodty o what they consider importante. They can choose o take
things easier of they foel thar they are working too much; they can pressure
their employers fior better conditions through ssch means 25 unions. and
the emplover cun review the work situsnon. Esch individuasl can opt out of
certain things so as not w feel permanendy ar the beck and call of ochen.
You don't have 1o check vour email over the weekend, and there is no law
ageainst rurning on the answering machine
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Big is beautiful
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powerful corporatisns have slways been able 1o corrupt public insitunons
by colluding with rulers and hobnobbing with them on luncheoes and
dinners. They have been able w obeain prowcrion through monopobies,
tariffs, and subsidies just by placing a phone call to polinical leadens. Free
wrade has exposed corporations o competitien. Above all, consumen have
been made froer. so thar now they can ruthlesly pick and choose even
actoes narional barders, rejecring those firms that don't messure up.

Historical horror stories of companies goveming o sociery de flacie have
always come from regions where there has been no comperition. People
living in solaton in o umall village or 4 cosed country are dependent
on the enterprises existing there, and are forced 1o buy whar they offer
at the price they ll.:l'u.luimri:llin‘ a timy clique 3t Consumens expense.
Sometimes capitalivm s sccused of having created monopolbies and truss,
enormous asociations of businesses thar flourish. nor by being best, bur
by being higgest and squelching comperition. Bur this s nor broughs
ahout by capitalism. On the contrary, free trade and competition are the
bewt guurantess of a compeotor pl:nnrltirgdnmuﬁ:l if the dominani
firm mishehaves, le sayx much that the first monopalies appeared. nos in
1%th contury Britain, whose policy was almost one of biiues faier, but
m the United Staces and Germany, which became mdustrialised Laver
and proteceed their markens wich wanafls. Sugar monopolies in Furopean
counries live an wday because of the EU'S sugar wriffs, 23 a resuly of
which a lump of sugar costs twe or three times s mich in the EU & in
thiz rest of the world,

Capitalises are seldom grear sdberents of capiraliam: often, they have
the biggest intereat of all in legally protecied manopolies and esclusve
privilepges. Introducing 3 market economy and free tade is one way of
taking these things away from them, of forcing them w offer the beu
possible goods and services in retum for 2 share of bur reoures. Free uade
gives enterprises the freedom to offer mose consumers what they want. bus
it does not confer privilege of coercve power on anyone. The freedom of
& business in a free market cconomy bs like 2 waiier's freedom o offer the
menu 10 4 restausant patron. And i entithes other waiterns—foreign anes,
even!—io come runming up with rival menus. The loser in this process, if
anyone, is the waiter who once had 4 monopoly.

The things that many critics of the market call for—lirms that are les
intent on prohs, markets that are lem free. restrucrinting thar i les hect,
and so on—-could be seen in post-communivt Rusiza, where

wndmmprmmhmmmmwdbmpnmmd
thrrsuigh an open auction, In many cases, thar giveaway resulied in the
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management and employees taking over the old hrm free of charge,
without having to raise money lor the venture through 3 modernisanon
of production w yield future profin. Because thar would require major
seructural changes and beavy job lowes, which would be troublesome for
everyone waorking there, the whole modemisation of the private wcror i
being stlled. and growth & not acceleraring. Inmead, many of the ownen
are simply helping themselves w0 corporate resources. Many of these hrnn
were snapped up by people with srong political comacn. They have
been more concerned with expanding their own spheres of influence and
plundering the bunnieises than with developing them for future profir.
o people investing their own moncy n & project would have an interest
in doing. ln sddition, it is more difficult for oundders o compete with
these old frms. because Russian busines is subject 1o 4 bantery of rariffs,
rampant corruption. Afier inltlal lberalisition measures in 1992, the
Russian proces moved in the opposite direction. Paradoxically, lack of
freedom for Russian business as 3 whole leads o enormous (reedom for 2
handful of big businesses with political protection.®

MNothing forces people 10 sccept new product. If they gain marker
share, it is because people want them. Fven the biggest companies survive
at the whim of customen and would have 1o dose down temartow if they
w0 adapr the recipe for s drinks o different regions in deference o vanang
liscad eastes. MeDwnald's sells mutton burgens in India, reriyaki burpens
in Japan, and salmon burgess in Norway, TV mogul Rupert Mundoch
has failed to create 3 pan-Asan channel and, instead, s having 1o buaild
different channels to suit the local nidiences.

Companies in free competition can grow lange and increase their ales
oaly by being better than others, and they can aperate in international
markets only by maintalning wiperior productivity, Companies thar Fail
o do w0 quickly go bust or ger ken aver by othen who can make berter
use of their capial, buildings. machinery, snd employers. Capitalism i
very tough—on firms offering old-fashioned. poor-quality, o expenive
poods and services. Fear of old compamies growing progressively larger
and eventually becoming independent of the markers has absolurely
no foundation in realine. Experience from one of the mow capiralistic
countries in the world, the United Sares, indicares exactly the opposite
Ever since the 19308, critics of the market have been wurning of the risk
of dominavion by big corparations. Meanwhile, the marker share of the 2%
biggest corporatnons has seadily dwindled.
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The critic of globalisstion asks why comparations grow larger even
than nation-states, backing up the queston with one of the mont
widespread hgures in the whole globalsanon debate: of the world's 100
largest exonomies, 51 are business corporarions. This objection lowes
much of its credibility once we realise that the impresive hgune of 51
out af 100 is incorrect. I s based on a companson of corporare wle with
the aggregute production, or GDI of nanon-stares—but these are not
comparable entithes. GDP counes anly the value a given nation has salded
t0 a product, whereas sales higures inclide the enibre value of the product,
from whatever source. A firm selling 8 house did not creare the whale
thing fram scrarch. To achicve the end produce. it has oursourced any
number of services and purchased companenis and marcrials. To etimane
the frm's siles without deducting purchases and expendinures inevitably
overestimares their size. I, instead, we try w caleulare the value tha the
firm adds to the goods, we arrive 2t something like 25-35% of sales,
and it suddenly becomes clesr thar only 37 of the swarld's 100 lagea
ennomics are buunew corporaton. Thowe mostly come ai the borom
ol the list: of the 50 largest cconomies, only 2 are corporation. The
impresaion that corporstions in general are larger than countries Bades
when we discover that a small couniry like Sweden (s more than rwice as
large us the world's biggesr corporation, Wal-Mari. France is more than
15 rimes bigger. the Unired States more than 100 rimes. Practically all
sdusiralised countries are bigger than all corperations. The 50 largew
corparations in the world have 3 GDI equalling anly 4.5% of that of the
50 biggest countries.”

It is vruee thun corporations generilly have grown in absolite vise over
the past two decades, but so too has the world coonomy—in focr, slightdy
faster, 5o rhiese fygures do ot in any way show corporations w have grown
bigger and more powerful than povernments. In fr, corporanons hive
grown smaller as compared with, for example. the coumries in Norh
America and Fast Asa, the very regions thar have openaed up markets and
lﬁnﬂﬁhﬂhﬂmﬁ:ﬂhﬂnﬁydﬂlnﬁﬂ. ﬂlrrhl"plmnﬁmlhm
the eorporations themiclves,. Meanwhile counrries that have had dosad
markets and have not received investment—most Alffican  countries,
lor cxample—have diminished relative w0 corporations. Trade and
investment, then, do not make corporations bigger and maore powerful
than governments, but the absence of such globalisation appears 1o do jus
that.

Freer, more efficient financial markens, which allow capital w spread
w new encreprencurs with fresh ideas, have made it progressively easier
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for small firms 0 compete wath the hig corporations, And things have
been made eaier siill by advances in information wchnology, Betwern
1980 and 1993, the $00 bigges American firms saw their share of the
country’s twial employment diminish from 16 10 11.3%., Even if we use
the problematic messure of globalisation’s critics o determine the relsive
sire of the 500 biggest firms—sales in relation o aggregae GDP—dhe
myth b refuted, because that figure fell dramatically, from 59.3 o 36.1%,
That's o drop of almost half in just 13 yean. During the same period,
the average personnel strength of American firms fell from 16.5 o 14.8
md&ﬁ*ﬁrﬁﬂtﬁw‘tﬁﬁhﬁmﬂm
250 employees fdl from 37 10 29%."

By most wandards, then, the dominance of the largest corporations
dirminithes in a free markes, in favour of 2 hew of more flexible undertakings.
Half the firra operating ivernationally in the world today have fower than
250 employees. Masny of the bigges are being knodeed out by competitors.
Of the companics on the 1980 list of the S00 biggest enterprises in the
United Seates, one-thind had dissppeared by 1990 and another 40%
il gone five yean laer In conain capital-intendve indusines, such &
pharmaceuticab, motor manubaciuring, and aerospace, s matien mare,

Big corporations are becoming less dominant
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awing o the cou of developing now produces. But big mergens among
those comparies are 2 sign, not of thelr power over consurmen, but of ther
mability 1o survive otherwne. True, the biggest brand logo are always
being Mushed before our eyes, but we forger that they are constantly being
|oined by new anes and are losing old rivals. How many people recall thar
Mokia, just a few years agn, was 3 small Finnih firm manufuciuning imosor
tyres and boots!

Companies saring up in loreign counines would not have 2 marker
if no one wanted 10 do business with them, and they would not ger any
workers i they falled 1o offer good wrms. When & company bs more
productive than others, it produces cheaper goods. Because, comaguenily,
s workers are worth more o it, the company can afford o pay them mare
ainl have betier working conditions than other Brms do. This becomes
extranedinanily cear if we compare the condimions of people employed in
American-owned facrories and offices in developing countries with thoe
ol people emploved elsewhere in the wme country. Critics observe, quite
rightly, that employerss in developing countries have far wone conditom
than we have in the afflucnt workd, bur that 5 an unfair comparison,
because worken in the developed world have far higher productivier. The
interesting comparison, the ong thar decides whether foregn firms in
a developing country are a good thing. i how well off those employees
are comparcd with other worken in the ame country. In the poores
developing counines, the sverage amployee of an Amencan-affiliamd
company makes eighr fimes the sverage national wage! [n middle income
couneries, American emplovers pay three times the national sverage. Fyven
mﬂﬁmmmlghinlhmmm the
developed countrics pay thesr employess, on average. twice 2 much
the correspanding native firms. Mardsrs maineain thar che multinaconals
explodr poor worken. Rur i explottation’ means many times greaver wages,
then i that such 3 bad alvernarive?

The same marked difference can be soen in working . conditions
The International Labour Organization (ILCH has shown that the
mulunationals. opecally in the foorwear and garmem industnes, are
keacling the trend voward betier workplace snd working conditions. Because
of the low standards of supplicrs’ facrories in dve Thisd World, Nike has
long been vilified by anti-globaliss. Bur the trach 1 thar Nike is one of the
cumpanies offering employees the best of condition, not out of generomiry,
bur with an cve o profir, These companies can pay more because their
productiviey s higher. and they are more responsive 1o popular epinion.
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Nike, consequently, has demanded a higher sandard of i suppliers, and
native firms have 1o follow i

Zhou Linai. anc of Cluna's foremost labour attorneys. has pointed o
that it is Western consimers wha are the principal driving force behind
ﬂkhwfmm:d'“lﬁulcﬂidhm because they are making Nike.
Reebok, and others rase sandards: *If Nike and Recbok go." £hou poinn
vt ‘this presur caporstos. This is obvious.™!

When multinational corporations sccusrom workers m better wages
mﬂhﬂuﬂ-lm:ﬁ:lu:rhmmnhhnmﬁqﬂuum:hmnr I:I'lrfrlnl:
the general sandand. Native firms then also have to offer beter conditions,
otherwise no one will work for them. This tend i casiest 0 quanufy in
rerm of Third World wages, which, as we have already seen, have muen
fram 10 1o 30% of American wages over the past 40 yearn.

Nike has scen w3t that its subcontracion abo open up thar faciornes
by the Global Alliance for Workers and Communities show, of coune,
that there are complaint, but sbove all thar employess are glad w0 have
gotien jobs in the fint place, and they consider them 1o be good joba. A
Indoncian facories, 70% of employvess had mavelled long distances 1w get
their jobs, Theee-quarters were satished with relanions with their supenon
and felr that they were free to put forecsnd ideas snd saggestions. The burer
proup mughly equals ithe proporuon of Swedish nasonal government
emphovees who feel froe o communicate viewpoinn o their emplover,
which puts the answen into perspective, even though the situatons, of
codire, are nof comparable. At Vietnamese boonies, 85% wanted o go
on working for a1 least anorher chree years, and the sme number felv
sweure with their working conditions and the machinery. At the Thai
facrories anly 3% felu that they were on poor werms with their superion,
fmnﬂﬁnlu:ﬂhm,dﬂﬁr‘hd.udlmﬁrrﬁrmhﬂ
wai particulardy appeecianad.

