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prepaganda machine, a financial-intellectual complex backed by
money and power,

This nco-liberal establishment would have us believe that. during
‘s miracle years between the 1960s and the 1980s, Korea pursued a
neo-liberal economic development strategy.” The reality, rosﬁﬁé was
very different indeed. What Korea actually did Q:E:r these decades
was to nurture ce crtain new industries, selected by the government

in consultation with the private sector, z:c:mr Jariff protection,
subsidies

and other forms of government support (e.g., overse:

mar _S::c infor mation services provided by the s stale expart ﬁ%:&&
until they ‘grew up’ ;m:o_.._lm: to withstand ::C:E::E_ competition.
:E mcﬁ::dn:ﬁ oﬂ,\:‘mﬁ_ all :dm banks, so it couid %?Q the life blood
of T:m_:n?

Cmn_: f::c big projects were ::%3&8: a:?:z by
wr:m owned enterprises — the steel :Zrnﬁ me@O vn_:m the best
example ;_:._c:m: the EE:Q :,_a. A pragmatic, rather than ideo-

logical, m:::mm to the issue of state ownership, Q:S:m enterprises

worked En: that was fine; if ES\ n__; not invest in important areas,
the government had no L:&_: mrc:_ setting up stale- QE:& enter-

 prises ?Cri m:g _w m:_:m ﬁ:S: m:_m_w:vov Sn?. ::m:i:mmmm :g

:ccn,:::m_: c:o: ﬁocr _._m_: avern, re

not &E&i sold them off again.

The Korean government also had absolute control over scarce
foreign cxn_z:mm (violation of FFE: G?r;:rn controls could be
punished with fhe

death penalty). When combined with a carefully

designed list of t:c::r in :E use of r:ﬁm: mxorm:am, it ensured

:w.ﬂ,ﬁ_::a_% and industrial inputs. The Korean government heavily
controlled foreign investment as well, welcoming it with open arms
in certain sectors while shulting it out completely in c:wﬁ; according

to the evolving national de evelupment plan. It also _._ma a lax attitude

that hard-carned forej ign r:: :CmJ were used m:, E::i_m.w vital

towards foreign batents, encouraging _,m,a;m engineer ing’ and over-

E:_.::m. pirating’ of patented products.

The popufari mpression :ﬁmczﬁ as a free- trade economy was created

by its export success. EE export ucce.

~ :::mﬁ Eﬁ simple Tz:#,:? and cheap ele p:o:_C - Emwn m: means
i
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ss does not require free tr zam as
??: and China have m_,,o shown. ﬂcﬁm: exports in the carlier | w ::g

ECN}EHW_CCT.m ECONOMIC MIRACTE

to carn the hard currencics ne eded 10 pay | for the advanced techaolo-

gles and nxﬁm;f:a EFFT_:? :r: were nece sary for the new,

%:FE: :&:ﬁ:? which werc E:RQQ_ d::w: Z:: and subsidies.
At the same time A:.:.::i ection and f:@,:_:.; were not there (o siveld

industries from interaational competilion forever, but to give them the

time to absorh new technologies and establish new organizational capa-
bilities until they could compele in the world market. har

The Korean economic miracle was the r sult of a cleverand prag ™7
matic mixture ..i :r:%ﬁ Incentives and state m Q_:: The Korean

government did not vanquish the market as the communist states Jid.
However, it did not have blind faith in the free market cither. While
it took markets seriously, the Korean strateg y recognized that they
often need to be corrected through policy ::2<E:_::

Now, if it was only Korea that becanie rich through such "heretical’
policies, the (ree-market gurus might be able to dismiss it as mer ly

the exception that proves the rule. Howe ever, Korea is no :?%::

As T shall show later, 1 r%ﬁ_ countrie
including Britain and the uUs, the ,.E,%cé; homes of the free _:ﬁ:r:

and free trade, _ZS. _ucn:m: rich an the basis of policy recipes that

practically il ol today’s dev

g0 against the ci_ucacx% of neo- liberal cconomics,
__3.,_3\1,_&._ countries :.,Qm protection .:i::r ::5 while discrim-
all anathema to 813\ S cconomic

:E::m against ?:Em: :2233

ci:cgcﬁ\ and now sever ely restricted by multifateral treatics, like the
WTO Agreements,
financial organizations tnotably the IME and the World Banl). There
are a few countries that did not use much proiection, such as the
and (until the First World War) Switzerland. But they

deviated from the 24_5%;% mn other wavs, such as their retusal to

»

and proscribed by aid donors and inte rmational

Netherlands

s rich count _n, on policies

The records of today

m;:::m.::mm ninvestme E .,E_c cs::.i _:Eﬁ_:n L NACTOC .:::_:F

protect patents,

_:,:Srm_: ent and political institutions also show s m_::fzi %S;.

:o:ff::ri@,clwcgc %Srn_:__:m%oé:r_F,_;.
‘}w\.&c\ then don't the rich countries recommend 1o today’s devel-
oping ,.oc:::_m the s :n:pr_ s that served them 50 well? 55 do 3@
instead hand out a fiction ,_vc:w the _:u:: y of f:::_?E and a bad

onc at that?




The Lexus and the olive
tree revisited

Myths aud facts about ¢lobalization

Onee upon a time,

e leading car maker of o developing country
exported s first passenger cars (o (he US, Up to that day, the lide
company had anfy made shoddy products — poor copies of quality
items made by richer

ountries. The car was nothing tao sophisti-
t

wils 4 big moment For the country and its

cated - just u cheap

subcompact (one could have calied it “four wheels
3ul

exporters fell prond.

and an ashira

Unfortunately, the product failed. Most thought the lintke car Tooked

fousy and savvy hovers were reluctant o spend serions money on a

familv car that came

rom i place where only second-rate products

WeTre |

ade, The car bad o be withdrawn from the US market. This

disaster fed 1o a maior debate among the country’s cilizens.

Aany argued that the company should have stuck 1o its original

business ol making simple textile machinery, After all, the country’s

biggest export item was silk. If the company could not make good
cars after 25 years of trving, there was no fulure lor i The govern.
ment had given the car maker CVETY opportuniy o suceeed. 1t hud

ensured high profits for it al home through high tariffs and draconian

conttols on foreign investment in the car industey, tewer than ten

/

years ago. it even gave public money to save the company from inami-

nent bankrupicy. So, the critics argtied, forergn cars should now be et

. . ; T .
n reely and forcign car makers, who Tad been kicked out 20 ve

betore, allowed 1o set up shap again,

Ohers drsagreed . ey Ay

d that no country had got anywhe

withaut developing ‘serious” industries like automobile production.

1)
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They just needed miore time to make cars that appealed to everyone,
The year was 1958 and the countyy was, in fact, Japan. The com pany

was Toyota, aud the car was called the Toyopet. Toyota st

arted out as

a manufacturer of textile machi nery {Toyoda Automatic Loom? and

moved into car production in 1933. The Japanese go

vernment kicked
out General Motors and Ford in 1939 and bailed out loyota with

money from the central ?::i wm:r

of Japan v....m._.w‘._ m.@.%@&m& Japanese

cars are considered as ‘natural’ us Scotlish salmon or French wine, but
fewer than 5o years a 0. most people, including many Japanesc, thought
the Japanese car wmdustry simply should not exist. ¢

Half a century after the Toyopet debacle, Toyota’s luxary brand
Lexus has become something of an icon for globalization, thanks to
the American journalist Thomas Friedman’s book, The Lexus and
the Olive Tree. The book owes its title to an epiphany that Friedman
had on the Shinkansen bullet train during his trip to Japan in 1992,
He had paid a visit to a Lexus factory, which mightily impressed him.
On his train back from (he car factory in Toyota City to Tokyo, he
Lame across yet another newspaper article about the troubles in the
Middle East where he had heen a long-time correspondent. Then it
hit him. He realized that that *half the world seemed to be . .. intent
on _E:%:m a better Lexus, dedicated to ::im::i:m. streamlining,
and privatizing their economies in order to thrive in the system of
globalization. And half of the world — sometimes half the same country,
sometimes half the same person —was still caught up in the fight over
who owns which olive tree’

According to Friedman, unless they fit themselves into a partic-
ular set of economic policies that he calls the Golden Straitjacket,
countries in the olive-tree world will not be able to join the Lexus
world. In describing the Golden Straitjacket, he pretty mach sums up
taday’s neo-liberat geonamic orthodoxy: in order to fit into it, a

