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Social Jtice and
Global Trade

by Joseph Stiglitz

HE HISTORY OF recent

trade meetings—from

Seattle to Doha to Can-

cun to Hong Kong—

shows that something is
wrong with the global trading system. Be-
hind the discontent are some facts and
theories.

The facts: Current economic arrange-
ments disadvantage the poor. Tarifflevels
by the advanced industrial countries
against the developing countries are four
times higher than against the developed
countries. The last round of trade negotia-
tions, the Uruguay Round, actually left the
poorest countries worse off. While the de-
veloping countries were forced to open up
their markets and eliminate subsidies, the
advanced developed countries continued
to subsidize agriculture and kept trade
barriers against those products which are
central to the economies of the developing
world.

Indeed, the tariff structures are de-

signed to make it more difficult for develop-
ing countries to move up the value-added
chain—to transition, for instance, from pro-
ducing raw agricultural produce to pro-
cessed foods. As tariffs have come down,
America has increasingly resorted to the
use of nontariff barriers as the new forms
of protectionism. Trade agreements do not
eliminate protectionist sentiments or the
willingness of governments to attempt to
protect producer and worker interests.
The theories: Trade liberalization leads
to economic growth, benefiting all. This is
the prevalent mantra. Political leaders
champion liberalization. Those who op-
pose it are cast as behind the times, trying
to roll back history. '
Yet the fact that so many seem to have
been hurt so much by globalization seems
to belie their claims. Or more accurately,
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it has shown that the process of “liberal-
ization”—the details of the trade agree-
ments—make a great deal of difference.

That Mexico has done so poorly under
NAFTA has not helped the case for liberal-
ization. If there ever was a free trade
agreement that should have promoted
growth, that was it, for it opened up to
Mexico the largest market of the world.
But growth in the decade since has been
slower than in the decades before 1980,
and the poorest in the country, the corn
farmers, have been particularly hurt by
subsidized American corn.

The fact of the matter is that the eco-
nomics of trade liberalization are far more
complicated than political leaders have
portrayed them. There are some circum-
stances in which trade liberalization brings
enormous benefits—when there are good
risk markets, when there is full employ-
ment, when an economy is mature. But
none of these conditions are satisfied in de-
veloping countries. With full employment,
a worker who loses his job to new imports
quickly finds another; and the movement
from low-productivity protected sectors to
high-productivity export sectors leads to
growth and increased wages. Butif there is
high unemployment, a worker who loses his
job may remain unemployed. A move from
a low-productivity, protected sector to the
unemployment pool does not increase
growth, but it does increase poverty. Liber-
alization can expose countries to enormous
risks, and poor countries—and especially
the poor people in those countries—are ill
equipped to cope with those risks.

Perhaps most importantly, successful
development means going stagnant tradi-

tional sectors with low productivity to
more modern sectors with faster increases
in productivity. But without protection,
developing countries cannot compete in
the modern sector. They are condemned
to remain in the low growth part of the
global economy. South Korea understood
this. Thirty-five years ago, those who ad-
vocated free trade essentially told Korea
to stick with rice farming. But Korea knew
that even if it were successful in improving
productivity in rice farming, it would be a
poor country. It had to industrialize.

What are we to make of the oft-quoted
studies that show that countries that have
liberalized more have grown faster? Put
aside the numerous statistical problems
that plague almost all such “cross-coun-
try” studies. Most of the studies that claim
that liberalization leads to growth do no
such thing, They show that countries that
have traded more have grown more. Stud-
ies that focus directly on liberalization—
that is, what happens when countries take
away trade barriers—present a less con-
vincing picture that liberalization is good
for growth.