One of the few Western parmicipants in the ghobalisation debare 1o have
scrually visited Nike's Asian subconrractons w find our dhout conditions
there is Linds Lim of the University of Michigan. She found that in
Viemnam, where the anmual minimum wage was US3134, Nike woikers
were gerting US$S670. In Indonesia, where the minimum wuge was
LIS$241, Nike's suppliers were paying US$720." Onee again, it i vital o
remernber thar these conditions thould not be compared with those found
m the sffluent countries, bur with the altematives open w these people. I
Nike were 1 withdraw, on scoount of bovcorts and it walls from the
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Wesiern world, the supplers would have vo dhiun down, and the emnplovess
would be pui out of work or would move 0 more dangerous jobs with
lower. lews steady wages, in natrve industry or agriculoere.
also known a3 export-processing rones. mainly fur cxpont industries. There,
fiems are allowed 1o stare up with especially sdvantageous 1 conditions
and trade regulations. Anti-globalists characrense the free mones a1 havem
for slave-driving and inhuman working conditivna. There are indead abuwes
and scandals in some quarten, and resolute acnon is necded to prohiba
them. Moastly, shuse and swandal happen in poor diceatorships, and w.
imtend of freedom having ‘gone oo far', it hn pot gained 3 foothald
In her book Ne Lage, which quickly became popular in anii-capieal
circles, Canadian acvivise Naomi Klewn claimys thar Western companics
huve created rerrible working conditions in such ronce Bur she does not
offer any prool. She has only heard s few rumours of bad condinsns in
one Philippine export-procesing sone, which she admin having irvelled
o only because it was one of the wonie, When the OECT rried 1o abrain
an overall picaure of these roves, it Found that they had muldiplied job
opportunities for the poor, and that wages there were higher than in the
rest of the country. In the gresr magority of the thousand or so small
sohies, the same Labour legislition appliad a8 eliewhere in the country. In
additon, more and more free sones are observing thay chicap Llibour i
not the full recipe tor succoshul competition, and e envouraging firma
to iovest i anad educate their woek foroes, 1o the same study, the OECD
painted out thae there was a postiive relation berween fundamental righes
for the employees {prohibinon Hhﬂynﬂdﬂ.ﬂ.fﬂdﬂumn@llﬂr
and o form trade unions) and more investment und higher growsh. ™
Multinationals, by virmue of their sae, are able o finance rescanch and
long-term projeces. Acconding o the CECTY, these corporations reinvesr
svene W of thetr profhins in the country where they operate. Operaning s
they do in several couniries, they serve as chaineh for know-how, more-
effictent nrganisnional seruciures, snd new icchnology. Complainiog aboa
the eximence of multanationals means complaining abowt beter wages,
lower prices, and greaver prosperiy. bt is such eneerprises that are leading
the intermational race 1o the top. And it s aor enly in the developing
mtﬁnnﬂ:ﬂ;uﬂhﬂﬁrmmﬁwﬁmmﬁ
United Stases pay abour 6% higher wages than native American s,
and they are expanding their personnel strengrth twice 2 last. Foreign
businemes account for 12% of R&D investment in the Unired Seares and
Fir o lexs than 40% in the United Kingdom.
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OF course, that s not o sy thar dll firms behave well, any more
Mﬂpﬂﬁh%mwmmmum
are in polivice. We can find plensy of stances of companics eating
their employess, the population, or the environment badly In the aw
muaterials industry especially, there s & tendency to cory up to the regime
of the country where the business operstes, no maner how dicratorial
and oppressive it may be. Otherwise, the firms might oot be allowed 1o
operaie there. Bur haid behaviour by some is no reason for banning lage
corporations of preventing them from investing. any more than we should
dishund the police because we find instances of palice brutaliry, or eject all
immigrants because same of them are criminals, Instead, bad behaviour
1 a reason o prosecure foms if they break the law and 1o criticise and
boycot those firms thar conduct themselves badly.

The big problems generally concern states permitting o even inducing
firma 1o behave irresponsibly. There has to be a sricr distinction berween
mdu,nﬁmpﬂﬂ“lmmpmﬁ:rindnﬁmduhq:pﬁmm
within those codes. If Brms comply with bad regulatory codes, then the
remedy should be wo reform the codes and crincie the corporanon, not w
impede business as such. The solution lies in democrarivang governmenn
and creating fair laws estahlishing thar one parry’s freedom ends where the
oeher parmy’s begina.

The presence of mulinatonal corporanions in oppressive governments can
very often be an aid 10 the pursuit of democracy, because those corporations
are senwitive 00 pressuse from Western consumen., which has & direcy impact
on sbes |t can be camer o mfluence Nigerian politics by bovcorring Shedl
than by irying 1o bring pressuse 1o bear on the Nigeran government. This
in hinted at in the subtide of Naomi Klein's book No Lago: Takimg Aim ar
i Beamd Bullies. Klein point our that the bag corporstions haw mied w
creare & special positive aurs for their rrademarks through many decades of
advertising and goodwill. But by doing so they have also st themselves in
adverse publicary. It can ke a company decades ro build up o trademark b
only & few weeks for activias o demaolish it Really, though, Klein oughe 1o
see thin a3 an argument for capialism, because the onrporage gianes can be
pressured if they hehave hadly in any respect. A streer vendor can cheat you
because you will never see him again, bur the big rademarks, s o marter
of survival, have 1o behave mpectably, They have 1w um ow good, ule
product and trest emplovess, cusiomen, and the environment well wo =

not 10 lose dherr goodwill. Negarive arrention spells huge Joses. ™
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The magatine Fhe Econemunt hai abso observed thar corporate moraling o
ohien superior 1o that of the sverage governiment. Most companles formulate
guidelines and define requirement hor daling with evaronmenil
problems and sexual harisment, even in countrics where such expressions
dir st exist in the local vocabulary. Most companies would feel compelled
1o fire @ board chairman publicly implicared in corruption scandals, a
Crormany's former Federal Chancellor Helmut Kohl was, o in sexal
harsssment and dulsious financial dealings, like former ULS, Prsidens Bill
Chowon, And vex these were hr..ll.‘p:l. of sate in rwo of the most demaocraric
and wable of Western countries '’

| Tha Banglaceshi garment industry Drovides a prime oxampls of forsgn
artherrmms chinneliing kncrwledgn and fiew idaes At Can revohbonme
an gconormy. During the 19708 local entreprenewr Noonsd Chusder
establshed cooperation with the South Koman company Doewoo

| Do sokd sewing machines 1o Cuader and raired b workers. When
hhﬂmhmmﬂmﬁﬂmn

| yidr iange with Marketing and advice on new mathods of production.
h“hﬂﬂ“h“ﬂwm“ﬂ
twn engereers om South Korea inaugurated production & Bangladesh
in 1980, and garment exports wers acoepted by the muthoriies as

| an insland of frea trace In an Civerwsse protectionist econamy. DUmA
mmost doubled every year and by 1087 the company was simady
salling 2.3 mifion sweaters, worth US$S.3 milion, By then, 114 af the

I 130 original worker had airsady started up garnent frma of ther awn,
and all of & suoden, Bangiadesh, which untll now had not had a smgle
garment -axport enterprisa. had 700 of them. Today thers am mors than |

thess times that numbse; making gammer manulseturing Banglasesh's
“%MH““HHH“

'hﬂhﬁmh;ﬁﬂnﬁmw |
mm#mw from the snpoverished _
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‘Gold and green forests'™

Ithough mulunarional corparations and free trade are proving good

for development and human righes in the Third Word, there will

ina the objecrion thar globalisation harms the environment,

Factoties in the Western world, the angument runs, will relocaie o poorer

countries with no environmental legrlution, where they can pollure with

impunity. The West has 1o follow it and lower i own environmental

wandards in order vo wray in business. Thar is s dismal thesis, with the

implivation tha: when people oheain betier opporiunities. resournces, and

technoliogy, they ue them o abuse nature. Does there really have o be a
conllice berween development and the environment?

The notion that there has o be 2 conflict runs inte the ame problem
as the whale idea of a race 1o the bonom: it dosn't tally with readity, There
i no exodus of industry 1o counmmes with poor enviranmental sandands,
and there is no downwand pressure on the level of global environmental
protection,  Inatead, the bulk of American and Furopean imvestmenis
goes to countries with environmental regulations similar w their own,
There has been much tall of American factories moving to Mexico unce
NAFTA was signed. Lew well known, however, illhllmi:l:ﬁ'r:l:rldr

wan introduced Mexico has tghtened up ls environmenial

Hhﬁﬁ;!lﬁ‘ﬂﬂl}ﬂ;ﬂnﬂdﬂmﬁﬂmﬂmw
maves. This tighrening up i pant of a global rend. All over the world,
ccopomic progres and growth are moving hand in hand with iniensihed
environmental protection. Four researchers who studbed these connections
found ‘3 very strong, positive swociation between our [environmenial]
tncdicarars and ihe level of cconomic development”. A country that is very
poos i 1o preoccupied with lifting iodlf out of poverty to bother abous
the environment ar all. Countries usoally begin prowecting their naroral
reserstces when they can affond o do s When they grow richer, they stan
tos pegitlate effluent emissions. and when they have still more resources they
ﬂlllcl-qurrpl.ll:mlmrqwhrr "

* Lol ane] groen omess hlﬁuﬂhmmhﬂnﬂqﬂnh bt s o e chas pa
ﬂufﬂﬁkd-ﬁhh'rm'm r-rnrﬁl-pllulnﬂ'r :Ipudﬁ.
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Prosperity brings more environmental regulations
Cormalation tmtwesn prospenty and emvironmsolal regulation in 31
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Sowepy  Surmita Dosgreda. Ashoas Mondy, Subifendi Boy, ared Desid  Whesler,
Envionrreidal Fegulition and Development A Croas-Country  Emeweion’ Analyss.
Weliwriineg P (Washengion, DG Werd Bank, Marcn 1865)

A number of facton cine environment protection to incesse with
wealih and development. Environmental quality is unlikely to be 5 wop
prioaty bor people who barely know where their aest meal » coming
from. Abating miscry and subduing the pang of hunger takes precedence
over conscrvation. When our standand of living nses we st amaching
imporance o the environment and obraining resources o fmprose 1w
Such wan the case carlier in wesern Europe, and w it i in the developing
couintrics today. Progros of this kind, however, requires that peaple live in
democracies where they we sble snd allowed 1w mobilise opinion; otherwise,
their preforences will have no impact. Environmental destruction s wont
in dictarorships. But ir s the fact of prosperity no lesv than 4 sense of
respoasibility that makes environmental protection easber in a wealthy
society. A wealthier country can afford o tackle environmental problems:
no wan develop environmenially frendly  iechoologies —wamewaer
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and exhawt emission comrol, for cample—and begin o recrify pa
mstakes.

Global environmental development resemblas not so much a race for
the bottom as & ruce to the rop, what we might call & "Califomia effece’
The sare of California’s Clean Air Acos, st introduced in the 19708 and
ughtened since, were siningent emisions regularions thar made rgorous
demands on car manufaciurers. Many praphets of doom predicred tha
firmus and Factories would mave 10 other states, and California would swon
beobliged o repeal its regulations. But instead the opposite happened: other
satey gradually tightened up deeir environmental stipulations. Becaue
cir companias neadad the wealthy California market, manofacturers all
over the Unived Seares were forced 1o develop new rechniques for reducing
emissions. Having done so. they could more eauly comply with the exacting
requirements of other sates, whercupon those states again rsechered up
their requirementi. Anti-globalists usially caim thar the profit motive
and free trade together conse businesses 1o entrup politicians in 2 race for
the borom, The Californm effect implies the opposite free rade cnables
pﬂhi:hump“[nnﬁhunﬁﬂﬂpuuhmﬂn;wh:h:h:mhnmm
the top.
accounts for 3 very small proporion of mos companie’ expendinim.
What firme are primarily afver B4 good busines environmeni—a liberal
cconomy and o skilled workforoe—no 2 bad naternal environment, A review
of rscarch in this feld shows thar there are no clear indicatians of natonal
emvirnnmental rubes leading to a dimiaution of exports or w fewer
locaring in the countna the: pas the nules ™ This inding undermines hach
has to be rewrained fos environmental reasona

Incipient signs of the California effect’s race 1 the wp are presem all
over the workd., because globalisation has cansed different countries 1o
Mmmﬁnmuqﬂdﬁmwmmﬂmm“w
far geoder on the envimonment. Researchers have |
muﬁ:tm-qmil}dﬂtnmmmmumdm&ﬂdthummmm
mare open conomics wek the lead in intmoducing deaner rechnology.
Production in those cowntries generated almost 20% less emissions than
the same production in closed countries, This process is being driven by
multinationad corporstion beoiuse they have 3 lot o gain from uniform
production with uniform wechnology. Becauise they are restruciured more
mpudly, they hive more modern machinery. And they prefer amimilating
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the latest, most environmentally fnmdly technology immedisidly
morofirting i1, st grest expenie, when covimnmental regulations are
tightened wp. Brazl., Mesico, and China—ihe theee biggest reapionis
of forcign invoument—have followed 3 very clear panermn: the more
investments they get. the better control they gain over air pollution. The
warst forms of air pollution have diminished in their cities during the
perod of globalisation. When Western companies stan up in developing
counttizs, their production s comdderably more envirmnmeni-friendly
than the narve production, and they am more willing o comply with
environmental legidarion, not least because they have hrand images and
rputations to protect. Only 30 of Indoncian companies comply with
the conmiry's environmental regulations, whereas no fower than B0% of the
muhinationals do so. One out of every ten forcign companios matntained
a smandard clearly superior 10 that of the regulations. This devclopment
would go baaer of econamies were more open and, in particular, il the
governmenis of the world were to phase out the incomprehensible anfls
on environmentally fnendly rechnuology. ™

Sometimes one hesrs @ said thar, for envimonmental reasons, the
poar countries of the South must not be allowed o grow a affluent as
our countnies in the North, For cxample, in 3 compilaton of csays on
Enmvronmicnially Ngwipeant Cowmmption  published by the Nathonal
Academy of Sciences, we find anthropologisn Richard Wilk fretting than

If everyone develops # desire for the Wesrern high-consumpaion

lifestyle, the melentles growth in consumption, energy ine, wasie,

and emissions may be disastrou. ¥

Bur srudies show this ro be colossal misapprebension. On the contrary,
it is in the developing countries that we Fnsl the gravest. mosi barmahul
enviranmental problema. In our affluen part of the world, more and mor
people are mindhul of environmental problenn such as eodangered green
arcas, Foery day in the developing countries, more than 6,000 people die
from air pallution when using wood, dung. and agricultural waste in dheir
hnnnllhﬂtln‘md:n:ll.lh;ﬁﬂ. UNDP estimates that no fewer than
2.2 million people die cvery year from pollused indoor abe. This resuli s
already ‘dissstrous’ and far more desorictive than amosphere pollution
and induserial emissions. Tring people down m that level of development
meeans condemning millions o prematune death every year.