~country needs to privatize state-owned enterprises, maintain low infla_

tion, reduce the size of government bureaucracy, balance the budge

(if not running a surplus), liberalize trade, deregulate foreign invest-

ment, deregulate capital markets, make the currency convertible,
"reduce corruption and Privalize pensions.> According to him, this is

:..m .c;:_.x path to success in the :né.m?r&..mnc:c:% His Straitjacket
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is the only gear suitable for the harsh but exhilarating game of global-
ization. Friedman s categorical: “Untortunately, this Golden
Straitjucket is pretty much “one-size fits all” At is notalways pretty
or gentle or comfortable. But it’s here and it’s the only model on the
rack this historical scason

However, the tact is that, had the fapanese government fullowed
the free-trade economists back in the eatly 196uvs, there would have
been no Lexus. Toyota today would, at best, be a junior partner to
some western car manufacturer, or worse, have been wiped oul, The
same would have been true for the entire Japanese cconomy, Had the
country donned Friedman’s Golden Strailacket early on, fapan would
have remained the third-rate industrial power that it was in the 1960s,
with its income level on a par with Chile, Argenting and South Africa?
~itwas thena country whose prime minister was mnsultingty dismissed
as ‘a transistor-radio salesman’ by the French president, Charles e

Gaulles In other words, had they followed Friedman’s advice, the

lapancse would now not be exporting the Lexus but still he fighting

over who owns which mulberry tree.

; The official history of globalization

Our Toyota story suggests that there is something spectacularly

jarring in the fable of globalization promoted by Thomas Fricdmanp
and his colleagues. In order to tell you what it is exactly, | need to

tell you what T call the ‘official history of globalization” and discuss

its limitations.
According to this history, globalization has progressed over the Tast
three centuries in the following way:* Britain adopted ree-market and

free-trade policies in the 15th century, Emm ;rmmm .‘,.v.ﬁ,ﬁ.;rEﬁnc:_:_.ﬁm.
"By the middlé of the 19th nm_.:.:m_v\,::.hm superiority ol these policies
“hecame so obvious, thanks o Britain’s mwaﬁ.;.n:r,; CCONOINIC SUCCEsS,
hat other colntries m_ﬂmx.mg::.m&.m__.xm.d,m their tradé and deregulating

their domestic economies. ‘This Tiberal world order, perfected around

1870 under British hegemony, was based on: laissez-faire industrial poli-
cies at home; low barriers to the international Hows of m.ﬂ..a.,:,.?”_ capital
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tand labour; and macroeconomic stabil ity, both nationaily and interna-
' tionally, gnaranteed by the principles of sound money (low inflation)
and balanced budgels. A period of unprecedented prosperity followed.

C:mc::sn;&? :::mﬁ started to go wrong after the First World

War. In response to

he ensuing ‘instability of the world e econamy,
countries unwisely began to erect trade barriers s again. In 1930, the US

abandoned fre ce trade and enacted the infamous Smoot. IAE.; Y E:;

' Countries like Tn__.:::d\ and Japan abandoned TiBeral tc:C? and
erected high trade ?:: ers and created cartels, which were mtimately
associated with their fascism and exte rnal aggression. The world free
trade system finally ended in 1932, when Britain, hitherto the chamn-

pion of free trade, succumbed (o 8:%?::5 and itseif re-introduced
tariffs. The resulting contraction and instability in the world e economy,
and then, finally, the Second World War, destroyed the last remnants
of the first liberal world order.

After the Second World War, the world e economy was re-organized
on a more :rﬁ.&.::..o this time under American rmmm_so_é In par-
ticular, some significant progress was made in trade | &;.m:wmmcz
n::c:m_:m:n:..ro::: ies through 5 mﬂ:bw OmCJ_ ?q eneral Agreement
on Trade and Tariffs) talks. But protectionism and state intervention
still persisted in most developing ¢ untries and, needless to say, in the
communist countrics.

Fortunalely, illiberal policies have been r:rl% abandoned across the
world since the 1980s following the rise of neo- liberalism. By the late
19705, the failures of so- called import s substitution industrialization Cvc
‘in’ mﬁicm_:w rc:::._ﬁ ~ based on protection, subsidies and regula-
tion — had become too obvious to ignare.” The economnic ‘miracle’ in

" The idea behind import substitution industrialization is that a backward country
starts producing industrial products that it used 1o import, thereby ‘substitti ng’
imported industrial products with domestically produced cquivalents, This is achieved
by :Er:,E imporls artificially expensive by means of tariffs and quotas against
._:%cln or v:?_a_nf fo domestic cz:_:na; The strategy was adopted by many ?_9

American pcc::: § in :F 19305. At ﬁr.p ::# ‘most omﬁﬁ %.sm_cw_:  countries were

not in a position to practise the 151 strategy, as w:nffm? either rc_c:_c, or subject
10 ‘unequal treaties’ that deprived them of the tight to set their gwn r‘:,ﬁm.?m befow),

The isi iﬂ;nm% was adopted by most ather develaping countr;

adopted by most 052 a?o_c_:zw countries after

they mn::i_
::_mﬁm:am_:m vn:zn.n: :# ::L 9403 u:a :E mid-1960s.

THE LEXUS AND THUE OLIVE TREL REVISITIE

East Asia, which was m_ﬂmm% practising tree trade and welcoming foreign

5%&59: was a wake- up nm: ?:. the GSQ ,mneﬁr%_zm countries. After

ﬁrm 1982 Third gi& am? crisis, many developing countries abandoned

interventionism and protectionis s, and embraced :mo;_.mvnn;@j. The
crowning glory of this trend towards global mtegration was the fall of
COMIMURISM n 198y,

These national policy changes were made all the more necessary
by the unprecedented acceleration in the de evelopment of transport
and communications te echnologies. With these developments, the
possibilities of entering mutually beneficial economic ar angements
with partaers in faraway countries — through international trade and
investment - increased dramatic cally. This has muade openness an even

more crucial determinant of a country’s prosperity than before.

Reflecting the deepening global economic inte egration, the global
governance system has recently been strengthened. Most i mmportantly,
in 1995 the GATT was upgraded to the WTO (Warld Trade
Oavn::mm:c:v a powerful agency t. ,_::m for tiberalization not just

in trade but also in other areas, like foreign investment re r:?::: and

_:Hm:mrﬁ:;_ property :mr; The WO now forms the core of the
m_cvm_ “economic governance system, together with the [MF
(International Monetary Fund) - in charge of access to short-term
finance ~ and the World Bank — in charge of longer-term investments,

The result of all these developments, according (o the official history,
is a globalized world economy Q::GLEE.W in its liberality and poten-
tial for prosperity only to the earlier ‘golden age’ of liberalism
(1870-1913). Renato Ruggiero, the first a:nnri general of the WO,
solemnly declared that, as a consequence of this new world order, we
now have ‘the potential for eradicating global poverty in the eurly part
of the next [21st] century - a Utopian notion even a few decades 5 Ago,
but a real possibility today,”

This version of the history of globalization is widely accepted. It
is supposed to be the route map for policy makers in stecring their
countries towards prosperity, Unfortunately, it paints a fundam cntally
misleading picture, distorting our understanding of where we have
come [rom, where we are now and where we may be heading for. Le

see how,
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0On 30 June 1997, Hong Kong was otficially handed back ro China by
its last British governor, Christopher Patten. Many British commen-
tators fretted about the fate of Hong Kong’s democracy under the
Chinese Communist Party, although democratic elections in Hong
Kong had orly been permitted as fate as 1994, 152 years after the start
of British rule and only three years before the planned hand-over. But
o one seems o remember how Hong Kong came to be a British
possession in the first place.

I::m Kong became a British colony after the

g Treaty of Nanking
in iﬁ& the result of 1.:{ Cm::: War,

This was a particularly shameful
episode, even by the standards of 1oth-century imperialisim,
r_:s::mu British taste dor

o e S

The
a had created a huge trade deficit with
:EZ Ina gc%m rate atte :::r%_:c :ﬁ gap, a:r:: A:Ea_ nwmm_::w
“opium produced in India to ¢ hina. The mere detail that selling opium
was illegal in China could not possibly be allowed to obstrucl the
‘noble cause of _ZE:C:NJ the books. When a Chinese official se ized
an _:F: cargo of opium in 1843, the Br _:,.r m:(\m_:Em:ﬁ used it as an
excuse to fix the t_o_u_m_d once and for all by deglaring war, China

was heavily gmrﬂ:& in the war and lorced to slgn L

;:_:: g which :Ep_n C ::E lease’
up its right to set its own (a: riffs.