But we know which countries around
the world have grown the fastest: they are
the countries of East Asia, and their
growth was based on export-driven trade.
They did not pursue policies of unfettered
liberalization. Indeed, they actively inter-
vened in markets to encourage exports,
and only took away trade barriers as their
exports grew. They avoided the pitfall de-
scribed earlier of individuals moving from
low-productivity sectors into zero produc-
tivity unemployment by maintaining their
economies at close to full employment,
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The point is that no country approach-
es liberalization as an abstract concept
that it might or might not buy in to for the
good of the world. Every country wants to
know: For a country with its unemploy-
ment rate, with its characteristics, with its
financial markets, will liberalization lead
to faster growth?

If the economics are nuanced, the pol-
itics are simple. Trade negotiations pro-
vide a field day for special interests. Their
agenda is also straightforward: Exporters
want others’ markets opened up; those
threatened by competition do not. Trade
negotiators pay little attention to princi-
ples (though they work hard to clothe their
position under the guise of principle).
They pay attention to campaign contribu-
tions and votes.

In the most recent trade talks, for ex-
ample, enormous attention has been fo-
cused on developed countries’ protection
of their agricultural sectors—protections
that exist because of the power of vested
agricultural interests there. Such protec-
tionism has become emblematic of the hy-
pocrisy of the West in preaching free trade
yet practicing something quite different.
Some 25,000 rich American cotton farm-
ers, reliant on government subsidies for
cotton, divide among themselves some $3
billion to $4 billion a year, leading to high-
er production and lower prices. The dam-
age that these subsidies wreak on some 10
million cotton farmers eking out a subsis-
tence living in sub-Saharan Africa is enor-
mous. Yet the United States seems willing
to put the interests of 25,000 American
cotton farmers above that of the global
trading system and the well-being of mil-

lions in the developing world. It is under-
standable if those in the developing world
respond with anger.

The anger is increased by America’s al-
most cynical attitude in “marketing” its of-
fers. For instance, at the Hong Kong
meeting, U.S. trade officials reportedly of-
fered to eliminate import restrictions on
cotton but refused to do anything about
subsidies. The cotton subsidies actually al-
low the U.S. to export cotton. When a coun-
try can export a particular commodity, it
does little good to allow imports of that
commodity. America, to great fanfare, has
made an offer worth essentially zero to the
developing countries and berated them for
not taking it up on its “generous” offer.

At home, the Bush administration
might be working harder to provide great-
er access to low-cost drugs. In trade nego-
tiations, though, it takes the side of drug
companies, arguing for stronger intellec-
tual property protection, even if the pro-
tection of pharmaceutical-company patents
means unnecessary deaths for hundreds of
thousands of people who cannot afford the
monopoly prices but could be treated if ge-
neric medicines were made available.

The international community has an-
nounced its commitment to helping the
developing countries reduce poverty by
half by 2015. There have been enormous
efforts at increasing aid and debt relief.
But developing countries do not want just
a hand out; they want a hand up. They
need and want enhanced opportunities for
earning a living. That is what a true devel-
opment round would provide.

In short, trade liberalization should be
“asymmetric,” but it needs to be asymmet-
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ric in a precisely opposite way to its pres-
ent configuration. Today, liberalization
discriminates against developing coun-
tries. It needs to discriminate in their fa-
vor. Europe has shown the way by opening
up its economy to the poorest countries of
the world in an initiative called Every-
thing But Arms. Partly because of compli-
cated regulations (“rules of origin”),
however, the amount of increased trade
that this policy has led to has been very
disappointing thus far. Because agricul-
ture is still highly subsidized and restrict-
ed, some call the policy “Everything But
Farms.” There is a need for this initiative
to be broadened. Doing this would help the
poor enormously and cost the rich little. In
fact, the advanced industrial countries as
a whole would be better off, and special
interests in these countries would suffer.
Thereis, in fact, abroad agenda of trade
liberalization (going well beyond agricul-
ture) that would help the developing coun-
tries. But trade is too important to be left
to trade ministers. If the global trade re-
gime is to reflect common shared values,
then negotiations over the terms of that
trade regime cannot be left to ministers
who, at least in most countries, are more
beholden to corporate and special inter-
ests than almost any other ministry. In the
last round, trade ministers negotiated over
the terms of the intellectual property
agreement. This is a subject of enormous
concern to almost everyone in today’s so-
ciety. With excessively strong intellectual
property rights, one can have monopolies
raising prices and stifling innovation. Poor
countries will not have access to life-sav-
ing medicines. That was why both the Of-