hkmm:ﬁ:{pﬂﬂlﬁmiﬂhnﬂdﬂnmimuﬁmpﬂﬂh
Inssead, pollution follows an invered U-curve, When growth in o very
poor country gathers speed and the chimners begin belching smaoke, the
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Mtwﬁmhlﬁmmhrﬁnhﬁmmm
environmental indicaton show an improvement incad: emissions are
reduced. and air and waer dhow progressively lower concentrathons of
The cities with the worst problems are not Scockholm, New
York, snd Zieich, bui rather Beljing, Mexico Ciry, and New Delbi In
addition 1o the facton already mentioned, this is also due 1o the economic
production. In o modem economy, heavy, diny indusiry s o 4 grear
exrent saperseded by swrvice enterprises. Banks, comsulung firms, and
information technology corporations do not have the same environmenial
impact as old factones,
According ro one sarvey of svailable envdironmental dara, the tuming
point generally comes before & country's per capita GDP has reached

Prosperity goss easior on the snvironmant

]

Ervirsnmesmial damags par und of GOP
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& = Cross-sectiondgl data bor counines. 1960
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As can be seen. wanr B lsar on 1Pa snvronment demenestes ot only with
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UUSSH.000, Ar LISS10,000, the researchers foumd & positive conmection
bﬂmmﬂﬂﬂd;muﬂ\undbﬂlﬂﬂ#lquuﬂﬂr"!humuﬂﬁr
the level of prosperity of Argeneina, South Korea, or Slovenia. In the United
S, per capita GDP is abour US$36,300. Here as well, the envimament
has conshtenty improved since the 1970s, quite conerry o the picoure
one gers from the medaa. In the 1970s there was constant reference o smog
in American cities, and nightly s ﬂr:ﬁm]n@dmhﬂhﬁjh
100300 days a year. Today it s unhealthy for fewer than wen davs a yeur,
with the cxceprion of Los Angoles. There. the figure is ronghly 80 days
bust even that represents & 90% reduction in ven yean ™ The same trend i
noticedble in the rev of the affluern woddd—for cxample, in Tokyn, where,
a fow decades ago, doomsayers believed thii agen masks woiild in the
futire have to be woen all around the ary because of the bad aie
Apart from i other positive effects on the developing countries.
wch a6 ameliorsting hunger snd sparing people the horror of warching
their children die. prosperity beyond 4 certain arivical Immrl.tlnlmrﬂm't
the environment. What is more. this merming potne w now oocurmng
progressively carlier in the developlng counries, because they can leam
from more affluent countriey’ mintakes and wuse their mapenor rechanlogy.
For example, air quality in the enormows cries of China, which arc the
st hesvily pallured in the world, has wesdied since the mid- 1980 and
in wrveral cases has showdy improved. This improvement has comncided with
uniquely rapid growth.
Somie years ago, the Danish ssvisvician and CGreenpeace member Bjorn
with about ten of his studenes, compiled sratisnio and faces
about the world's environmental problema. To his astonishment, he found
that what be himaell had regarded as self-evident, the steady deterioration
of the global environment, did ot agree @ all with official empirical daga.
He found tistead thar air pollution is diminkshing. sfuse problems s
diminishing, reources are not runaing oul. moee people are cating their
fill. and people are living longer. Lomborg gatherod publicly available dara
from as rany ficlds as he could find and published them in the book Ty
Skepescal Enviranwmentalioe: Mesrring the Real Stave af the Wierld, The pacrure
that emerges there n an umponant comective to the general propheies of
dooam thar can so easily be imbibed from newspaper headlines.
showes that air pollution and emissons have been declining
in the developed world during recent decades. Heavy metal emibsdons have
and sulphur emisions by about 80%. Pollution and emission problenn
are aill growing in the poor developing countnies, bat at every level of
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annual particle density has diminished by 2% in only 14 yean.
developed world, phosphoras embnions into the seas have declined
drastically. and E. coli bactenia concenrranions in coastal warers have
plummeted, enabling closcd swimming areas w0 reopen.

Lombotg shows that, instead of lange-scale deforestation, the ward’s
fodest acreage increwied from 4024 million w0 43,04 million sguare
kilomietres berween 1950 snad 1994, He fimds thas there has never been any
large-scale eree dearh coused by acid rain. The oft-quoted, but erroncoum
satement about 40,000 species going extinct every year is traced by
Lomborng to its source—a 2-year-old estimate that has been circulating
i environmentaline circles ever since. Lombong thinks it is choser 1o 1,500
wpocics 4 year, and pouibly a bit more than that. The documented cases of
extinction during the past 400 years toeal juse over | 000 species, of which
abaut 95% are invects, bacteria, and viruse. As for the problem of garbage,
the nest 100 yeany' worth of Danish refuse could be sccommadated in 3
33-metre-deep pit with an area of three square kilometres, even withouw
recycling. In addition, Lomborg illusirates how increased prosperity and
improved rechnalogy can solve the problems thar lie shead of us. All the
freh water consismed in dhe world 1oday could be produced by 2 single
dealinaton plani, powered by solar odls and occupying 04 of the
Shars Desert.

It is 0 mistake, then, 1o believe thar growsh sutomatically ruins the
environment. And claims thar we would need this or chas number of planco
fot the whole woild o atrain & Wetern sandard of consumption—those
ecological footpring’ calculations—are equally unrtrathful. Such a claim o
ussally made by environmentalises, and it is concerned, not s much with
ermbssions and pollution, as with resources running out if everyone were 1o
live ax we do i vhe affluent world,

Clearly, certain of the row materials we use roday, in present-day
quantities, would not suffice for the whole world if everyone consumed
the same things. But that information i juse abour as interesting as if o
prosperous Stone Age man were to say thar, if everyone strained his lovel of
comsumption. there would not be enough stone. sale, and furs o go around.
Raw material consumpoion s not state. With more and more people
achieving a high level of prosperity, we stan looking for ways of using other
raw matcrialy. Humaniy is conmantly improving technology so as to ger s
raw marenals thar were previously inaccessible, and we are anuning a level
of prospeniry thay makes this possible. New innovations make it possible
bor ald raw materiaks o be put o better wse and for garbage to be mamed
im0 new raw marerials. A cenrury and & half ago. oil was jus something
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black and sicky thar people preferred noc o step in and definitely did not
want 1o find beneath their land. But our inierest in finding beeter enengy
sources led w0 methods being devined for uung ail, and 1eday it 1 one of
o prime roowrces. Sand has never been all that caciving or previous, bu
today it v a vital rmw material in the most powerful rechnology of our age,
the computer. In the form of silicon—uwhich makes up a quarer of the
carth’s crust—ii is a key companent in computer chips

There is a simple marker mechanivm thar averns shomage, I a certain
raw marcrial comes 1 be i short supply. i price goes up. This make
everyone more interested in economiung oo thar resource. in finding
mote of i, in reosing i and in trving 0 find substitites for e Inodhe
list lew years, prices of raw matertals have inceased becanse of raphl
global economic growth, But the long-term rend s that the prices fll
In relation w wages, thar is, in terma of how long we must work 1o eam
the price of 3 raw material, namral resources todsy are shout one-thind a
expensive as they were 100 years ago.” The risk of shortage i declining all
the rime, because new finds and more efficient wse koep sugmenning the
avitlable reserves.

In & would where techaology never uops developing, searic calculasions
are uninteresting. and wrong, By simple mathemancs, Lomborg, establishes
that if we have 3 mw marerial with 100 years' use rernaining, 2 1% annual
incretae in demand, and @ 2% increase in recvcling andfor efficiency, thar
sesource atll mever e cxhased.

If shortages do occur, then with the rght technology mest wibstances
can be recvcled. One-third of the world's steel production, for example. »
being reused already. Technological advance can sutstrip the depletion of
resources, Mot many vears ago. evervone was convinced of the impossibility
of the whole Chinese populanion having relephones, because thar would
rexuire several hundied million wephone operaon. But the supply of
manpower did not run our; technology developed instead. Then ic was
declared thar nunonwide wlephony for China was physically impossible
because all the worlds copper wouldn't silffice for installing heavy gauge
telephone lines all over the country, Before that had time 1o bocome a
problem, fibre opthca and sutellives began o supenede copper wire. The
price of copper. s commuodity thar people believed would run our, has
Fallen continuously and is now only about a wenth of what it was 200 years

P
People in most ages have wortied shour imporam mw material

becoming exhausted. Bur on the few occmsions when this has happened,
it has generally affeced isolated, poor places, not open, atfluent ones. To
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claim thar people in Africa, who are dying by the thousind every day from

real shovtages. mua not be allowed 1o become s prosperous as
we in the West beaue we can find thearencal nsks of shorapes ocourmng
i both supid and anjust.

The envimameneal question will not resolve inelf. Proper rules are
needed for the protweerion of weter, wil, and air from destruction, Syseems
of emissions fees wre needed 1o give polloten an interest in not damaging
the environmeni for othern. Many environmental ismies abo mequine
mternational regulations and sgreemente, which confrons us with entircly
new challenges. Carbon dioxide emisatons, for cxample, wend 1o increase
rather than diminish when 3 country grews more affluent. When wiking
about the markes and the environment, bt is important o realise that cffors
in this gquarter will be facilicared by a freer, growing economy capahble of
using, the best solutions, from both a natural and a human viewpaint. In
onder 1o meet those challenges, It bs berrer 10 have ressurces and advanced
science than not 10 hive them,

Very often, environmental improvements are due wo the very capitulism
us often blamed for the problems. The introduction of private property
creates ownen with long-term intercsts. Landownens must see 1o in thay
there 1 good sl or forest there omorrow as well, because otherwise ey
will have no income later on, whether they continue wsing the land o
ineend 1o sell . I the property i collective or government-owned, no one
has any such long-term imerest. On the contrary, everyone then has an
interest in wsing up the rewources quickly before someone e does. It was
hecause they were comman lands thar the minforess of the Amazon began
to be raphdly exploited in the |9%0s and 19705 and are will being rapidly
exploiied today, OUnly about anc tenith of forests are recognised by the
grvernments as privately owned, even though in practice Indians poses
and inhabit large parts of them. It i the absence of definite fishing righs
that causes (heavily subsidised) fishing fleets 1o try W vacuum the occans
of hish before sumenne ehie dos. No wonder, then, that the mosr Large-
sale destrucion of environment in history has oocurrsd in die communise
dicrarorships. where all ownenhip was collecrive.

A few years agp, 3 sarclline image was taken of the borders of the Sahara,
where the desert was spreading, Everpwhere, the lind was parchid yellow,
after nomads had over-cxploiied the common lands and then moved on.
But in the midsi of this desers environmen: could be seen a small pach of
green. This provesd vo be an ares of privarely owned lind where the owners
of the farm prevensed overexploitation and engaged in curde farming dhar
was probiable in the long term. ™
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Teade and fieight are sometimes cnricised  for destroying  the
enviranment, but the problem can be rectified with more efficient transpor
and purihicanon rechniques, as well as emisom fees 10 make the con of
wﬂummwpﬂpmhﬁmmHMHmdmﬁﬂnﬂn
assocusted with production and consumpeion, snd there trade can make 2
positive contribution, even aside from the general effect it has on growth.
Trade leads w0 o country’s resources being used a5 efficiently as possible.
Ceoeds are prodiuced in the places where production entails least expense
and least wear and tear on the environment. Than is why the amount of raw
mavcrials needed to make a grven product keeps diminishing s productive
etficiency improves. With modern production proceses. 97% less metal i
needed for & sl deink can than 30 years ago, partly because of the use of
lighter aluminium, A car today convains only hali a4 much metal as 4 car
of 30 years ago. Therelore, it is berer for producrion o rake place where
the technology exises, imatcad of each country 1rying o have producrion
of i own, with all the conmumpeion of rsources thar would eneail. Tr is
more environmentally fnendly for 2 cold northern country 1o import mesn
from temperite coumries than o waste resources on concenitrited food
and the construction and hesting of castle pens for the purpose of native
rricat production,

If gowernments really believed in the marker economy, they would
stop subsdiing energy, industry, road construction, fisheries, agriculeure,
devastation of forestn, and many other chinge. Those subsidies have the
effect of keeping alive sctivitin thar atherwise would not e, or else
would have been performed by better methods or in ather places: The
Worldwatch Institute maintains that wapayens the world over are forced o
pl.j'.lhmt LISSGHS0 Inllion every yveur toward environmentally destructive
activines. Cessation of those subsidies, the natinune clams, would allow o
global txx reducrion of B9, In the United States alooe thar would mean
every family paying $2.000 less in roves each veae” In Australis. it would
be LISSESD less per capiea. ™

The example of FU mes Fnrlu:rlnnlhmrlu: not only the
environment but gnimals o well are made 0 wifer by unproductive
industries. Subsidies for inefficent fivewock managemens in the EU
have meant cruel conditions for animals with severely cramped transport
conditions and, at times, the feeding of carcass meal 1o livestock. A better
wea would be o abalish agricultural warniffs and import mear from South
America. where the animals can roam greas traces of land. grazing frecly,
wnal they have w be rounded up, Bor char solution is prevented wday by
sky-high rariffs. During the mad cow disease crisis, for example, McDonald's
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wanted to aveid hamburgers
the hazands of usi
memiffmh .

i, e
A e UM Sach e 10 impart from South
Amcnca. farcquarter which the hamburger & ground i
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Chapter 6

Irrational, international capital?