Hong Kong to Britain and give
So there it was — the se H-proclaimed leader of the ‘liberal’ world
declaring war on another country because the latter was getling in
the way of its illegal trade in narcotics, ‘The truth is that the free

movement of goods, people, and money that developed under British
rmm emony between 1870 and 1913 — the

first cpisode of g lobalization

.i.;.é.wu...f made possible, in lurge part, by :::ZQ might, rather than

market forces. Apart from Britain itself, the bractitioners of free trade

during this period Were ‘mostly we

R o

aker oc:_:: es 2#: had been force od

into, rather than had voluntarily nio_:ni it as a result of co olonial

rule or ‘unequal treaties’ (like the N Nanking Enﬁﬁ which, among

other things, amw:,:\mn_ them of the right to set tariffs and imposed

externally determined _ci [i . -rate faritls (3 ‘Maw.wcs:::,:

f
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Despite their key role in promoting ‘free’ trade in the lage 19th and
early 20th centuries, colonialism and unequal treaties hardly get any
mention in the hordes of pro-globalisation hooks. Even when they are
explicitly discussed, their role is scen as positive on the whole. For
example, in his acclaimed book, Empire, the British historian Niali
Ferguson honestly notes many of the misdeeds of the British empire,

including the Opium War, but contends that the British eMmpire was a
good thing overall — it was arguably the cheapest way to guarantee fre
trade, which benefits everyone.” However, the cowntries under colonial
ruie and unequal treaties did very poorly. Between 1870 and 1913, per

capila :?o:ﬁ. _: >;E ?xn_:g_:r Japan) grew at o. h_ﬂ\. per year, while

that in Africa mRE at 0.6% per vear.” The ¢ correspanding figures were
1.3% for Western Europe and 1.8% per year for the USA2 Tt s particu-

r:.q ::Qnm::m to note that the Latin American countries, which by that
time had regained tariff autonomy and were boasting some of the highest
tariffs in the world, grew as fast as the US did duri ing this period. ™
While they were > imposing free trade on weaker nations through
colonialisoy and une equal treaties, rich countries maintained rather
high tarifls, especially industrial tariffs, for themselves, as we will sce
in greater detail in the nextchapter. Tix begin with, Britain, the supposed
home of free trade, _was one of ﬂrmajcfvt::?rs:_i countries wuntil
it converted to free trade in the. :,___Q. Mwm:. century. There was a brief
period m_::zm the 1860 and :5 :ﬁ\cr when some cthing appr ear?:m

,.m
::232 :dm m:éma m::; :<&

cially with zero tariffs in Britain.

free trade did e:# in Europe,

From the ._mxcm, most European

countries raised protective ?:Bﬁ.w again, partly to protect their
larmers from cheap food _E@::ma from the New <<:lg and E:F

5 @_E:c?, :gm: :ng&\ m:._m@::u 325\ _sm:v:_o? ,_,:rr as ste m_ LZE-

cals and :ZQ::Q% * Finally, even Britain, as 1 have :o?iu the chief
mRT:mQ of the first wave of globalization, abandoned free trade and

re-introduced tariffs in 1932. The official history gmxr:_é this cvent as

m:?:: m.eFQ:j_u_:v to :ﬁ.?:#:m:s: of w::nr:c:_v.: ?: : Jﬁ_-

S:% E_? to mention z#: ::ﬁ was L:m to the &E_Em in w::,.r

.u.n,a._a:% nrn, G

in developing their own new jndustries.
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Thus, the history of the first globalization in the late 19th and carly
20th centuries has been rewritten today in order to fit the current
neo-liberal orthodoxy. The history of protectionism in today’s rich
countries is vastly underplayed, while the imperialist c:wE of the
high degree of global inlegration on the part of today developing
countries ts hardly ever mentioned. The final curtain 855% down
on the episode — that is, Britain’s abandonment of free trade — is also
presented in a biased way. It is ran ely mentioned that what re ally
made Britain abandon free trade was precisely the successful use of
protectionism by its competitors,

Neo-liberals'vs neo-idiotics?

In the c:FE_ history of m_:?:_\m:c: the carly post-Second-World-
. War period is portrayed as a period :?:Q:dt?g mhcg:.ﬂ:_s: While
there was a m_v_:?.mzﬁ ncrease _: EFWE::: among the :nr coun-
tries, mrr&mﬁ:_zm :_m: vmos;w it is said, most deve _o?:m countries
refused to fully participa te in the global cconomy until the 1980s, thus
roE_:m themselves back from economic progress.

This story misrepresents the process of globalization among the

rich" ccountries during this period, These countries dic | significantly

_CEQ. their tariff barr _n rs _gm:amn: the _cmcm and the 1970s. But during

this period, :._2\ also used_many other :i_o:z_;:r policies to

promote their vwn economic %Su_:E:Q: — subsidies ?,%cr_m:x tor
research and development, or R&D), state- cE:mam:_m%:v €5, govern-

ment direction of banking credits, capital controls and so on. When
they started implementing neo- _:umwt,.tmowmm.::s their growth
decelerated, In the 1960s and the 19708, per capita income in ﬁrm rich
_countries grew 3. 3.2% a year, but its growth rate fell substantiatly

o 2,1% in the next go decades. s

But more misleading is the portrayal of the ¢ experiences of devel-

oping countries. The postwar period is described by the ::_QL_

7552&# ol globalization as an era of economic disaslers in »&mun
countries. This was because, they

.

y argue, these countries believed in
wrong’ economic theorics that made them think they could defy
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market logic. As a resuit, they suppressed aclivilies which they were

good at (agriculture, mineral

facturing) and w_oao:& s,::m 2%?: t mﬁ:on? that made them

iEn:o: &E p_.,::: EE:..:R manu-

B s et AR P, NSy

feel proud but were economic nonsense — the maost notorious
of this is Indonesia producing heavily subsidized ]

s example
aeroplancs.
The right to L&:::F,:F protection’ that the »Fﬁ;o PINg countries

s¢ rz?g in Emﬁ at the m >: s tc._:ﬁap_ as “the proverbial rope on

which to r;zm. onc’s own e cconomy’’ in a well-known article by Jeffrey
Sachs and Andrew Warner.' Gustavo Tranco, a [ormier president of
the Brazilian central bank (1997—99), nade the same point more
succinetly, il more crudely, when lie said his policy objective was ‘1o

undo forty years of stupidity” and that the only choice was "to be

neo-liberal or neo-idiotic’”

The problem with this interpretation is that the ‘bad old dayy’
the developing countries weren't so bad at all. C:::m the 1960s and
the 19705, when they were pursuing the 'wrong’ ﬁc::c of profee
tionism and state intervention, per capia income in the L.c,a.ﬁ._ﬁ..,.m_:m

countries grew by 3.0% annually As my esteemcd Q,H_E uc Professor

Ajit Singh once pointed out, this was the period of ‘Industrial

mS.o_::c: i the Third World™ " This growth rate is a ht ge improve-

age of
imperialism’ {sec above) and compares ZEEET? with the 1-1.5%
achieved by the rich countries a:::w the Industrial :n alution in :#

ment over what ::J achicved z:aﬁ free trade during the

59 century. It also remains the best that they have ever recorded.

" Since the Emo.: alter :._ >y ::EE:E: ~d neo- :rn raf m_c::m they grew

B O ————

at only m_::: half the e spe oa seen in :E 19605 and the 19705 {1.7%).