fice of Science and Technology Policy and
the Council of Economic Advisers opposed
the TrIPs (intellectual property) provi-
sions of the Uruguay Round. It reflected
the interests of America’s drug and enter-
tainment industries, not the most impor-
tant producers of knowledge, those in
academia. And it certainly did not reflect
the interests of users, either in the devel-
oped or less-developed countries. But the
negotiations were conducted in secret, in
Geneva. The U.S. trade representative
(like most other trade ministers) was not
an expert in intellectual property; he re-
ceived his short course from the drug com-
panies, and he quickly learned how to
espouse their views. The agreement re-
flected this one-sided perspective.
Several reforms in the structure of
trade talks are likely to lead to better out-
comes. The first is that the basic way in
which trade talks are approached should
be changed. Now, it is a clear negotiation.
Each country seeks to get the best deal for
its firms. This stands in marked contrast
to how legislation in all other arenas of
public policy is approached. Typically, we
ask what our objectives are, and how we
can best achieve them. Around those
themes, of course, there are negotiations.
There are often large differences in views
both about what should be the objectives
and how best to achieve them. If we began
trade talks from this position of debate and
inquiry, we could arrive at a picture of
what a true development round lock like.
Thinking of the task of the wTo as cre-
ating a legal framework reflecting princi-
ples of fairness, social justice and
efficiency—akin to how we think about do-
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mestic rules and regulations governing
economic behavior—helps us think about
what other reforms are needed. We simply
need to think about how we attempt to im-
prove the quality of domestic democratic
processes and legislation by increasing, for
instance, transparency and other gover-
nance reforms.

Transparency is essential so there can
be more open debate about the merits of
various proposals and a chance to put a
check on the abuses special interests.
Clearly, had there been more transparency
and open debate, the excesses in intellec-
tual property protection of the Uruguay
Round might have been avoided.

As more and more countries have de-
manded a voice in trade negotiations, there
is often nostalgia for the old system in
which four partners (the U.S., Eu, Canada
and Japan) could hammer out a deal. There
are complaints that the current system
with so many members is simply unwork-
able. We have learned how to deal with
this problem in other contexts, however,
using the principles of representation. We
must form a governing council with rep-
resentatives of various “groups”—a group
of the least developed countries, of the ag-
ricultural exporting countries, etc. Each
representative makes sure that the con-
cerns of his or her constituency are heard.
Such a system would be far better than the
current “green room” procedures wherein
certain countries are put together (in the
green room) to negotiate a whole or part
of the deal.

Finally, trade talks need to have more
focus. Issues like intellectual property
should never heven have been part of the
Uruguay Round. There already was an in-
ternational institution dealing with mat-
ters of intellectual property. It is not only
that trade ministers are ill-equipped to un-
derstand what is at issue, and they are
therefore subject to undue influence from
the special interests that have long held
sway over trade ministries. Broadening
the agenda also puts developing countries
at a particular disadvantage, because they
do not have the resources to engage on a
broad front of issues.

The most important changes are, how-
ever, not institutional changes, but changes
in mindset. There should be an effort on the
part of each of the countries to think about
what kind of international rules and regula-
tions would contribute to a global trading
system that would be fair and efficient, and
that would promote development.

Fifteen years ago, there was a great
deal of optimism about the benefits which
globalization and trade would bring to all
countries. It has brought enormous bene-
fits to some countries; but not to all. Some
have even been made worse off, Develop-
ment is hard enough. An unfair trade re-
gime makes it even more difficult.
Reforming the wto would not guarantee
that we would get a fair and efficient glob-
al trade regime, but it would enhance the
chances that trade and globalization come
closer to living up to their potential for en-
hancing the welfare of everyone. (B
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