The leaderless collective

ppencnis of capitalwm argue that the markes machinery may, afver
Orn-nhrp:hﬂ'm elevaie 3 country o the heighu of prosperiry,
wvinly to see everything blown to picces o month later. They paini a
picture of irrational speculatons nvesting wildly and then making off with
their capieal when the hend changes direction. Nearly US$1.5 unllion cross
natiomnal boundsries every day, they complain, as if this fact were 2 problem
in itwell. Globalsation critic Bjm Elmbrant describes the Ainancial market
a8 ‘2 leaderless collective waggering sbour and mripping over i own feer’!
Anzsety about financial markess » easily cremed. They seem abweracy
because w0 fow people have any direor contact with them. We only feel
their effects, and so it is casy 1o make a mystery of them. The force involved
President Clinton’s campaign manager, James Carville, 1o way:
"Tin the next life] | would like to come back as the bond marker. You can
intimidate everybody.” People wha are hostile 1o markets love pointing o
patzerns of wock marker behaviour thar seem odd if one cannot understand
the reasons for them. In this way suspicion bs cist on the marker. A firm's
shascholden, for exsmple, are pleased when the firm aves jobs. Bur this
docs not mean that they love the ught ol unemployment. Whar appeals w
them is the greater prosductiviey and reduced expendine that can eesulr,
But the Ametican sock market generally kes an upward num when
unemployment does so. ls ot this reuction 3 agn of mpowing in the
maformne of othen? No, it b 4 dgn of inveson knowing that the Federal
Raerve takes nsing uncriployment us 2 sign of 3 downmmn and & reduced
risk of infation and that, therefore, the Federal Reserve is likely m lower
the interewt rate. Whar the stock market loves i not unemplovment bur the
econamic lubrican of lower interewt rates. Thin phenomenon i no stranger
than that of the sock marker sometmes leaping upwand when the mrade cyce
tnicaton point dowrwand and growrh decelerames. ‘Great,” imvouon sy 1o
thermuetves, that muss mesn snother imterest rare ant on the woy ar last”
But sock markey huctuations are incresidng: po one can deny that D
these fluctustions st lesss meun thar imveston have become e long term
in their thinking and are just following the crowd? There may be a grain of

184



truth in this. Of course, the marker is not perfectly rarional in every sauarion.
whatever that would mean. The rollor-cnaster movement in recent yeam,
especially of dot-com share pricey, dhows exaggerated hopes and mistaken
priceng o be 2 natural pan of 3 marker thai & about the hanure. Bat i aluo
dheners thar the cxggerations will nos sursive indefinisedy. Fraggeramd hopes
ot make up for lack of real subseance in an enverprise.

Part of the resson for the Hucuarions is nor short-term thinking. bt
rather the sock markers having become even more focused on the long
term. With the old ovpe of indusirial enverprise, funure performance can
be cusily judged from hisrorical data concemimg invesmenis and wles, So
the market's valuation of the entorprise was fairly siable. But in new, more
research-intensive secron with les cenain wles prospecrs, long-rerm wles
can be harder ta predice. It i less casy now ro tell whether the fiem s going
o hoom or bust, How are we o know that firm developing new mobile
phones today will also be front-runners in en yein’ dme! When we do
mist know, every linde indication regarding 4 company’s future prospecs
ggives rise to rapid changes. The wme applies 1o the entire wock marker
when it is unclear which way the economy s going o move. Every him of
Forture wpiarns of downtirms will be feli sawifily.

Imagine. then, what it is Hke with companies focusing entirely i the
furare—those cngaging in pharmaceutcal rescarch. for examplhe. Possibly
theey will nar longer exist i ten yean' time, bt perhaps they will find tha
vaceinie for HIV, in which case their dhareholders will becorme milhionains.
"Bubbdes’ can then occur for perfecty muonal reasons. Even if 3 hoe s
unlikely 1o win the race. given high enough odds there may be caise 1o put
some maney on it 1§ we look ar the markets behaviour as o whole, though.
share price Rucruations do wer appear wo have increased where tradidonal
firms ure concerned.

Now, many critics of the marker sy thar they have nothing againw
natonal hnancial markets, 'Hypercapialism’ b the problom—apil
without boundaries ravaging all over the wordd without even having 10
present & passport at the border. This, we are told, is imparient capiral
that cares more shour the next quaneds profiss than abour long-term

and wehnical renewal,

The defence of the mobilicy of capial » a question of freedom., This
is not a matier of ‘the fresdom of capiial’, ai the critics complain, becaisie
capital is not u person capable of being free or unfree. Ir is a marter of
peaples freedom o decide what 1o do with their own resources—the
Em&mﬁ.mmﬂﬂpmhluwmlhqb:ﬂtw
it is hest 1o do s, Pension funds are in facy the most important investon



in the invernational marker. More than half of all Australians and a quarter
of MNew Zealanders now own stk shares, either ditecrly or through
retirement funds. They are the marker.

There is also 2 question of businesses being at liberty 1o seck inancing
from other countrics. Factories and offices do not build themselves—it
rakes caplral. The notion thar speculaton dhrartle long-term development
w contradiceed by the fao development has proceeded hand in hand
with mure and mers investment in rescarch and innovation, This growing
freedom has been important for global development in recent yeurs,
muking it possible for capital 1o be invested where it yields the biggest
requrn and, sceardingly, where it i wied a0 efficiently s peasible.?

Thas is casy w understand if we think of narrower boundanes than
natkomal ones. Suppase you have a thousand dollars you want w lend our.
and you can do this only within your own wwn. You might have & cholce
berween imvesting the money with & used book dealer or with the owner
of a umall café. Maybe vou believe in the calé owner, and w0 decide o give
the loan 1o her. With ix. she can buy & new espreso machine and replace a
few old rablex, but because demand for mochsccimos in a small sown is sill
relarively limited, she will make only & small profit an this irvestment, s
she can pay you only 2% interest on the money. But since the book dealer
would pay only 1'%, the calé owner need have no fear thar you'll rake your
money claewhere,

If instead vou have the whale state 1o choose from, there will be muore
people compeung for your capital. A factory enabled by your money ro
purchase some new machinery could raise in eamings considerably and
in therefore able w0 pay twice 4 much intercir a5 the calé proprictor. You
carn more this way, but so does the whole economy, because the resources
This s even more true, of coune. if you are allowsed w invess your moncy
nationwide or workdwide. In that case, all potential investments arc
compared with each ather. Stlll more firms will then be after your money,
and those capable of using it best are prepared o pay mosi for i Mooey,
loans, and share capital are generally invested where they are expecied o
yicld the biggest return. In this way capital b uied efficiendly and boosn
productivity, which develops the economy in which it is invested and givas
the biggest retuien to the hveswor.

Becase exch entreprencur has 1o compete with cveryone elae, it may
wonird as i the wealthiest firms will amract all the pital, beause they can
wffer the highest rerurns. But capital is also obtainable from all dhe different
countrics, and o the supply increses. And it i not the wealthiese wha bad



mist, but those whe can make most our of the money. Why, sfter all, would
an eseshiished firm pay an especially high race of inrerest for money it docsn’
really need? The biggest profits, s 2 rule, are not made in induserses where
there has already been ample imestment, but in new enterprisss that are
unable to finance exciting projests. Capital markets are most important of all
1o thesse with good idess but no capinal. As we saw aarlier, froe capiral markers
appese to angment 2 society’s cconomuc equality. These markets cause people
iﬂhﬂﬂmﬂfﬂ\lhn{upﬂlmpﬁnhgﬁmmﬂwuﬂﬂmth
hands of thase who have none bus scem capable of wang it more efficiently.
And so they enable small i o scr up 0 vompetinm with established
onex. The more Bexible the market and the fower the impediments, the maee
casily capital Hows 1o those wha can make best use of it.

The affluent countries have larpe quantiries of capital, while the poaor
countries of the South are shor of it. S0 free movement of capital means
wvestments moving toward more capital-sarved countmes with beer
investment opporunities. The developing countries recerve more than
a quarter of the worlds combined investments 1n businesses, projects,
and land. Thus, there i an enomous privace mransfer of cipial from
industrialised 10 developing countries. The flow of dircct investmenn 1o
the developing countries is now running st shour LISS200 billion, on
nct, cach year. This amount s more than four times the fgure 4 decade

Progreasively larger share of investments to the developing
couniries
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ago and 15 rimes the Bgure 20 yeans ago, thanks to freer capital markers
and | informanion sechoology, This development is something
fantastic for countmics that have always boen held back by shorage of
ciparal. As mentioned carlier, in tn years the poot cotintries of the warld
hﬂuﬁtﬂhﬁltﬂlhﬁdﬂhﬂbﬁuﬁ"uﬁmnhmdﬁm
than all the development amistance dhey have receved, wordwide, in the
past 50 years. 5o the leaderles collocive. allcaadly staggering abour and
Hlpplﬂ.llllrﬂ'ﬂlﬂlinﬁﬂ'..hﬂhln mmhmm:mm

at channelling capital wo the developing countries.

i i i L '}

—

CMTITE WD 0B8R 108000 195094

Vears

Soon: Berry Echengraan, Michasi Wusss of al, Capts’ Accpunt Liberaiition
Theoiwtical and Praciical Aspects fVashingion: INF, 1050).

As critics of globalisstion point ous, nﬂrlhumihd'.lllmu
rransfers comprise real trade in goods and services. The remaining financial
trade is concerned with ‘making moncy out of maney’, which some of the
critics seem 10 think adds nothing of value o the economy. But there b
naching s productive a fimuncing mprovements in production. Duing s
provides resources for production and spurs eechnical progress.

An international hnancial marker enlarges the volume of invenmenis.
When there are barge and efficient fnancial markets with the ability to buy
and sell ricks through derivatives, it beoomes possible o fnance bigger
projeces and take bigger risks than were previously viable. This s what



accounts for the bulk of the nernover i the fnancal marker. With billions
uf dollars cirding the globe every day, o very small portion of the money
acrueally changes hands: mow of the tramaciions are due o firms and
mvewon reallocaring their investments, s as 1o guard againa ks, 1y s
anly since this vallocation hecame pemible that the developing counine
have gained proper access 1o international flows of capital.

Thmugh access 1o mternazional france we an spread our risks, amply
by ivvesting in different places. If one country’s economy did badly, then
in the pase this would have meant thar not enough moncy wan available
fmlhinp ||hfﬁi.ip:p:mhm. IF the samie thing happened woday, there
woulld be enough money 1o go around as long o the country's people had
been allowed 1o spread their savings berween difieremt couneries, Sweden's
new penskon system has enabled me personally—and before this | had
neither seock shares nor trust funds—aeo. invest pan of my future pension
lnmm:huinlmmﬁmulmlﬂﬂl,hnrdnfrrin;dtnmryup
in Sweden. The fnanclal markens also make it possible for houscholds,
businesses, und even governmenis to borrow when their incomes are low and
o repay when their incomes are higher. This becomes a way of alleviating
downturms without being forced 1o cur down on one's comumprion u
drustically o would otherwis be necesary.

In its Capital Access Index, the Milken Institute has shown tha
coonimics develop best when capital s readily svailable and cheap amd
w distributed openly and honewly, They manage least well when capiral
w in ahort wipply, apensive, and atbitranly diviribuied. Broad, free
financial marken with many playen create devdopment, while 4 sysiem
ul ‘state-chrected capical fows concentrared in a small number of Gnancial

wistirutions and corporations hampes growah'. Smodies have generally
shown that the funcrional development of financial markees in & cerain

country provides a good indication of thar country’s growah for comang
years, There are studies showing no connection berween freedom from
capital regulations and growth, but in thos sudies no atempt bas been
made o meaur the intenuty of the regulsiiom m different counires, One
survey tried 1o take account of thar intensiry, looking 1t 64 Industrialed
and developing countries and eliminating (o0 the cxtent posible) the
effect of other ficrors. That survey painted 1o 3 clear aggregate connecrion
between freedom of capital movemenis and econemic growth, o well
wuggesting that couninies with freedom for capital receive far more an
revenue from businesses. Freedam cunes resouron o go where they can
be used most producrively, which makes it eaxier foe businesses 10 stan up
andd Bacilinares internationa crade



Regulate more?

iddenly flee countrien that ger inw economic difficulties o tha
a curreny can be subjecied 1o Jdesuabilising specalanon.  Many
lenders and investors have no specific knowledge of a particular countnys
cconomy, so if birge numbens begin w leave i, others may ke this rend
as an indication that wemething is wrong and follow the tide. Panic and 4
herd mentabity st in. Credit vanishes, projects have 10 be discontinued,
firmm Jose all their resources, and the exonomy slams on sll the braloes.
Ohie of the reasons thar short-term capital trameactions grow faster than
long-term invesments or commodiny trade is thar the larer ate very sevesely
regadated in ol staves of the workd If these markers were 1o be properly
liberalised, we weuld ger different proportions. Some feel that the leve of
regulation must be equalised, but in the wiong direction. by also regulating
the financial market by means of conerols of different kinds. Malaysia, for
mmphiml:ﬂtt-ﬂtrii:ﬂur‘:m-lum“duﬂﬂg
the ‘Asian crims’ of the late 1990w Even if such meusures could alleviate
the immediare problem. they have the long-torm oifect of canming investon
w0 svoid the country in the futuree. IF invesors might be peevented from
lewving the couniry when they want i, they will demand a higher retarn for
coming there in the frss place, and the country will risk 2 capital shortage
All emmpirical data show that allowing capital to Bow froely s of a country
freely increases the smount Bowing in. The immediate cosuht of impoung
contrids in this mstance was thar Malaysias nesghbouns—Indonesia, for
a wwittey exodus of capltal, because of widespread fean
that it would fallow the Malaysian example of controls In the long werm,
Ohne imvestor in Asian funds recently said of Malsyuia:
A markes thar wed w have up w 18% of weighting in most funds
s now rolly ignoned.
Thai exonomic salation has coincided with the cowntry's movemeni

Thpmhhﬂum'umiiiduh:mdﬂlirrdupdu]md:mhun
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{Ine alternative s 3 more permanent wgulaoon of shor-teem capital
Aows. If quick capital does not enter in the fire place., it reduces the nsk of
the country suffering an exodus of capital lster on. Chilean rules have often
heen looked on as exermplary in this respect, sinee that country has avoided
muajor sriscs. Chile has insisted that capiial entering the counry fomain
there for a certain length of tane and vhat a cerain portion of it be deposited
at very low imeres with the comiral bank. Thas type of regulation seem
oo wirrk better than alternative conrmls, bot Chile's reason for introducing
such rules was thar savings were o high thas i did not wssr o have mone
capital in the country. This situation is hardly the ame 25 the ane alflicting
developing countries starved for capital and investments. Fven in capinal-
rich Chile, the policy led 1 financial problema. Big companies operaning
meernationally circumvented the controbs and got hold of capial anyway,
while small busttesies coped lew well and hsd 10 pay interest rates many
rimes higher.