S et

Growth Loz rd n_cE: in the _Fr nc:_::? loo, ?: the ,.,_ciﬁ_:E:

was less :Sl?& ﬁ Tom 3.2% (o 2 mo\;v not least _um cause they did not

introduce neo-fiberal pe policies to the same extent as the de eveloping
countries did. The average growth rate of deve eloping countries in this

period would be even lower if we exclude China and India. These two

countrics, which accounted for12% of ::.:r_mﬁr%_:aQE:: vy income

in 1980 ang 30% in 2000, have so far refused (o nut on ‘thomas
Friedman's Golden J:u::%rm_ o
Growth failure has been particularly noticeable In Latin Ameri

m:a >?FL 279 :nc __Uor: DTOZrANINeS were ::E :E:F& maore
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. 502:@:; than in Asia. | [n the 1¢ 1960s and the 19708, per capita income

in Latin ?:Q:.m was m:ﬁi:v at3.1% per M\Sﬁ slightly faster than the

de eveloping 8_._::% average. Brazll, especially, was growing almost as
fast as the East Asjan ‘miracle’ economies.

1ce the 19808, however,

when the continent _embraced neo- :vnE__mE rm:: Ameri ica has been

growing at less than one- :E‘m of the rate 3 the ?& old &.&G Even

il we | m;ro:i :go 19805 as 2 gmf&m of - AL:m:d.m:ﬁ and take it out of

::w m@:m:cz bm,‘..&ﬁﬁ: _mno.m,:w in ::.:.w ﬁmm_o: n_:::m the 19905
al basically half th

W:.S\.

¢ rate of the ,—umn_ c_m a&\ "{3.1% vs le.ﬁ.\.lv awmﬂéo

uocc and 2005, :um wnmmo: has r:.n even Eo}n it virtually stood still,

E:T .oE capita fncome w::ﬁ:m ar o:% o, oc\u ber year.™ As for Africa,

its per capita income grew E_n::a:\ si¢ VE_U\ even in the _co:J ,:E the

19705 (1-29% a ye :v Bul since the 1980s, the region _Ew seen a :: E
:S:m standards. This record is a damning indictment of the

liberal c:rcgcx% because most of the >::Q: mro:o:ﬁﬁ _§<n vmm:

neo-

practically run by the IMF an ,a:w <<c_w_m. B: _A over the @wm quarter
of a century.

The poor growth record of neo-liberal globalization since the 19805
is particuiarly embarrassing. Accelerating growth —if necessary ar the
cost of increasing 53:&_3\ and possibly some increase in poverty —
was the proclaimed goal of neo-liberal reform. We have been repeat-
edly told that we first have to ‘create more wealth” before we can
distribute it more widely and that neo-liberalism was the way to do
that. As a result of neo-liberal

policies, income inequality has

_Jh_‘m.;m& _: ::vﬁ CCE::_ 5 a8

predicted, but _growth has actually

m_czna gcé: significantfy.
Eoﬁ.@mm ", cconomic kitstability has markedly increased during the
period of neo-liberal dominance. '} the world, e

world, has seen more frequent and larger- .,rn;

specially the developing

financial crises since
_the 1980s. In othe er words, neo-liberal m_crm:mﬁ:_c: has failed to deliver

on all fronts of cconamic [ife — gr 33.: E:m:Q and JE_U_::\ Despite

this, we are rc:mr::@ told how neo-liberal globalization has brought
unprecedented benefits,

The distortion of facts in the official history of globalization i§ also
evident at country level. ¢ -onirary to what the orthodoxy would have.

us believe, virtually ail the successful developing countries. since the

LS
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Second World War initially atiopalistic_policies,

succeeded through

using protection, subsidies and other forms of government inter-
vention,
I'have already discussed the case of my native Korea in some detail

in the Prologue, but 092 ::ELm nrc:o::S 2 _J?ﬁ >.wE. ?Eo also

succeeded through a strategic approach (o ::mm?:_:: with the global
economy. Taiwan used a strategy that is very similar to that of Korea,

m n_::o:mr; :mmnm vrﬁpc@mﬁa w_:m%:wmm :::nrﬁn:f:\n_%i:? _xu_:m
' somewhat friendlier to foreign investors than Korea was. Singapore
has had free trade ﬁi _A__Fﬁ_ rmﬁ: y on ::o_r: investiment, _i: even
so, it does nat conform in other Eé?? to the neo-liberal ideal,

Though it welcomed foreign investors, it used considerable subsidies

in order to attract transnational no_ﬁc?:_czr. in ::r_ﬁ:? : ::Zg

ered :Z?&F. m.%mimm« n :4@ _,:c:d of gove E:im_: :anrjm:m
:53::2:8 and na:nm::: . %,mﬁ ed at E_.:r:_a: :5:;:.
Moreover, it has one of the _n:,mmﬁ state- :s:FL enterprise fm.n:: in
the world, including the Housi zm Development Board, which i_cﬁm_

fand is owned by the government).

85% of all rcc::m ?_Eomm m
.. :c:m Wc:m is the mxnﬂ%:os that proves the rule.

_despite having fr ge ,ﬁ.m.n&m and a laissez-faire industrial policy. But it
never was an independent state (not even a city state like Singapore)
but a city within a bigger entity. Until 1997, it was a British colony

used as a platform for Britain's trading ﬂ:i m::::& interests in

It Ucr__sm rich

Asia. %:m.? it is the financial centre of the Chinese cconomy. I'hese
facts made it less :mnm.,mn:,% for Eo:m Kong to have an independent

industrial base, although, even so, it was producing twice as much
manufacturing output per capita as that of Korea wntil the mid-1g80s,
when it started its full absorption into China. But even Hong Kong
was not a total frec market economy. Most importantly, all land was
owned by the government in order to control the rcmm:_m situation,

The more recent _ECODOMIIC SUCCess stories of China, and i ncreas-

Emm% _:nr? are imo QS:.%_mﬂ zEﬁ show the :jﬁ::n::(c of ,:,znvF.

“rather :E: :ﬁm@h&&.mmmﬁ :,:nmE:cz s:% ‘the :_:Tm_ anc_.:::.% based
on a nationalistic vision, Like the US in the mid- 59 RQ:Q, or Japan
and Korea in the mid-20th century, China used high tariffs to build

up its industrial base, Right up to the 1990s, China's average tariff was

29




BAD SAMARITANS

over 30%. Admittedly, it has been more welcoming to foreign invest-

ment :E: ?E: or Wcamm were,
ship ce _:: gs and Tocal”

ci it stilt im posed *oan_miu owner-

n:_:n:? requirements (the requirements that

the foreign :5: 75\ atleast a certain proportion of their i inputs from
_:8_ Emt:n?v

:_,E:RJ o its trade and financial liber alization in the

::_Ef recent economic success is often artributed by the pro-
arly 1990s.
>m some recent research reveals, however, India’s growth acceleration
really began in the i1980s
accelerates growth’ story,

discrediting the simple ‘greater openness
Maoreover, even after the ¢ ear _% 19905 trade

liberalization, India’s average manufacturing taritfs Nm_,:ﬂ::mg ,; ,:::F

wc:\c {il is ,.:::Wwﬁ today). [ndia’s Eoﬁr:c:_zz before the 1 19908 was

cer r:::\ over-done in some sectors, But this

s 16t 1o say that [ndia
would have been even more successful had : adopted free trade at
independence in 1947, ::_E has also _B_u:{ma severe r ,.::.:o:y on
mﬁm_m: L_:.Q _:<§:.:r:n| n_:: v\ _?: F:::f,:E:a?:_@ _mv:?:c:,. ,::_

Various to_.:: mance require ements n .8, local contents _oL::mEE:L
The one country that seems (o have succeeded in the postwar

‘globalization petiod by using the neo-liberal strate egy is Chile, Indeed,

Pr; adopted the strategy before anyone else, including the US and
Britain, following the coup d’état by General Augusto Pinochet back
in 1973, Since then, ¢ hile has grown quite - well — although nowhere

:mﬂ:.:\ as ?i Lu :um E ~>,E: Iniracle’ economies.* And the country

has been constantly cited as a neo-liberal sticeess story. ILs good growth
performance is undeniable, 1:: even © r__m,,_ ic@ 1s more complex
than the orthodoxy sugge

Chile’s carly mxtn:_:m:ﬁ E:: neo-liberalism, led by the so-called

Or_ﬁac _w:u; ta grotp of Chilean cconomists trained at the University
of Chicago, one of the cerrtres of neo-liberal economics), was a disaster.
It n.:gi_ m a terrible financial crash in 1982, which had to be resoived

by the nationalization of the whole ?::c:w sector. _.E.w_mﬁ@ z:ﬂ crash,
the country recovered the

pre- T::F:Q level % ncome o

198035, 1t was ::? when Chile’s neo. libe
after the crash that the country started g.::m well. For GSEE the
government provided exporters with a lot of help in overseas :r:_ﬁc::m

E:_ x%Cg : u_é _.mfma

%:n__ rc:::M in the 19903 to ,:rnc?: 1ty

T e
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reduce the inflow of short-term s speculative funds, although its recent

free trade agreement with the US has forced it to promise never to use
ther again. More importantly, there is salot of doubt about the sustain-

ability of Q:_ s arsf_o?:m_: C<Q. the ¢ past three decades, the country

has lost a r: of :Z::E::::m :&:ﬁ:mu m:g become cxcessively

.&mtr:%_: on natural-resources- based ¢ exports, Not _r:::m the tech-

:cmcm_rm_ 3?&;5 f.S Ec<m i1lo ?mrm_ wzcg:r:ﬁﬂ% activities, _:F

DQW., a clear | rE: to the level of progperity it can attain in :E ?:m run,

_o ﬁ:: EJ the Q:mr of post-194s w_c_ua__.r::v: is aimost the polar
Eésv:o n; the official history. During the period .; :::2; ed glob-

alization ::am%_::nm_ by nationalistic ﬁc__:mﬁ Tm:zpm: the 19505 and

Em_cwof the world economy, especially

anthe &caﬁ_cw_:a world, was

growing faster, was niore .J;G_p “and _Z& maore mL:_EZr income

&m:‘%:::: :z: in the ?_ﬂ two and a half a ecades of rapid and

uncontrofled aeo- :73& v?_z__b:_o: Nevertheless, this period s
portrayed in the official history as a one of unmitigated disaster of
nationalistic policies, especiaily in developing countries. ‘This distor-
tion of the historical record is peddled in order to ::5_» the failure

ot neo-liberal policies.

Who’s running the world economy?

Much of what happens in the global economy is determined by the

rich countries, without even trying. They account for 80% of world

::,::: conduct 70% of international trade

(depending on the year) of all forcign direct investments.” This means

that their national policies can strongly influence the world e ;:.O:G:Q
But more important than their sheer weight is the rich countries’

willingness to throw that very weight about in vr%_:r Em rules of

sise] Emro 70—90Y%

the global economy. For example, developed countries induce poorer

countries to adopt particular policies by making them a condition {or
their foreign aid or by offering them preferential trade agrecinents in
return for ‘good behaviour’ (adoption of neo-liberal pohicies). Even
morte important in shaping options for developing countries, however,

are the actions omsE_Emﬂm_ al organizations such as the ‘Unholy Trinity’




T hamely the AMF, the World Bank and (he WTO (World Trade
Organisation). Though they are not puppets of the rich countries, the
Unholy Trinity are largely controlled by the rich countries, so they
devise and implement Bad Samaritan policies that those countries
want.

The IMF and the World Bank were originally set up in 1944 at a
conference between the Allied forces ﬂmmmmmﬂ.mmw the US and Britain),
which worked out the shape of postwar international economic gover-
nance. This conference was held in the New Hampshire resort of
Bretton Woods, so these agencies are sometimes collectively called
the Bretton Woods Institutions (BWIs). The IMF was set up to lend
money to countries in balance of payments crises so that they can
reduce their balance of payments deficits without having to resort to
deflation. The World Bank was set up to help the reconstruction of
war-torn countries in Europe and the economic development of the
post-colonial societies that were about to emerge — which is why it is
officially called the International Bank for Reconstruction and
Development. This was supposed to be done by financing projects in
infrastructure development (e.g., roads, bridges, dams).

Following the Third World debt crisis of 1982, the roles of both
the IMF and the World Bank changed dramatically. They started to
exert 2 much stronger policy influence on developing countries
through their joint operation of so-called structural adjustment
programmes (SAPs). These programmes covered a much wider range
of policies than what the Bretton Woods Institutions had originally
been mandated to do. The BWIs now got deeply involved in virtually
all areas of economic policy in the developing world, They branched
out into areas like government budgets, industrial regulation, agricul-
tural pricing, labour market regulation, privatization and so on, In

the 1990s, there was a further advance in this ‘mission creep’ as they

started attaching so-called governance conditionalities to their loans,
These involved intervention in hitherto unthinkable areas, like democ-
racy, government decentralization, central bank independence and
corporate governance,

This mission creep raises a serious issue. The World Bank and the
IMF initially started with rather limited mandates, Subsequently, they
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argued that they have (o intervene in new arcas outside their original
mandates, as they, too, affect economic performance, 3 failure i which
has driven countries to borrow money from them. However, on this
reasoning, there is no area of our life in which the BWis cannot inter-
vene. Everything that goes on in a country has implications for its
economic performance. By this logic, the IMF and the World Bank
should be able to impose conditionalities on everything from fertility
decisions, ethnic integration and gender equality, to cultural values,

Don’t get me wrong. [ am not one of thoge people who are against
loan conditionalities on principle. It is reasonable for the lender to
attach conditions. But conditions should be confined to only those
aspects that are most relevant to the repayment of the loan. Otherwise,
the lender may intrude in all aspects of the borrower’s life.

Suppose I am a small businessman trying to borrow money from
tay bank in order to expand my factory. It would be natural for my
bank manager to impose a unilateral condition on how [ am going
to repay. It might even be reasonable for him to impose conditions
on what kind of construction materials T can use and what kind of
machinery I can buy in expanding my factory, But, if he attaches the
condition that I cut down on my fat intake on the (not totally irrel-
evant) grounds that a fatty diet reduces my ability to repay the loan
by making me unhealthy, I would find this unreasonably intrusive,
Of course, if I am really desperate, I may swallow my pride and agree
even to this unreasonable condition. But when he makes it a further
condition that I spend less than an hour a day at home (on the grounds
that spending less time with the family will increase my time avail-
able for business and therefore reduce the chance of loan default}, |
would probably punch him in the face and storm out of the bank. 1t
is not that my diet and family life have no bearings whatsoever on
my ability to manage my business, As my bank manager reasons, they
are relevant, But the point is that their relevance is indirect and
marginal,

In the beginning, the IMF only imposed conditions closely related
to the borrower country’s management of its balance of payments,
such as currency devaluation, But then it started putting conditions
on government budgets on the grounds that budget deficits are a key
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cause of batance of payments problems. 'Fhis fed (o the inposition of

conditions like the privatization of state-owned enterprises, because
it was argued that the losses made by those enterprises were an impor-
tant source of budget deficits in many developing countries, Once
such an extension of logic began, there was no stopping, Since every-
thing is related to everything else, anything could be g condition. In
1997, in Korea, for example, the IMF laid down conditions on the
amount of debt that private sector companies could have, on the
grounds that over-borrowing by these companies was the main reason
for Korea’s financial erisis,

To add insult to injury, the Bad Samaritan rich nations often
demand, as a condition for their financial contribution to IMF pack-
ages, that the borrowing country be made to adopt policies that have
little to do with fixing its economy but that serve the interests of the
rich countries lending the money. For example, on seeing Korea's 1997
agreement with the IMF, one outraged observer commented: ‘Several
features of the IMF plan are replays of the policies that Japan and the
United States have long been trying to get Korea to adopt. These
included accelerating the . . . reductions of trade barriers to specific
Japanese products and opening capital markets so that foreign investors
can have majority ownership of Korean firms, engage in hostile
takeovers . . ., and expand direct participation in banking and other
financial services, Although greater competition from manufactured
imports and more foreign ownership could ., . . help the Korean
cconomy, Koreans and others saw this + -« as an abuse of IMF power
to force Korea at a time of weakness to accept trade and investment
policies it had Previously rejected’?® This was said not by some anti-
capitalist anarchist but by Martin Feldstein, the conservative Harvard
cconomist who was the key economic advisor to Ronald Reagan in
the 1980s,

The IMF-World Bank mission creep, combined with the abuse of
conditionalities by the Bad Samaritan hations, is particularly unac.
ceplable when the policies of the Bretton Woods Institutions have
produced slower growth, more unequal income distribution and
Breater economic instability in most developing countries, as | pointed
out earlier in this chapter.