The perspective of these rules is axcoiedy short wrm. Chile s
hit by a real economic crsh in 198182, with bank failures and 2 0%
devaluation. Thar crisis happened ar the same ume a5 15 capiesl controb
were at thelr most Figomss, when inflows of capital were prahibired unbess
the capital remained in the country for ai leas fve and 3 half yean. Wise
from the crisis, Chile decided w0 reform and comsolidated i chaoric
hanking sector, which is probably the main resson why it has svoided
further crises. (Incidentally, Chile’s docision to cancel it capiral regulations
came at the height of the Asian cnsis )*

Capital controls often serve as 3 means of lulling invesion and
politicians into a false sense of sccurity. A looming corisis covered up
by marker-distorring regulations only hiss harder ance the underlying
problems are fnally exposed. Only months befisre the Asian crisis hie
South Korea, local polincians and international mvestons believed the
country’s restrictions on capital mobiliy would wve it from an cchange
crivia. In 1997, Goldman.Sachs judged South Korea’s banks and central
bank 10 be in bad shape, bur unce the country had capital regularons,
they declared chat investors could disregard the risks this implied, The
mvestary ook the advice and ignored the risks. The Asian cnsin then
wruck hardes against Indonesia, Sowh Korea, and eventually Russa,
which had the suffest capital regulations in any growth marker. Those
with the lightest regulations—Hong Kong, Singapore, and Taiwan—
fared far betrer® Brazil voo was hard hie; politicians there had
that restriceions agalns shon-term capiial would weer them clear of the
criin
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Soancr of laver, mismanaged policy leads to crna. And if cipinal controls
make politicians believe that they are free 10 pursee sny palicy they like,
the odds are thar they will sggravate the crisis. In theory, temporary capitul
cuntrob in 2 ons could give the couniry breathing room 10 modernise
its banking and finance secron. iron our problems in the budget, and
liberalise the economy. Uften, though, regalarions are put o the opposiee
use, @ & means of svoiding panful reforma. Oine ugn of this avoidance
i that countries with capital regulations have, on average, bigger budger
deficin and higher inflation than those withowt. This is abio why liberal
coonomics with freer financial markers emerge from their crises mone
quickly. We can compare the rapld recovery of many Asian stares after the
Asian crisis with Lanin Americas crisis of the carly 19804, after which Latin
Ametican counines imposed contrals on capital outflows and refrained
from liberal reforms. The resubt was a bost decade of inflagon, prolonged
hT@lhnﬁi'Jl?ﬁﬁ&thmm'lww
afeer the deba crisis of 1982,

Another problem with capital contmby i thar they are hand o maintain
in a world of cver-improving, ever-faster communication, They are in
jrractice an invitation o crme, and a great deal of inveuon” tme is devored
w circumvennng the regulations. The longer a regulanion has been in force,
the less effective it bocomes, because investars then have time wo find ways
WMmm&hmmmmm
i
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Tobin tax

ne proposed capital regulation thar has achieeed popularity in
recent yeans s the so-called Tobin wx, named after Nobel lauseate
econaomis James Tobin, who fine vuggesed it. The Tobin Tix b
a bow i of 0.05-0.25% on all currency exchange, which is advocaresd by
the ATTAC movement among others. The ides s 1o dow down capical
mavements and make wvestors think rwice before allowing capial 10
cros currency exchange boundaries, Iv's argued that in this way harmiul
specudation and major exchange crises could be avoided. Criticism of the
Tobin rax has focused on the impossibily of inrroducing . In pracoee,
all countries would have 1w agree on it otherwie transactions woukd go
through nonsignatory countries. And if it could be inroduced, more and
mare trade would go 1o the maor currencies i onder to avoid manacnon
coirs. Perhaps nearly the entive world economy would end up wsing LS,
dollars. But there is 2 more seriows objection w the Tobin x: even if it
were possible to introduce, it would be harmful
This tax would scrually be more harmful 10 the financial markes than
regulations by individial counries The only effect of the Lazter is o reduce
mflow mn the country opting or them, whereas & Tabin s would reduce
rurmover and the powsibility of exvernal financing all over the world, even
for countres in great peed of such Anancing. Obstacles 1o the movemens
of capital femce it in where it s slready—in the affluent countries—and
the Third World is the loter. The Tobin tax, therefore, is not really 2 ax
on capital bur a wriff thar makes vrade und invermem more expensive.
Advocares of the Tobin v claim thar it need nat have this effecr, becase
it is 50 low. For long-term imvestments the con will be negligible. But the
probelem i that an investment is ot just one transacrion. An investor may
perhapa partially finance & project, recoup some of the money in profin,
increase the investment if it # successful. ransfer carnings 10 other parn
of the operarion, add capital, buy components from shroad, and s on.
With every linthe transaction e, the total cowt of the Tobin s will be
many times greater dhan the bow com suggesed by the percentage figure
on paper. and so doing busines in onc’s owin currency and i one’s own

173



reghon will be mare probrable. This will lead 10 a general reduction of the
retumn on caparal, and it will canse capiral-starved countries 1o have len
mﬁuﬁlﬂﬂmﬂ;ﬁmmhﬂmmﬂ
rise, wind borrowens will have 1o pay more for their loana.

The adherenn of the Tobin x ay thar whar they really want 1o ger
at is sheer currency specularion, not productive investment. Bur the idea
that there i some hand and B boundary berween useful invesmments
andd ‘wselew spoculavon’ n complesely wrong. Derivarives, which the
cricicy usaally regand a5 sheer spoculation, are necossary in ander for
investments to work. In 3 world of changing prices and exchange raes,
a firm's forecasting can be complerely overrumed if it does nov have the
type of insurance that derivatives alfond. Suppoe 3 company extraces a
mctal and the price of that meral suddenly Rlls dramancally; caming
fail ro materialise and bankrupecy threatens. Inusead of devoting a large
part of ity activity to wondering how markets are going o develap, the
Firm can buy a nghe v scll the mw material ar 2 prederermined price laser
on—a sale option. The purchaser of this oprion takes over the sk and
the responsibility of predicring marker developmeno, The metal company
can quictly concentrare on extracting the metal, and the risk s willingly
taken over instead by people who specialise in observing developmienos and
apportioning the risks—in a word, speculator

Because exchange rares are rapidly changeable. frma encounter the
wme risk I for example, the currency in which they are paid quickly
deprecistes. If 8 metal company has trouble predicring the future course
of ity own market, it i far more difheuls for it w keep track of econamic
developments in the currency and exchange risks over a period of several
months or years. This uncerainey malkes it sill mose impaorcnt 1o be able
1o trade i currency derivatives of different kinds, s that a company can,
for example., purchase the right 1o sl the currency it will be recebving ar a
prodetermined price. Bux e is this very ‘speculation’ that a Tobin rax would
prevent. And, just like an ordinary investment, 1t invalves mare than one
single transacrion. 1 4 speculasoe wok over only complete riska, he would
be wery villnerable. The speculator munt always be able w reapporion his
risks acconding o developmenss in order 1o balance his ol pordolio of
riske. This abiliy is guaranteed by a large secondhand marker that enables
one (o made mn these demvatives almos immediately. This ‘speculstion’” is
how the insurance o made as cheap as powlble for the company, allowing i
o invest in spite of riske. And it is cnentially the same way the secondhand
muarker for shares, the stock marker. gives people the coutage ta finance
nc'n'hlﬂ:r'muhfpuﬂl;ipu:inlndumhnldﬂi.
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The structure of the Tobin tax is amed o this very marker. I would
result in fower speculators being ready 0 mke on risks and in their
demanding much more payment for doing so. The insurance, then, would
be much more expensive fisr companics and investon, with the resuht thae
they would not invest in countries and currencies with a greaser clement
of risk. Once again, it b the moie cipital-sarved and risk-laden reghons—
poor developing countries—chat would be the koaen, Inveson would place
their capital only where it seemed secure and wheee they knew the marker
During the past decade, the developing countries have received over a
quatter of all foreign ditect investment. This figuee would fall dramarically
if a Tobin rax were introduced. It would be more difhcult for people and
bissinesses in poor countries o obeain loans, and they would be forced o

igher rates of interest.

There is a serious risk, chen, that hnancial markets would be disrugeead by 3
Tobin tax. But that tax would not be capable of preventing exchange crises. In
Fmﬁ.dtmmﬂn:ﬂﬂimﬂrlhwlmmrmiumd:ﬁ'ﬂjﬁrtmﬁm—
If exchange tansactions aberr thae thredold suddenly became profiable,
there would be drastic flucruations. The problems of currency speculation
and capital cvodus would nos be averiod. When specularors realise thar they
have a chance of biaking & fived exchange rate (o esample. sieding and
the Swedish koona in 1992), they samd w make wuch enonmous amounis of
maney thar a tax of 3 fraction of the gain would not dever them. I they can
mﬂglﬂmiﬂmumﬁwm,ﬁﬂﬂhpﬂﬂhamﬂ
D.05%:, The same applics when confidence in @ councry Fails and gigantc
lomses can be avoided by grmeg our fast a in the Asian crisis of 1997, The
semall eax thae is safficient w disrupe the everyduy, healthy funcrioning of
the financial marker would oo be sufficient 1o prevent these crises

I{#mhﬂtrﬂwmﬂkﬁﬂmﬂkrﬂﬂm
shottages and distorted pricing. A bigger market also reduces the risk of
individual players and transactions decisively affecting prices. In this way
free exchange markens prevent the occurrence of violent exchange raie
Huctuations, something that, paradoxically, the Tobin mx coubd augment
by reducing the quidity of the cuchange marker. Constant squalizations
and adjustments would be replaced by big periodic jolis. Currency, market
shocks. and volasility have not increased since the 1970s, despire the
widespread liberalisation of markens and a quadrupling of volume, The
fact s that countries with severe capital regulstions have far more erranc
exchange rates than these with fewer rosrictions.”

But for all these shorcomings, the Tobin rax wifll has one advantage:
it would vicld tremendous revenues. The ATTAC movement counts on
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S100 billion a year—some say $10 billion 1o 350 billion & yeur. However,
the question s whether this money could ever be collecred. Collecrion
ﬂﬂﬂrﬂqﬂiﬂnkﬂ:mhmmhpn;wn‘iufﬂm
throughout the world and empowered 1o collect the money. We sre talking
here abous wramsaciom whking place in computers all over the globe,
including in countries thar in practice have neither accounting systems noe
an effective adminisration. Tn other wonds, there would have 1o be some
kind of world government, the burcaucracy of which would presumahly
cat up 2 large part of the revenues colleciad. How is this bureascracy o
be governed? By the United Natiom, where dicratoehips have the same
power as democracies’ Who would wop this world government from
wwerving into an oy of corruption! Whe would prevent abuses of in
expansive power? And who would get the money?

Nevertheden, the Tobin tx would m theory mean several billion
dollars that, for example, could be used o help the Thind Workd, Bue if
we are convinced thar 3 capstal rransfer of this kind would be helphal, why
can't we achicve it by other means? Why not abolish the waniffs againse
these countries or dismande the EUMs destructive agriculureal policy.
which s holding them back? Why not sugment development assistance or
procure revenue by sabotaging the fnancial marker® Unless thar is the true

MOLIVE. ..,



The Asian crisis

crises and their causes. The Aslan criie of 1997-948 & often wid ©

have come like a halt from the blue. with healihy connomie muddenly
hi by specularive assaules snd caparal fighe. Tt wasn't like that ar all. The
grain of wruth in thar verson of evenns is than these coumries would mn
have slfered an exodus of capital il they had nor liberalised movements
of capiral, because then the capiaal would never have come to them in the
fiest place. What crested the crisis, though, was 2 combination of facion,
among which speculurion was nor the triggering factor bur racher the drop
that made an alrcady Fall glass run over.*

The economies affecied by the Asian crisis had been dhowing clear
signs of trouble ahead for some time, and these signs grew wrongee during
1996 and cardy 19997, These ccomomies had received enormos inflows
of capial during the 1990, espocially through shor-rerm borrowing
abroad, which was encouraged by their governments. The peoportion of
the debts of Thai banks and insritutions bormowed from abroad rose from
% 1w 2% berween 1990 and 1995, Thailand’s central bank. along with
varons banking regulatons, created high domesie interest ranes, making
it lucrative w borrow abroad. Much of that borrowed morey waa then
re-lent ai higher rates of intevest at home. Governments encouraged these
loans with fued exchange races and 1 subsidien. At vhe same rime they
discriminated sgainu bong-term capital, South Korea ried 1o exclude
it completely by prohibiting foreign direct investments and purchases
of shares and securities. Shorr-term loans were the oaly possible way of

A Sourth Korean bank could botrow dollars or yen for & very shon
term—maney thal it would son have o pay back. Meanwhile, i lemt
this money at a higher raie of knteren for long-term nvestments in South
Korca, Banks counted on always being able o enew the forcign loans,
since otherwise they would suddenly be lcft withour money 1o mect their
other obligations. Capiral was channelled throogh banks and finance
COMTPAnIEs that were unprepared for such enormous inflows. They were

Tuﬁndmhmrﬁmunhwmund.ﬂmdﬂmuqdymﬂﬂ
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not exposed 1o competition, and they were often allied with the ruling
ul!muﬂﬁdlmqmd:hmhlﬂqufihmiﬂ
South Korea, Malaysia, Thailand, and Indonesia went 1o fvoured firms
and prostige projects. Ourssders had no reason 1o be apprehenuive, because
they knew that the ruling powers would never allow their favouriies 1o go
under. This principle applied 1o the natonal banks, bur aho w privae
firms like the charbel—South Korea's super-corporations—aor the busines
credinors knew for sure that che IMF would intervene and save them from
losses if the region s o whole ran into problems. And w the forcignen
lent unlimited smounts, resulting in overinvestment in low-yield hesvy
industry and real cware, instead of i mare dynamic enterprises.