- Buthow on earth can the IMF dnd the World Bank persist for so
long in pursuing the wrong policies iliat E,c%.wnn stich poor outcomes?
This is because their governance structure severely biases them towards
the interests of the rich countries. Their decisions are made basically
according to the share capital that a country has (in other words, they
have a one-dollar-one-vote system). This means that the rich coun-
tries, which collectively control 60% of the voting shares, have an
absolute control over their policies, while the US has a de facto veto
in relation to decisions in the 18 most important areas,2

One result of this governance structure is that the World Bank and
the IMF have imposed on developing countries standard policy pack-
ages that are considered to be universally valid by the rich countries,
rather than policies that are carefully designed for each particular
developing country, predictably producing poor results as a conge-
quence. Another result is that, even when their policies may be appro-
priate, they have often failed because they are resisted by the Jocals as
impositions from outside,

In response to mounting criticisms, the World Bank and the IMF
have recently reacted in a number of ways. On the one hand, there
have been some window-dressing moves. Thus the IMF now calls the
Structural Adjustment Programme the Poverty Reduction and Growth
Facility Programme, in order to show thatit cares about poverty issues,
though the contents of the programme have hardly changed from
before. On the other hand, there have been some genuine efforts to
open dialogues with a wider constituency, especially the World Bank’s
engagement with NGOs (non-governmenta) organizations), But the
impacts of such consultation are at best marginal, Moreover, when
increasing numbers of NGOs in developing countries are indirectly
funded by the World Bank, the value of such an exercise is becoming
more doubtful,

The IMF and the World Bank have also tried to increase the local
ownership’of their programmes by involvinglocal pbeople in their design.
However, this has borne few ruits, Many developing countries lack the
intellectual resources to argue against powerful international organiza-
tions with an army of highly trained cconomists and 4 lot of financial
clout behind them, Moreover, the World Bank and the IMF have taken
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what I call the ‘Henry Ford approach to diversity” (he famously said that
customers could have a car painted ‘any colour so long as it’s black’).
The range of local variation in policies that they find dcceptable is very
narrow. Also, with the increasing tendency for developing countries to
elect or appoint ex-World Bank or ex-IMF officials to key economic
posts, ‘local’ solutions are increasingly resembling the solutions provided
by the Bretton Woods Institutions.

Completing the Unholy Trinity, the World Trade Organisation was
launched in 1993, following the conclusion of the so-called Uruguay
Round of the GATT talks. I will discuss the substance of what the
WTO docs in greater detail in later chapters, so here let me focus just
on its governance structure.

The World Trade Organisation has been criticized on a number of
grounds. Many believe that it is little more than a tool with which
the developed countries pry open developing markets. Others argue
that it has become a vehicle for furthering the interests of transnational
corporations. There are elements of truth in both of these criticisms,
as [ will show in later chapters.

But, despite these criticisms, the World Trade Organisation is an inter-
national organization in whose running the developing countries have
the greatest say, Unlike the IMF or the World Bank, it is ‘democratic’ —
in the sense of allowing one country one vote (of course, we can debate
whether giving China, with 1.3 billion people, and Luxembourg, with
fewer than half a million people, one vote each is really ‘democratic’).
And, unlike in the UN, where the five permanent members of the Security
Council have veto power, no country has a veto in the WTO, Since they
have the numerical advantage, the developing countries count far more
in the WTO than they do in the IMF or the World Bank.

Unfortunately, in practice, votes are never taken, and the organi-
zation is essentially run by an oligarchy comprising a small number
of rich countries. It is reported that, in various ministerial meetings
(Geneva 1998, Scattle 1999, Doha 2001, Cancun 2003), all the import-
ant negotiations were held in the so-called Green Rooms on a ‘by-
invitation-only' basis. Only the rich countries and some large
developing countries that they cannot ignore (e.g., India and Brazil)
were invited, Especiully during the 1999 Scattle meeting, it was reported
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that some developing country delegates wha tried to get into Green
Rooms without invitation were physically thrown out.

But even without such extreme mieasures, the decisions are likely
to be biased towards the rich countries. They can threaten and bribe
developing countries by means of their foreign aid budgets or using
their influence on the loan decisions by the IMF, the World Bank and
‘regional’ multilateral financial institutions.*

Moreover, there exists a vast gap in intellectual and negotiation
resources between the two groups of countries. A former student of
mine, who has just left the diplomatic service of his native country
in Africa, once told me that his country had only three people,
including himself, to attend all the meetings at the WTO in Geneva.
The meetings often numbered more than a dozen a day, so he and
his colleagues dropped a few meetings altogether and divided up the
rest between the three of them, This meant that they could allocate
only two to three hours to each meeting. Sometimes they went in at
the right moment and made some useful contributions. Some other
times, they were not so lucky and got completely lost. In contrast, the
US - to take the example at the other extreme — had dozens of people
working on intellectual property rights alone. But my former student
said his country was lucky ~ more than 20 developing countries do
not have a single person based in Geneva, and many have to get by
with only one or two people. Many more stories like this can be told,
but they all suggest that international trade negotiations are a highly
lopsided affair; it is like a war where some people fight with pistols
while the others engage in acrial bombardment.

Are the Bad Samaritans winning?

Margaret Thatcher, the British prime minister who spearheaded the neo-
liberal counter-revolution, once famously dismissed her critics saying

* These include the Asian Development Bank {ADB), the Inter-American Development

Bank (IDB), the African Development Bank (AEDB) and the European Bank for .
Reconstruction and Development (EBRD), which deals with the former communist

economies,
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cies. Prior to Walpole, the British governme enl’s policies were, in general,
aimed al capruring trade through colonization and the Navigation
Act (which required that all trade with Britain should be conducte

in British ships} and at generating government revenue. The promoe-
tion of woollen manufacturing was the most important exception,

but even that was partly molivated by the desire to generate more

government revenue. In contrast, the policies introduced by Walpole

after 1721 were defiberately aimed at promoting manufacturing indus- e

tries. Introducing the new law, Walpole stated,
address to Parliament:

x 3
through the . King's
is evident that nothing so much contributes

o promote the public well-being as the exportation of manufactured

n raw matrial’

Yz

goods and the importation of foreig

Walpole's 11721 [ legislation e essentiatly aimed to protect British £
_:&EBQ::_F industries from foreign competition, subsidize them .
and encourage them o export.” Lariffs on imported foreign mang-
factured goods were significantly raised, while tariffs on raw mate-
rials :Jn& tor :r:::qmn:: e were _:Em_‘mﬁ_ or even dropped altogether.
Manufac uring néc_? were encouraged by a series of measures,
including export subs ﬁ_?; Finally, regulation was introduced to
control the quality of manufactured products, es n?i:x textile

products, so that unscrupulous manufacturers could not damage the

RﬁcE::: of British products in _H:,o_m; markets." w,‘

These policies are strikingly similar to those used with such success
by the ‘'miracle’ economies of East Asia, such as Japan, Korea and Taiwan,
after the Second World War, Policies that many believe, as 1 myself

used 1o, in the

have been invented by Japanese policy-makers
19508 — such as ‘duty drawbacks on inputs for exported manufactured

products®

and the imposition of export product quality standards by
the government” — were actually early British inventions. '

*This is a practice where a manufacturer e exporting a product is paid back the tariff

that it has paid for the imparted inputs used in producing the product. This is a way

of encouraging exports,

‘This is a practice where the government sets the minimum quality standards for

export products and punishes those exporters who do not meet them. This is i tended

to prevent substandard export products tarnishing the image of the exporting country

It is particularly useful when products do not have well-recognized brand names
and, therefore, are identified by their national origin.

44

4
A

DOUBI LIFE OF DANIEL DLFOT

Walpole’s protectionist policies remained. in place for the next 2™

century, helping British E,:E_,Fx_:_é industries catch up with and ~

then finally r:vﬁ ahead of :F: QE:M ?:7 on the A\::::m_: ::_n::

?EE:& a _:wr_x protectionist country

:::m the ::g‘_c:., e entury.

_: 1820, m:r:: average t taritt rate on :r::u.:::._:v 5%:: S was
»:Lwﬁ\_ r::: rared to 9 8% in the T;i Ountries

B-12% n Ger many

i and Switzertand and around 20% in France.”

laritts were, however, not the only weapon in the arsenal of British
trade policy. When it came (i its colonics, Britain was quile rﬂ__%x Loy

mpose an outr _mu_ﬁ —E: an advanced :r::.:.:;:: ing activities thai it ;a

nol want ams,.r%& /E;_@:_m banned the cons truction of new rollin

&i __:_:c steel mills i in >::..:

i low value- ,:EQ_ pig and bar i iron, rather than high S__:c A:_»_rg steel

ﬂ M.G_P_:m. the >_:C:rsz “.C Jﬁrh_g__.\ﬁ

1_ oducts.

Britain ;_i:mﬁ::ng Q_X: ts from: :n. r::::nf that competed with

its uwn _::;:n? _5:#, and L_z:.a I _E::eg cotlon textile imports
:2: _:;E (' calicoe wv which were then superior to the British ones.
T 16ug it _E::mg the export of woollen cloth from its colonies o
ather countries {the Wool Act), destroying the trish woollen industr v
and stifling the emergence of woollen manufacture in America,
ﬁ_:;:v\u ﬁc_:.z:. were deployed to encourage

primary commodity

M:c;:p:.:: _: thel c_:::& Eﬂ_:d:_c E:S%L export subsidies o {on

the American side u and n:,.c__f_#n_ ::t:: laxes on A:: 5 British

side) raw materials _ﬁ:cg:%m n :F, ?:EF;: rc_o ies such as _S:E

wood and timber, :m S:::?_ to :;wc absolute _% sure :r: :F. c_c: sts

v:_n_ﬁ to _.:.C&:r_:m.. m:._:.r.:% .“.C:a_:._CL_:ﬁ.

competitors to British 3..::5?.::.@:.

and _hever emerged ¢

Thus M_:(é were c:::,m__mﬁ_ to

leave the most pro fitable

m:cr tech

industries in the hands of Britain

-which ensured that Britain would enjoy the benefits of being on the

cutting raoc c_ ﬁ_:_E &n,\c_c?d ent,

The double life of the British economy

The world's st famous free-market cconamist, Adam Smith, vehe-

mently attacked what he called the ‘mercantile systeny whose chief
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architect was Walpole. Adam Smith's masterpiece, The Wealth of
Nations, was published in 1776, at the height of the British mercan-

tile system. He argued that the restrictions on compctition thai the
system was producing through protection, subs ::? and granting of

monopoly rights were bad for the British economy.”

hfr:j Smith une 0750@ that <<>_:5_m 5 ﬁcrcmm were becoming

el AT S R A S

:757,_@ <<:_::: them,

ﬁ;tni out before they
abroad. But once w:: h indus EZ rma Un,ﬁc_:c,

many British industries would have been

had had the chance o catch up with their

:znT

superior rivats

ss_necessary and cven

C:::E. ﬁ_oa_:::\c 3:%25: industries that do not need E:Er:o:

any more is likely to make them complacent and inefficient, as Smith

observed. Therefore, adapting frec trade was now increasingly in

m:r::m ::En;__ E:E@C, E;r was

some s&,: ahead of his time.

Another generation would pass before his views became truly influ-
ential, and it was not until 84 years after The Wealth of Nations was

t &_:m nation,
alter the

published :EH Britain became a mm::_:a free

By the end of the Z.;_F:M znic Wars in ::mu four decades

Wealtir of Nations, B ::r :S:c?r?:c? were :::ww

publication of The W,
established as the most efficie nt i the world, except in a few limited

areas s&m:u. countries ___Am mn_ :,:: Ea {ECQE:@ posses: ed Hrr:?
_c neal le :7 British :::i;r::m? S:nQQ tp?n?ﬁ_ that free t rade

was now in their interest and started cunpaigning for it ?&::m said

that, they naturally re ::::raa:;m happy to restrict trade when it suited
thern, as the cotton manufacturers dic when it came to the
textile machinery that might help foreign competitors). In particular,

the manufacturers agitated for the abolition of the Corn Laws that

_:EFQ the country’s ability t import ;56 grains. Cheaper 3:; was

important to them because it could lower wages and raise

The anti-Corn Law campaigit was crucially _gmmvmg by :5 econ-

omist

* However, Smith was a patriot even more than he was a

supported free market and free trade only because he thoufhi they were pood for |

e of the Navigation Acts — the most hlarant kind

Britain, as we can see from his § prai

of ‘market-distorting’ regulation — as ‘the wisest of all the commercial r egulations of

Eogland’
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s politician and stock-market player, David Ricardo, Ricardo came

ree market economist. He
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up with the theory of comparative advantage that stit] forms the core
of free trade theory, Before Ricardo, people thought foreign trade makes
sexnse only when a country can make something more cheaply than its
trading partner. Ricardo, in a brilliant | wversion of this commonsen-

sical observation, a rgued that trade between (wo « courtries nales

sense
even when one country can produce everything more cheaply than
.m:c_:ﬁ Although this country is more efficient in producing cvery-
thing than the other, it can stl] gain by specializing in ] 125 11 which
it has the greatest cost advantage over ils s trading partner, Conver: cly,

EVCIY 1 Cou ntry that has no cos ,:_F::A_prc over s frading partner

producing any product can gain from trade if iy %qa:,:xqm in E..:L.
ucts inwhich it has the least cost disadvantage. With this the eory, Ricardo
provided the wth- -centary free traders with
to argue that free trade benefits every

Ricardo'’s theory

a simple but powertul tool
country,

is ,wr,‘c_:ﬁx\ vight ~ within its narrow confines
oo His theory corre ::\
s nology as given, it is vn
: they are relatively better

s that, dccepling their current levels of tech-
for countries to s specialize in things that

rat. One cannot argue with that.

¢+ His theory fails when a Country wants to acquire nore advanced

‘.39:0_:%? so that it can do more difficult things that few othe

can do — that is, when it wants to develap its ecanomy. 1t takes

. tme
. and experience to absorb new technalogies, so technelogically back-

~ward producers need a perod of prolection from international

eompenition during this period of HE:.::%. Such protection is costly
‘because the country is

piving up the

hance to import better and

..nrmnﬁﬁ products. However, it is o price :#ﬁ has te be paid if it wants
to develop advanced industries. Ricardo’s theory is,

2_5 accept the staius quo but not for

thus seen, for those
thase who want to change it,
qrn T_m n:s:vc m British tr F_c policy came in :Ko when the Corn

g, o e

.m_uor_w_#% Tree trade economists today like

mgw were uﬁucibﬁ_ L_._Q _.am::: C: _,:n:d\ _:mjcgﬁ:::xu GGCL were
5 : g <

. _.ntg_: of
Arm -Corn Laws as the ultimale

to portray the
victory of Adam Smith’s and David
Ricardo’s wisdom ove er wrong-headed mercantilism. " T'he leading free
trade cconomist of cur timme, Jagdish Bhagwati of Columbhiz U niversity,
Q&m this a ‘historic transition® ‘
..E.:E?ﬁﬁ many historians familiar with the period paint out
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that muking food cheaper was only one aim of the anti-Corn Law
campaiguiers. Hwas also an act of ‘free trade imperialism’ intended
to “halt the move to industrialisation on the Continent by enlarging
the market for agricultural produce and primary malerials’® By
opening its domestic agriculiural market wider, Britain wanted to lure
its competitors back into agriculture. Indeed, the leader of the anli-
Corn Law movement, Richard Cobden, argued that, without the Corn
Laws: “The factory system would, in all probability, not have taken
place in America and Germany. It most certainlty could not have flour-
ished, as 1t has done, both in these states, and in France, Belgiun: and
switzerland, through the fostering bounties which the | high-priced
food of the British artisan has offered to the cheaper fed manufac-
turer of those countries’®* In the same spirit, n 1840, John Bowring
of the Board of Trade, a key member of the anti-Corn Law L ague,
explicitly advised the member states of the German Zollverein {Custom
Union) (o specialize in growing wheat and sell the wheat to buy British
manufactures. Moreover, it was not untit 1860 that tariffs were
completely abolished. in other words, Britain m&:t?g free trade only
when it had acquired a technological lead over its competitors ‘behind
high and long-lasting tariff barriers) as the eminent economic
historian Paul Bairoch once put it.** No wonder Friedrich List talked
about "kicking away the ladder

America enters the fray

The best critique of Britain’s hypocrisy may have been wrilten by a
German, but the country that best resisted Britain's ladder-kicking in
terms of policy was not Germany. Nor was it France, commonly known
as the prolectionist counterpoint to free-trading Britain. In fact, the
counterbalance was provided by the US, Britain’s former colony and
today’s champion of free trade.