All the countries deszined to be hit by the crinis had enormous shaor -
reem debes relative o their reserves. Ar the same time, they all basd fand or
controlled exchange ratex. This situation crested 3 number of eventually
devastating problems. one does not dare wo borrow huge sums
abroad and then lend them only dighily more cspensively ar home i
exchange rates are constantly fucnasting. Ohne can low oo even very small
cxchange rate movemenis unless one is insured agains the risk. But with
the government professing 10 guarantee 8 fived exchange e, thiv rivk
appeared (o vanish, and everyone was able 10 boreow like mad. In addinon,
regitlation meant that the local currency was overvalued (by abour 209,
not lesst because the LS. dollar, 1o which many of these currencies were
pegged, rose. This overvaluation helped make cxporting more difficulr.
Thai expores, which had risen by 25% in 1995, acrually started 1o dechine
in the following year. In 1996, the year before the erisis that allegedly
struick like a balt from the blue, the Thai stock markes indes boat one-thind
of iy value.

Because exchange rates were higher than the marker believed they
ought 1o be, the currencies became 1 prey 1o speculators, s happened 1o
several currencies thar were part of the European Monetary System (EMS)
in 1992-93, If anyone is preparcd 1o pay more for something than it &
worth, speculsion are. of course, cager 1o cash in on it Speculators can
borrow fanrastic sums of money in Iocal currency snd exchange them o
the maximum rate in the contral bank. As & ressh, the countries affecied
by the Asian crivis in 1997 were forced o use their currency reserves 1o
defend their axcessive exchange rates,

The cxndis of capital, then, was not just mindles panic, but quite
rational. Confidence in the countries’ economy and fumure growth had
begun 10 evaporate. What was waorse, so had belief in the ability of their
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economies to westher & crisis. v was known that they did nor have viable
begal inatitutions, such as bankrupicy legisladon. Now rthey had she
exhausted the roverves thar guaranicr forcign loans and the whole of the
financial system. feveryone pulled out, the reserves would not be suffickent.
Individual investors realised thar they would have 10 recover their capical
quickly in order to gev it out in time, Faith in the government's ability 10
wve cvery business thar got into trouble began 1o wobble The firm ones
wo gt vid of their local currency boldings were not speculaon but native
enterpriscs thay necded o pay off their lnan quickly, When the counsirnm
were forced to abandon their exchange rates afier huge loses. confidence
in them declined still further. Capiral fled, loans were ot senewed, and
fitrms were suddenly left without hnancing. The crisls was on.

Undoubizdly., imveston influenced one another. and something of a
hernd mentality ensued, but again, this reaction was not 2 mareer of blind
panic. Counrries with healthy cconomies and solid institutions, wich a
Taiwan. Singapore, and Australia. copad well when their neghboun were
knocked sideways. And so the rerm ‘Asian crivi’ i not all thar accurate.
Upon reflection, it becomes dlear thai natonal policy decided how greaily
a couniry wis aflevted by the crisis. Two rosearchens who ssudied the coune
of the crias summed it up as follows:

We found no evidence of conmagion, in which the currency
ditticultics of one counery wore transfereed o other countries. All of
the counmes thar suffered the mos senous Anancal diffcaloe did
mhul“ﬂhhdru]mmmwimhﬂ
part with an cxcessive growth of bank credit and bank loan and
insolvency s
mr&nﬂthdﬁhmfﬁﬂlmﬂtwuﬂhnlnmlnqmd
world it is natural For cvents i one quarer o affect ochers—and not
becase of an imational herd mentality. Shorcage of guidity—rtha
i, having one's money vied up in invesmenn when some ready cash s
needed—means that investons have to reparriace capical from other risk-
kaclen countries, It shoubd be expecred that LS. companics and hanks, and
thus the LS. cconomy, would be affected by one of thelr most impornan
markets being plunged into a profound crsie. Astan banks in crisi have m
withdraw resources from Russia, which makes problems for Brazilian banks
and fund operators who have lent money in that disection, and so on. But
1nw=&limbmhmphmmmmmmrym
produce positive cffecns chewhere. The previous upoum in Latin America
and Asia conmibuted to good times in Europe and the United States And



wery posably it was the subsoquently strong economy of the United Stties
that saved the world from depresion in connection with the Asian crisi
andd quickly pulled the Astan economies up again.




Instead of crisis

are varioin methody for avabding Fnancial and cechange rate

crives. but the mosz caental of them s simply for 3 country 1o have

# heulthy economic policy. The very Airst people to move their savings

away from a country that subsequently experiences a masive exodus of

capital are usually iy own cizens, who have a front-row view and mow

ohen know bhest which economic problems thelr rubens are strempring o

conceil. Thin swggesss thar lack of confidence v brought shouwt by real

problems, not by ignorance and follow-rthe-beader behaviour. The rop

for crinis avoldance is for the government 1o have control of e

ﬁmﬂ:ﬂ;ﬂdlnﬂmiﬂn.ﬁlﬂqﬂn;hﬂpdﬂﬁ:ﬁuu{h#inﬂqﬂnnm

nist the problem during the Assan crisi bar they are definirdly the fasien
and most common wiys of ruining confidence in an economy.

The mosr important long-term commitments for new econormies are
refarmi of legal and Ainancial institutions, Coanimes should liberalise their
domestic financial markees and their made policy before opening up w©
toreign capital, Otherwise, capinal will nor be channelled in harmany with
the wider market, leading ro malinvesrment. Supervision and regulation of
the financial sector have to be reformed. and competirion must be permined.
Carruption and nepotism mist be weeded o and supersedied by the rule
of law and capiral vield requirements. Given the iendency of ignorance o
cause panic in critical situations. much depends on reliable information
and sransparency in nanonal and corporae dealings, something thar
many Asian governmenis had deliberarely obstrucred, Credie valuation
and bankrupecy laws, which in reality have been lacking in many Asian
couniries. have o be introdisced. The global community could provide
effextive counselling on the surengrhening of natlonal financial markers.
Accounting rubes and capital coverage requitemenis can be coordinated,
and agreemienis can be introduced an the conslsrent management of
financial crises—managenmicnt that until now has been presty arbitrary.

Ir s true thar the liberaliation of financial markens has sometimes beon
followed by financial corises. The touble, however, is nor liberalisanon =
sich but the absence of the neocssary institutions o go with it. Ecoromis
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Jageish Bhagwati i among those who have pointed our thar bberabsanon
of capital flows can crcate problems if it preveda other imponant reforma.
He suggests as 2 sobution, sot capital conrols, but that counrries fire create
political stabiliry, free rade, and domewic reforms, such & privaiisation,
befoie anempting o lUberalise their financial marken." In pracuice. though.
liberalistion of inancial markens comes casier, and w0 it has often precedied
domestic reforms, whach can ke farlonger to implement and must overcome
oppositdon from vested inieress. The IMF bean much of the blame for
being in place. Two journalists for The Econsemiss have companed the IMF
advocaies of capital mobility w0 an unscrupulous slespenion in a pe shop
declaring that & dog i wonderful company, while forgeenng o sxplain thar
in arder v sarvive it must be fed and aken for walks ™

MNowadsays the IMF devotes mare effort o advising countries on how o
create good institutions in the long rerm, and governmenn have become
interested lisseners. This task is an imporant one, butr such reforms
demand long-werm work of 3 decidedly unglamorous naniee. Shouting for
capital conirols and 3 Tobin s, while misguided, can sppear casier and
mare exciting than the arduous proces of instdiution bullding. The one
rational, quick-fix reform thar could be implemented in this spinit b the
e that bears his name. has himaelf pointed o fived eschange rates as
perhaps the principal cause of the Asian crivia.”

Fised exchange rates are whar give speculaton something o speculate
against, As soon as economic problems, suspicion of a looming devaluaiion,
ot indications of sn inflationary policy occur, the cxchange rate n perceived
as too high. The marker decides that the currency i not worth the price
thar the government has put on it. With a fieed exchange rase,
can carn vast amounts by borowing in the currency and selling it 1o the
central bank. When the country has been forond m devalue the currency
by lowering in exchange rare. the speculstor can ropay the loan, which
by then has substantially depreciated. An excessive exchange rate in
relation w0 supply and demand, and 10 whar the currency will be waoith
after the likely devaluation, amounts w 4 huge subsidy for speculation,
The government is, in effect, buying iesclf an exchange crisis. Insccuraie
pricing is incompatible with openness 1o movernents. of capltal—the anly
question is whether it the prices or the movements of capital that are
wiong. Specularon selling local currency when the ceniral bank pays an
inflared

price for it s no wanger than thouwsands of Fumpein growing
sugar boets when the EL pays oo much for them.,



When the fixed exchange raze & too high, it s already oo late, whatever
governments may do next. They can defend the exchange rare ar colemsal
eapense, emprying their reserves and raising inrerest raies as 2 resule, which
will put a stranglchald on the coonomy. Alematively, they cn lo the
value of ther currency full steeply to the marker level, in which case the
country's mdustries will be unable 1o repay the big loans thar they wok on
a1 the higher exchange rate. Either way, crisis will follow. In one study, rwo
economiss point out that practically all fixed exchinge rate arangemens,
sooner of later, have run into exchange rare cries. This was what happened
o the EMS countries in 1992, to Mexico in 1997, mw Rusis in 1998, 0
Brazil tn 1999, and o Argentina in 2001, Two ather analysis point oui

the Rip-side:
We are not aware of an example of 1 significant financial o currency
crisis in an emenging market with fully Bexible cechange rates
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The dictatorship of the market?

eonnomic. Critics of globalisation see them s a threat 1o democracy.

With free marken, capital and businesses can quickly move acrom
purues. [F razes cimb o high, corporations may flec to an offshore tax
shelrer. Hlm{mmﬂj.mﬂmb@mwww
deficirs, s may be punished with higher imerest ratew. New York Time
columiia Thomas Friedmmn coined the wrm ‘the golden siraitjacker’
w decribe the way globalisation affec governments: policy Bexibilisy
u constrained by the noed 10 avold scaring away incremsingly mobile
businesses. All those things, the crirics reason, imply thar markes are
beginning to secer politics, and they go w far as o speak of ‘marker Giscism’
or a 'dictatonhip of the marker'.

The later dogan b a grotesque distortien, one that wivialises the
crimies of real dicratorships and sttempes o equate rwo phenomena thar
are Witer oppouics, not vananoni on the same theme, Probably the firg
cogntry to intmduce 4 nonconvertible currency—thar 1. one it citzens
were ot allowed 10 exchange for other currencics—wan the carremiely

MNagi Germany. The communist governments actually
regarded dictatorship as o precondition for the command economy. Shifis
of power and free debate would upser long term government planning
st were compatible anly with the liberal marker, in which individials
decide for themselves. In contasr, new democracies invariably choose,
ws ane of thelr e actions, to open up their markers and liberalise dheir
ECOROMTIIES.

The converse also applies. In the long run b s hard for dicrarorships,
once they have sccepred economic freedom, 1o avend introducing political
liherty as well. In country afier country in ecemt decades, we have wen
rulers who grasnied their cittoer the right o choose goods and invest frecly
won thereafter forced w0 give them a free chaice of government. This
is procisely whar happened 1o the Southeast Asian and Latin American
dicatorships. Mexico's single-party srute collapsed a bew years after the

Tmhnmﬁkﬁwmfmwwhnlhuﬂmnﬂ;
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vountry had opred for free wade. Subane's Indonesian dicvarorship fell
like & hesse ol cards in the wake of the Asian crn. Mow we can sor some
of the first democranic power shifts in Africa, in the very sates that have
committed themselves 10 more open marksis

It is widely sssumed that the Arab sates, marked by gender inequiry and
oil-focused planned economics, can never be democrarised. Bur a couple
of Arab staies—arar and Bahrain—have emharked on liberal economic
icforms, resaliing in growth. This growth has been accompaniad by a
the Al-Jazcera satellite channel operates freely—mm freely, in the opinion
of the Americans during the war with the Taliban in Afghanistan and with
Saddam Hussein's reime in lrag. The United Stares iried 1o prevadd on dhe
povernment of (arar o ke comrol of the channel, only w0 be told thae
thus could not be done in a country where there was freodom of exprosion.
Qatar has alwo had democratic local dections in sdhich women have been
allowed 1o both vote and stand for office. Rahrains new leader has released
political priscnces, and disidents have rewurned from exile w ke par
in the poliveal dizlogue. In 2002, the couniry behd both munkcipal and
nationd parliamentary elections thar saw women and men alike in the
voring boath and on rthe halli,

hﬂrwhwﬁhﬂ.mwmm,ﬂlmﬁmmﬂ
w cholce will not scquicsee in othen’ deciding matiers on their behall,
and w the marker economy often leads o democracy just as democracy
consolidates the matker economy, When groups thar were previouly
excluded acquire a political voice, it becomes less casy foe the elite ro
brather itk nest ai their expenise. This leads 10 moie econamic bberalisation
meisures, which reduce poverty and, consequenily, sorengthen democracy.
A deceneralised cconomic sysem makey powible the cvablishment of
groups independent af the political power, which in num provides a basis
for politial pluralism. lntemanenal wirveys of economic freedom have
shown that citizens who are enutded o ade imernanionally are oughly
Ferar shmes maore likely w enjoy political demosracy than those who do
nt havee thia right. This is one reason that democratic sctivises in Ching
were so cager for their country w join the Widd Trade Ovganizanan:
with the benefis of membership come prevare for ramsparency and
decemiralisation. A dicestorship thai has always sied pasniclly and
arbirrarily must now conform 1o an impartial internanional code in ar least
ane sphere. Shortly before China's acormion, un imprisoncd dissidemt sid
of the prospect of greater opennes: “Before the thy was black. Now there
i a light. This can be 3 new beginning, ™



tqh.ﬁhhmﬂ*ﬂhmjﬁn,tﬂkd'lwﬁﬂt
market” i notonly insubing bur also abysmally ignoant.

b s erue ehar a debior is, in some sense. unfree. By contracting a budget
deficit and debrs. 3 country incun the market's suspicion. Reforms have
to be introduced w restore conbdence in the nanonal economy, otherwise
ﬂl:hﬂih‘““ﬂ&mlﬂdh#ﬂﬂﬂrmmm:h-
or chie simply stop lending. A modern stare can thus find inclf ‘in the
hands of the marker’, but the government is o blame for this ouscome,
not the marker. If the government mismanages its finances and will not
hinance irs expendirure out of its own funds, bur with the market's, dhen i
has decided o make itself dependent on the marker.
wishing to borrow for their expenditures during the crises of the 1970x
In this way they mcreased their scope for munocuyre. Withow fAinancual
marken, the governmens would be forced 1o live within in means, while
with financial markets the need to raise revenue can be par off unnl lager.
Hence, sates with a credible and stable policy have 3 much wider range
of aptions available than they would have before financial markes existed
But lenders huve good historical neasons for distrusting stares with a large
national debt. Ofien those autes have unilarerally reduced the amounes
lenders can claim by means of high infation or devaluation, which reduce
the value of 3 rrency. S0 Bnancial markers have cavae 1o keep 3 warchiul
eve on the doings of governments and not 1o grant such favourable verms
to those that dont seem o be making ends meer. But creditons lending
maoncy on thew own terms cannot be likened to dictatordhip, Governmenn
are seill ae liberty 10 mismanage their cconomies; they are deprived anly of
the ahility 1o force others o finance their mismanagement.

The marker's assessment is often progressive. The Latin American
dictatorships fell during the 1980s when the market shandoned their




Capitalism and democracy go hand in hand
Degres of aconomic resdom and dermacratic rights in 48 shelsd counines
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Sowes: Roger Doy, ‘Lunds of Libety", Misagpator, No. 4 @000

deeply indeboed, crisie-ridden economies, Post-crisia, most of the Asian
states are commitied 10 opennes and democratisazion. Because they need
Information and the rule of Liw, investor hate secretiveness snd corruprion
like poisan. There is no beter way of driving capical our of & country than
few strracrions so powerful as cransparency and illumination in the public
sphete.
To saome people, the very e of the market pasing judgmeni an
politics is undemocraric. Lendery, 1 they see i, thould keep quict and
willingly make their money available. even o governments look as though
they may blow i all through inflasion. By the same token, there s noching
undemocratic about taxpayers placing their savings abroad. Reacting to
polisics in order 10 protect one's interests @ only ani-democranc if one
equates democracy with eotal governmental contrel and implicit deference
vo the niden of the naton. I shet b democracy, public disseni and
jourmaliste scrutiny are also undemocratic. Sach a ‘democracy’ sounds
more like a dectarorship that insises on total submission.

What critics really find theeatened by the marker is nor democracy
bur the palicies they want democracies to introduce —policres involving
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greater govirnment power over peoples economic decrionmaking. But
saying that the marker threatens government control of vur economic
scrion o lew exciting than calling it 2 threat m democracy. Why should
It be “mwsee democratic’ for 5 democratic goverament to have more

of dechionmaking over ue® Would the United Statey, by chis logic, be
made more democratic i the government were 1o decide whom we could
marty, what work we could do, or whar we were entitled o write in 2
newspaper? OF coure not. A majority of the people should dece their
pﬂ]l:lnln'pimmm that doesn’t mean duynl:uﬂd:lmdwnhhyw
hew indhividduals run cheir v, Demaocracy is a way 10 rule the stare, not
a way to rule socicry.

If policy has w be changod under prossure from the marker. such
changes can sound like o threst o democracy. Suppose, for example,
thar the U.S. government has 10 sholish double wxation of capital gaing
because otherwise companies would leave the United Seares. This view
sgain presupposes that people must always comply with political decisions
and that the political process must be influenced by nothing beyond the
wonkchn decmonmakdig of Congress. Burt the normal seare of affairs is thas
mspiration and challenges to the status quo often come from ounside, not
&mﬁrpdummdmmdm[hnwmumpudrmwdmmnhn
a country's policies o changing ciroumstances, anil this adapration, when
it happens. is not undemocratic. IF it were, then any facrors increasing the
tax brarden and public spending more than polincal parmies had promised
woald alw be undemocratic. There are any number of smch facton.
including the demands of presure groups (Green protesten., for example);
the expansion by bureaucrars of their activities: and cffores by polincians
1 keep their own party fidhiul happy. 1 have yer 1o bear snyone spesk on
this accouns of ‘the dicrarorship of public spending'.
m&mhm.hﬂnﬁﬂhmp&ﬂm Lﬂkiqiduw
or the abilicy wo justify the choice 1o adope a policy of fiscal restraing or 1w
liberalise, politicians declare such mcasures necessary, forced upon them
by globalisation. This is & handy cop-out. snd 3 denigration of the markes
econamy ino the bargain.

There s reason 1o challenge the very premise of the argument tha
markeos compel 2 market-liberal policy. The playens in the market do not
demand a liberal ideology in ander 1o ‘reward’ s country with their decisions
about where to locate of send capital, but they do require & well -ondered
ecanamy that is not on the verge of collspse. The market's reaction 1o policy
is one remon for the welcome praliferstion of diminishing budger deficirs,



lowr inflations, and low raies of interest In countries once characrerised by
the opposite. You would hasdly put your moner into 2 pension fund that
mvested acconding 1o an ideclogy rather than by economic crivera IF the
econamy is equally well ondered, investors will not treai 8 social desocranic
welfare stare any differently from a libertarian aighrwarchman stace, One
of the world’s most globalised countries i Sweden, which also happens o
have the world’s highesr taves,

The past two decades of globalisation have witnewed an expanon
of government machinery. Bevween 1980 and 1995, taxavon m all the
countries of the world rose from 22.6 10 25.9% of their GD and public
spending rowe from 25,7 w 29, 1% of GIDR

The facr that people and businesses are shle e muve freely does nin
necessarily entall thar they will immediacly relocate where e are
bowese. They will move 1w wherever they feed thay they g bt value for
their tax money. If citisens feel that they are gating secunry and service
that are worth the moncy they pay in s, they will not leave 2 country, 17
businesses foel thar they are genting research, edisation, and infrasinacune
worth the moncy they pay in taaes, they will pot leave the country ather.
It ia only il e arc used inefficiently or on things that pevple do no
value (something that has been known 10 happen from time w time) that
they will catse problems in o world where we can move about mote freely.
It will be more difficult to maintain toes that people foel give noching in
return, Which isn't exactly undemocranc. o it?

Iumvmhrmu;inHumnmﬁnnﬂMMmmthh
political system vorer wany, even i their choice m in favour of high
anid 2 large public secror, Th;hhum,ﬂitﬁdlmhhllﬂﬁutmkmﬂl
it eumaer for ua to obiain the things our vestem disfvoun by exchange from
countries with ether symems, I the government health care monopaly in
Bricsin o Canada discourages the development of new sechaology and
science in the medical sector, it remaing posible o imporr these dhangs
from countries where the medical secwor is more dymamic. [F high coses
bupqhtkmﬂdmtﬁmﬂm.mhm
procure capital in other countrims, Globalanon enables countries w
afford things they are not good at. Problems remain for coraln policies. of
cogrse. |F o conpntry’s own cititens ane denied opporunitios or incentives
for education and production, it will have nothing to tade wirh. Buar the
madn patnt i that the nature of our own palitical ssem s sill something
we, the clectorare, decide vn the basis of our own values.



Chapter 7

Liberalise, don’'t standardise



The right to choose a culture

t children were foreed 1o discover everything fur themselves, they would
develop very dowly. Happily. they have parcuts who vansmic dheir
experience and koowledge. In this way. children can rapidly acquire
far more information than they coubd have acquired on their own—
what can be eaten, what i poisonous, how w find the cenire of town,
and how 1o wim. One of the biggest sdvantages of globalisation s that
young econoimies can learn from the older onew. Developing countries are
nm children, and the industrialised countries are cerrainly not parents,
hﬂlhrn:umh-d‘ﬂwluhﬂdllﬂmimnlhmpﬂnllhmuhdw
transformations that the developing countries have abead of them. The
growth of those countries need not rake w long as it did for the Western
world. Instead, they can ke shorrcun and learn from our mistakes
“ﬂdhpm:ﬂlﬂiiitmﬁ.ﬂw“’ﬂtmwtfﬂruﬂmmpﬁlhhlhun
successfully replicated by Tabwan in 25 vears,
Th&:urkqﬂn;mmmpmmnduuwnfdnthﬂW|
Inmiﬂmwhnmm“lmmplmm
developing countries need net incur the cost of conwructing permanent
wclephone lines; they can beap dircctly o wireless technology. Mobile
goods. Many deveboping countnes aow have phone rental companies, and
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villagers often pool their funds for 2 mobile phane. This sdvance has mean
seadier prices across Larger markets, u well a8 oo wasted food becavse of

New information wechnology s now evelutioniing old eoonomic
acnivities the world vver. Hundreds of anians—many of them women—
i Morocon, Tunisia, Lebanon, snd Egype who never had access
internutional markers before can now sell their produces through an
mernet nerwork called Viomal Souk’ Sales are climbing, and they are
wuw able to reain o larger shure of the camings than was possible in the
uld marken.

Prople in poor countries can perform service ks for Western
companies by being connected o the head office via sarellise and the
internet, and they can also obiain information. Thanks 10 the internet,
reliable medical advice and advanced education sre no longer reserved for
these living in the world's metopolian cies. People may complain about
the shwniess of progres, with oaly shoat 15 of the world’s population,
maosthy in the affluent Wesern countries, having acoes to the internet, bus
such complaints ignore the historical perspective. The invernes a we know
i is abowur 1,500 days old and has already reached 1.5 out of every 1en
people on carth. This i the Bstea spread of rechnology in warld hisiary.
The telephone has exied For 125 vears, bin until only a few vears ago,
hﬂftﬁ:hﬁd’tiﬂlﬂﬁhnhhﬂnﬁﬂnﬂ:pﬂmaﬂ*IHMHﬁ@
are muving with infinicly grester rapidity, and globaliation is the reason.
Ohve onat of every ten fGamilbes in Beijing and Shanghsi has 2 compurer, and
within 2 few years, Chinese will be the web's buggem

The ability of the developing coumries 1w ke chancis s
development leads sume 10 imagine a common destination at the end of
the road, oo thar all socienes will be converging on. Thar picrure croubles
many people. They fear & "McDonaldisation” or “‘Disneyfication’ of the
world, u crecping global homogeneity thar leaves evervone wearing the
ame dothes, cating the same food. and weing the same films, Bur this
portrayal does noi scourstely describe the globalmation proces. Anyanc
going out in the capitals of Furope ioday will have no imuble finding
hambaurgen and Coca-Uala, bur they will just as casily And kehab, sushi.
Tex-Mex. Peking Duck, Thai, French cheeser, or cappuccine. We know
thur Americans listen 1o Brivney Spears and waich Adam Sandber filme,
Mhamhwmﬁﬂhm&mhﬁ;muﬁ
1,700 symphony orchesiras, 7.5 million annual trips to the opera, and 500
million museum visits & year.' Globalisation doesn’t just send the world
shlocky reality TV and overplaynd music videos, but also classic films on
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numerous movie channels; documentaries on Discovery and the History
Channel: and news on CNMN, MSNBC, or any of their many competiton.
mmﬂm&ﬁmm“mﬁlhﬁ&:iﬁfﬂi
the web, and the clessics of Gnema history are available in the video st
around the corner.

With many reservations, one can wy that developments are mawing
roward 3 common objective, bt that objective is not the predominance
of a parmicular culoure. Instead it s pluralism, freedom o choose from a
b of different paths and destinatbons. People’s actual choices will then
vary. Globalisation and greater exchange result. not in all the differem
countries choosing the xame thing, but in 4 far wider vaniery of opoons
widdenly finding room in ane country. When markers hroaden and become
invernational, this globalisstion incerases the prospecns of even very narmow
cultural manifessanions surviving and lounshing. Perhaps not all chat many
people in any given place are in the marker for experimental decironic
music of film verions of novel by Diostoevaky, and so the musiciany and
Almmnakers concerned could never produce anything if they had only o
local audience w rely on. But even very narow customes segments acguire
purchasing power when combined with similar @stes in other countmes.
Cilobalisation can incresse our chances of gaining acoess 1o exactly what we
want, no matter how isolated we may feel in our liking for it. Moroccan
folk art and French Roquefort cheese sequire better survival prospects
when demand for them is aggregared from consiimens across the world. The
supply of goods and culture grows langer, with demand coming from all
around the globe. Thisinternationalisation s, ironically, whas makes people
much the same an in your own country: the people there sl have goods
anud chain stores from different paris of the globe. This phenomenan is aot
due ra uniformity und the dimination of diffetences but, o6 the contrary,
is caused by 3 growth of pluralism everywhere. Americans are cultural
leaders because they have been sccustomed w producing commercially for
a very large pubdic, & function of having 3 lange country with 4 common
language. Now other countries ae being given the same chance.

This opportunity can be negative in commain situations, adminedly.
When eravelling v another country, we wanr to sor something unique.
Artiving in Rome and finding Hollywood films, Chinese food, Japanes:
Pokemon games, and Swedish Volves, we miss the local colour. And
natkonal specralties like porea, pasia, and expresso are already Emiliar 1o
us because we have them ot home, 100, A fow pleserias in Rome even

promne Chicago-wyle plzs. What we gan by beng free 10 choose



st home i that this epporrunity makes it hard 1o find any
place thar feels really aurhentic. st lease on the main tourin roores. This
15 a problem. but ir's another one of thow lusury problems. A man from
Prague was somerimes visited by Caech friends who had snled abroad,
They deplored Meldonald’s having come 1o Prague, bocsuse it threstened
the city's distinctive charm. This response made the man indignant. How
could they regard bis home city as & museum, o place for them 1o viske
pinw and then i order 1o avoid T food restairann? He wanied 2 real
aity, including the convenlent and incxpensive food thar these exile (archa
themaschees had acoes w. A meal, living city cannor be 2 "Trague summer
paradise” for vouriss, Oither countries and their populatons do mon exise in
order o give us prcturesgue holiday expenences. They, like us, are entidled
ti choose what they think suits them, !

Culrares change. and the greater the pumber of opuons, the faser
change will be. If one can read about other lifesiyles and values in the

newspaper and swe them on relevision, sdopting them may no longer
wem like as big 2 step 1o ke, Basically, though, theres nothing new
about culiviies changing. colliding with euch other, and cros-pollinating.
They've abways done these things, Culrure means cultivation, and change
and renewal are an inherent part of that. If we i1y m Freeze cormain culvural
pattcens in ume and highlighe them as disinctively American ar Thai or
French or Swedish or Brazilian o Migerian, they oo to be culiure. They
ceaw 1o be a Hving pan of us and msicsd becone muscum relics and
filklore. There is nothing wrong with museums—rthey can be pheasant
places 1o spend an afternoon—bur we canlt live in one.

In coming 1o terms with the wea of solaed and preserved culire,
the Norwegian sociul anthropologist Thomas Hylland Ertksen has poinied
out that culture s 3 proces, nov 2 stane objecr, and therefore cxsennally
unlimined:

When the government s 1o be the guarantor of the population’
cultural dentity, culture bas o be defined and codibied in the

rigid sdministrative language of the burcaucracy. Ir ceases 1o be
living, dynamic, changeable and manifold and bevomes a paclage.

a3 complered jigsaw puszle from which none of the preces can be
temoved withowt spailing the picire.*

Even the raditons we think of s most ‘awthentic’ have generally
resulted from cultural impom® Foreignens often find it hard 0 believe,
bt aine of the most sacred Swediah rradidons is waschiog Donald Dauck on
TV on Christmas Eve, while another, 11 days carlier, imvobees celebrating
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an lealian saint by adoming the hair of bland girs with lighted candles
The Peruvian author Mario Vg [.hlil.l‘.ﬂll‘lﬂhl‘l’:lﬂ.l’l‘l.ﬂ!“ﬂlll‘lw
from his lifdlong stsdies of culiure, French culiare especially, which French
politicians wish to protect with cariffs and subsidies:

And the most admirable loson that | received .. wan the knowdedge
that cultures do not seed o be protected by bureaucrans or police,
confined behind ban, or bolaed by cusoms officials o be kepe
alive, because thar provincialises and stifles chem. They need 1o live
in freedom, exposed 1o exchanges with different culiures, thanks
which they renew and enrich themaselven.

It 1s non the dinamun of Jurassic Mark’ that are threatening the
culture that gave the world Montigne und Flauben, Debussy and
Ceranne, Rodin and Marcel Carne. but the band of demagogues
whiy talk about culiure @ of it were 2 mummy thar cannot be taken
out int the air of rhe workd because freedom would destroy .’

The culiuril encounters of globalisation reduce the risk of people being
trapped tn one culture. This may come a0 bad news 1o the guardians of
tradithon, bur many people can imagine no greater rriumph than cxcaping
from the stercotypes and consiraints of thelr own culture, Globalination
may be necessary in arder 1o escape hidebound gender roles, 1o be allowed
o live scconding w one’s own values, or 1o beeak the family tradition and
enter o carver of one’s owen choosing. Having other culiural expressions o
r:ﬁrmn.an..I‘hwmd‘u:dh Iuinll.indillllwitm“'_rtfliﬁ'
i the enly pesible one when welevision and the intfemer carry =0 much
information abour an infinite number of aliernutives® How cin polincians
qumhmphnhnwhﬁ-mhmﬂrwmm;m‘mmn

gy ofhickils from other countnes! Regulardy meeting people
wlu-d:mnhlnh.mdlh: like onesell i an effective antidote 10 narrow-
mindedness. parochialism, and smug complacency,

The British sociologi Anthony Giddens provides 3 seriking illustration
from his own recollections of how oppressive the one and only solution of
tradition can be:

1f ever 1 am rempred o think tdar the mradidonal Bamily might be
best after all, | rememiber what my great aunt once said 1o me. She
miust have had one of the longest martiages of anyoue, having been
with her husband for over 60 years. She once conhided that she had
been deeply unhappy with him the whole of thar dime. In her day
there was o escape.*



There 8 no universal formula 1o show how much muderniation one
must accept and how many maditiens are m be proerved, Fvery balance
has to be struck by people choosing for themuelves. This can mean, bus
need not mean, that carlier forms of culture fade away. Now thar other
people whe weren't born vo the culrsre can gain sccess 1o 1L s survival
prospects are augmented in 8 different way—instcad of being sustained
by Force of habit, it can spread by deliberae cholce. The author Salman
Rushdic has remarked that b b erees, noe human betrgs. that have oo
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The onward march of freedom

pernes o new influences makes it casy for the most iempring and
convincing ideas m spread. Thar is why the idea of freedom and
individualism has amained such tremendous force in the age of
ion. There are few adeas as inspiring as that of sif. devermination.
When it s discovered thar people in other countres have thar nghe, o
becoines almest lrreatmible. A wasie of the freedom o reccive new ide,
images. and sounds, the freedom 1o choose, quickly leads people 1o demandd
maore choice, more power 1 decide for themselves. Thar i why people
who are allowed w0 enjoy cconomic freedom demand polivical democracy
as well, and why thos anaining democracy demand individual liberry.
The idea of human righes s avelling amound the globe. IF there is any
climination of differences in progress throughour the world, it has boen
the convergence of wcictios on democracy, on people being allowed 1o
live as they please. The similasity consists in more and more people being
allowed 1o be dissienilar.

So much for the racise ides thar certain peoples cannot 'cope’ with
freedom, that they need 3 period ol strong lesders, or that people in one
country can have nothing to sy shout another country’s policie. I other
gEvernments oppros of exterminate their own atisens, we are entitied.
perhaps even dury bound, w combat such scrions. The noton of human
dignity meaning different things on different sides of the border has been
Hrllnﬂnl. Eml‘“ﬁ-hdﬂﬂﬂﬂ.ﬂl in prosecunon, @ milestone
was reached when a Spanish prosecuror prevailed on the British authorities



o arrest former Chilean dicramor Augisto Pinocher while he was visiting
d:LHudMI:uinhliulﬂmﬁ;hudiwﬁdﬂEﬁm
was furious over the decision, even though he has 2 very diffecens polincal
compledion. He appreciated thar the wurld now held Fewer hiding places
for dictarors. Today, despors and maws munderers who as livde as 2 decade
ago could freely travel the world now risk beng hauled in frome of war
crimes ribunals and internatonal courn. Thin development, in murn, has
spurred the activity of natonal judicial wems, which shows thar the
mtermanional messures supplement ruther than supersede local law. In the
furure, perhaps crimes againe humanity will not pay.
The futore is not predetermined. There is no single path, and there
i nothing forcing e o sccept globalisation. The anti-globalist aie
perfectly right about that, Capital can be locked up, trade Bows blocked.
and borders barricaded. This happened a1 least once before, following the
! of the late 19th aenmury. The world had then experienced
m1dp.:¢hﬁfdtmuulliudnumdpumup¢ml'mphuﬂﬂd
crows horders withour passports and find jobs withour work permue. They
could casily become cizens wherover thoy senled. Bur afier decades of
anti-liberal propaganda and nationalistic abre-anling, this openness was
replaced a1 the beginmng of the 20ch century by centralisarion and closed
baeders. Countries thar had been partnen in trade and in the creation
of new valucs began sccing one another as encmies, to be fought in the
name of old values. Markets were 1o be conquecred by force, noi through
free compertition. The outbreak of World War | in 1914 marks the end of
thar perind’s globalisation. Protectioninm and pasporn requirements were
introduced for the first time in several generations
Globalisarion brings with it 3 number of effecos upon which ir is easy
oo cast muspicion—old economic form divrupred, Interesn undermined,
cultures challenged, and wadidonal power wnires croded. When
boundaties become lews important. people. goods. and capitl move
more frechy—but 1o o can crime, fanaticiam, and disease. Advocares of
wont have to show that greater freedom and grearer opperunities
counterbalance such problems. They must point o pouible ways of
i @ serbonis risk thay anti-globalis keas will ke root in the Wetern world,
in which case a downoun or 2 trivial wanfl war, for example, could evoke
a powerful prosecrionist reaction. Afier the Wall Sercet Crash of 1929, the
United Seates switched 10 4 drastic policy of protectioniun; therealier all
it exported for many years was depremion. Ovher governments responded
in kind, and world trade collapsed, diminishing by rwo-thirds in juss
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thice yean. A natonal crisis led 10 woddwide depresion. The meturn of
protecrionism todey would mean stagnation in the sifluent world and
deeper poverty in the developing countries. Ar wors, it would once again
lead to conflict, o countnes mganding each ocher a8 enemion. When
governments turn in upon chemsdves. reganding what is forcign as a threm
ruther than an epporuniny, the emplen and coarsew forms of natonalism
will gain ground.
There is less risk of globalisation crashing and burning in the wme
way today. Imperialist ambirions have been dashed, and globalisation has
taken hold in an unprecedented number of democratic countries ldeas
of democracy and buman right are becoming more and more influertial,
and Asia and Latin America are on the whole more closely integrared with
for regulated, munual trade agreements wirhin, ay, the WTO, so dun
poseerful governments will not be able v crush free crade on a whim, B
even if democracy and the market should continue 1o spread. there is no
single path for everyone. Countries like Burma and Nonh Korea show
that it s possible 1 cut oneelf off from the global environment, as long
as one is prepared 1o pay heavily for doing so in terms of oppression and
poverty. Nor w there anyrhing forcing the EU o liberalise it markens,
if Europeans are prepared 1o take the losses of freedom and prosperiry
that liberalisatmn implies—and if they are prepared w ley the poor of the
ing countrics suffer through their decision to rerain triff walls. It
b pot ‘necessary’ 1o follow the globaliation wend; it is merely desirable.
Globalisation will not keep moving under its own steam if no one srands
up for bt if no one challenges nolstonism.

All change srouses suspicion and anxiety, sometimes justifisbly so: even
positive changes can have toublesome conseguences in the shon term,
Decivdanmakens are unwilling w shoulder rexponsibiliey for failures and
problema It is preferable w be shle 1o blame somenne el Globalisation
makes an excellent sapegoar. It containg all the anonymous forces that
have served this purpose theoughout history: other countries. other races
and ethnic groaps. the uncaring marke, Guhnlhmﬂudnnnm:puh-.m
for sself when politicians blame it for overturning economies, increasing
poverty, and ennching 4 tiny minority, or when entreprencurs sy thar
ﬂd:uilmm mhuihud!u:mdﬁhmm,ufnmlq:hnumpﬂhmm
emvironment, cut jobs, or raie their own alaris. And globalisation docin’t
usaally get any credic when good things happen—when the environment
improves. the economy runs a1 high speed and poverty diminishes. Then
there are plenty of people willing to sccep full responsibility for the course



of evenms. Globalisanon docs not defend waeli. S0 i the wend roward
preater globalisation b to contine, an idenlogical defence will be needed
for freedam from bordens and controb.

In 25 years’ time there are likely 1o be 2 billion more of us on this
planet, and 97% of thar populstion incresse will oceur in the developing
world, There are no awomatic, predetermined proceses deciding whar
sort of a word they will experience and what their opportunices will be.
Mow will depend on what people like you and | believe. think. and figh
toe:

n the Chanese village of Tau Hua Lin. Lasse Berg and S Karlsson meer

pecple who describye the change that has ocourrad in ways of thinking

uince they were lust theve: "The last ime you were here, poople s choughi
andd minds were closed, bound ap.’ Yang Zheogming, one of the farmers,
explains, But when they acquared power over their own land. they became
entithed, for the firer tme, 10 decide something for themselves. Even a
modcst freediom like that was revolutionary, They were forced 1o think for
themselves, 1o think slong aew lincs, They were allowed to sant thinking
mioe about themaelves and their loved oney instead of the leader's dictares.
Individuals are not meams vo a higher end: they are the ends in themsehe
Yang goes on 1o sy that ‘A farmer could then own hinuself. He diil not
need o ssbmie He decided himsell what he wis going wo do, how and
when, The provesds of hin work were his own, Iowas freedom thar came
1o wn. W were allowed to think for ounches.” Author Lasse Berg sums up
his impressions in & more universal obwervation:

It s non only inside the Chinese thar 2 Chinese wall is now being
tors down. Something similar is happening all aver the world, in
Bihas, Fast Timor, Ovamboland. Human beings arc discovering thar
the imadivicddual is enrithed 1o be his own, This has by 0o means been
self-evident before. The discovery engenders 2 longing, noe only fior
freedom but also for the good things in life, for prospering "

This pew mindser, all reervations norwithsianding, must inspire
optimism. We have nor travelled the full distance: coercion and poverry
will cover large arcas of our globe. Grear sethacks can and will scour. Bu
Mpkmhwﬁlhﬁhlﬂrﬂwuﬁﬂwuﬂ
natural or nevessary will no Jonger accept this av the only conceivable sare
of affain. Prople who realise that they ane not merdy the tools of sociery
and the collective bur are ends in themaelves will not be submissive. People
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wha have acquired & taste for freedom will nor consent 1o be shut in by
walls or fences. They will work w0 creste 4 better cxistence for themsdlves
and o improve the world we live in. They will demand froedom and
demacracy. The aim of polites should be ro give them that freedom.
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