Under British rule, America was given the full :n:m_._ colonial
freatment. It was naturally denied the use of tariffs to protect its new

exporting Eca?ﬁ that competed

industries. It was prohibited from ex

with British products. It was given subsidies  to produce raw materials.

48

“to his sheer

THE BDOUBLE L)

OF DANIEL DEFOE

En:ncﬁﬁ routright restrictions were iposed on what Americans could

EFEC?_Q:E The spirit behird this policy is

remark William Pitt the Blder made in i770. HMearig that new indus-

Dest summed up by

tries were emerging in the American colonies, he famously said: ‘[ The
New England| colonies should not he permitted o manufacture so
much as a horseshoe nail)® In reality, British policies were a litde more
lenient than this may imply: some indusirial activities were permitted,

But the manufacture of high-technolog gy products was banned.

Not all Britons were as hard-hearted as Pite. In Qpc:::m:g::q ¢

trade to the Americans, some were convinced that they were helping

themi. Tn his Wealth of Nations, Adam Smith, the Scoltish tather of
free market economics, solemnly advised the Americans not (o de velop
manufacturing. He argued that any attempt to “stop the importation
of European manufactures’ would “ohstruct mstead of promoting the
progress of their country towards real wealth and greatness’#

Many Americans agreed, including Thomas Jetferson, the (irst secre
tary of state and the third president. But others fiercely disagreed.
They argued that the country needed to develop manufacturing
to that end,
‘as Britain had done before them. The intellectuaj leader of this

S movement was a half-Scottish upstart called ZGE:% Hamilton.

_:acf:._o and ase x:ﬁ:::r.:w protfe ﬁ::: and subsidies

Hamilton was born on the ¢ Caribbean island of ZE;,_ the illegiy-

mate child of a Scotlish pedlar (who dubiousi ly claimed

aristocralic

“lineage) and a woran of French descent. He climbed to power thank

brilliance and boundless energy. At 22, he was an aide-
de- camp to George Washington in the War of [nde ependence. b 1789,

“at the c::manc:n:\ Q:Q ageof 33, he became the COuntry’s Hrst trea

sury
mmm:.,ﬁ_% ‘

In 1y91, Hamilton submitted his Report on the f:.:m: of
?\a:w%xﬁ ::.H.a..a? nceforth the Report) (o the US _mc:r?y ss. In
“expounded his view that (he country needed a big progranime 1o

n_m{ict its industrie

he

The core of his idea was that a backward country

Enﬂﬂwn LS should protect its ‘industries in their mfancy’ from foreign
Lompetition and nurture them (o the point where they could stand

“on their own feet. In _mrcz::m_,:r:m such a course of action for his

S B

wo::m 8:::% the impudent 3s-year-old fvance minister with only
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a liberal arts from a then second-rate college {King’s Colleg
of New York, now Columbia University) was openly going against the

advice of the world’s

degree €

most famous economist, Adam Smith.
The practice of protecting “infant industries’ had existed before,

have shown, but it was Hamidton who first turned it into a the cory

as |

"~

and
). The
riedrich Lisl, who is ::_3\ ofte
nustakenly known as its father. List actually started out as a free-trad
he was one of the leading promoters of one of world’s
agreements — the German Zollverein,
infant industry
in the

_m:j _:EE Eﬁ u

theory was later further Lnﬁw_cn ed E\ §

gave it a name (Lhe istry” was invented by him

€n

1

first free trade
or Customs Union. He learned the
argument from the Americans during his political exile
US in the 1820s. Hamilton” d

¢

€1

infant industry argument inspire
many countries’ economic development programmes and became th
béte noire of free trade economisls for gencrations 1o come.

ve
the industrial development of his country, inctuding protective tarifts
and import bans; subsidies; e t
liberalization of and tariff rebates on industrial inputs; prizes and
patents for inventions; regulation of product standards; and
ment of financial and transportation infrastructur

the Repart, Hamilton proposed a series of measures to achie

export ban on key raw materials; impor

develop-
es.” Although
= Hamilton rightly cautioned against taking these policies too far, they

i are, nevertheless, a pretty potent and ‘heretical” set of policy prescrip-
liens, Were he the

5

finance minister of a developing country Ltoday, the
IMFE and the World Bank would certainly have refused to lend money
to his country and would be

lobbying for his removal from office.
Congress's action following Hamilton’s Report fell far short of his
recommendations, largely because US 5 politics at the time were domi-

nNitte =d by Southern plantation owners with no interest in Lo r%_:m
>EE ican manufacturing industries, Quite ::mm?_;:agr:\, they wanted

to be able to import ﬁ_rr

r-quality manufactured products from ::omm
at the lowest possible price with the proceeds they earned from
exporting agricultural products. ﬁ::cs::w Ia:::cmm Report, the
average tariff on foreign m _::EQ:E& goods was r

5% o ﬂﬁc::n_ 12.5%, _:: it was far too low

.:..,,a from around
i 2l

manufactured goods to support the nascent American industries.
Hamilton resigned as treasurey s ?SEQ 5 1795, _,::os::r the

[N
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scandal surrounding his extra-marital affair with 2 married woma
o without the chance to further
brilliant if ¢

.ﬁ_.:i n Ne

dvance his programme. T he life of this

als

tic man was cut short in his soth year {1804) ina pistol
w York, to whicl riend- :__:_,g-
~political rival, Aaron Burr, the then vice president under
-+ Jefferson ¥ Had he lived for another decade or s0,

cli he was challenged by his fi
homas
however, Fi .::_:::
would have been able o see his programme adopred in full,

When the War of idl2 broke out the US

ao:Eﬁi tariffs from :E ave

5 Congress immediately 7

r rage 2 12, \.\c to Nﬂ\, The Wity L_é made

the space for ne

R

Lf-

w _:a:fﬂ:o, to E:::c 7< _3:._,:;::;U the mam

ERL im

ow::_ci:;: ' _,:::Z_? wanted he protection

8 r:::::n, ,_:L _:p_ r»_ to be increased, after t}

ports from Britain and the r

tof ?:Cto The new group

E_E had now a

L e wart [n 6, ariits £
“were raised ?2:2,7:: ging up the average to 350,
tariff rose further to 40%, firmly ?,_,5_7_:: H

Hamilton provided the bluepring for US economic policy unul the

.ngﬁ of the fc.,c:g <<:_E Snz His infant indus
“the 8:&:5: forar

ri&s..s e

woéZ::Q: 7::; :f:rn and _:::5%; the ﬁ_Cﬁ,r%_:E: of the

“benking system (once again, against opposition from Thomas Jefferson
.,msm 77 followers)* It is no hyperbole for the New-York Historical
+30ciety to have called him “The Man Who Made Maodern America’ in
“a-recent exhibition.d Had the US rejected Flamilton's
mnnnw:i that of his archrival, Thorsas Jefferson, for whom the ideal
society was an agrarian ?c:::d\ _:,icmm‘ of #:-Eéi Hng yeoman
mm_::n? {although this

R PP

mcvmozng this

:fch the caverage

L

L:::C: s progranume,

{r Y progranume :?:c;

n::L :#_:..:.r: Lcﬁ,mct_:n:_ He also set up the

vision and

L.,:&-:E:n..

had ro sweep :2 slaves who

_:n;:._m ::g r :Ho‘ r_:tc )

it would never have been

“ableto propel itself trom bein

aminor agrarian power rebelling gagamst
Ky power ful colonial master to the world’s

5 graatest super-power.

,>U_.m:,:: H:?o_: and America’s bid for
mCt—.m.\.:,.pDﬂ%

Although Hamilton's (rade ¢ policy was well established

S:_umﬂ WeTe an ever-present source :m tension!

by the 1%
11 LS polil

:: :F
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tollowing three decades. The Southern mvﬁm:zz states constantly

attempted to Tower industrial tariffs, while ﬁrm he Northern manufac-

turing states argued the case for keeping them ‘high or even raising

them further. In 1832, pro-free trade South Carolina even refused to

accept the new federal tariff law, causing a political crisis. The so-
called Nullification Crisis was resolved by President Andrew Jacksor

who offered some tariff reduction (though not a lot, despite his fmage

45 the folk hero of American free markel capitalism), while threat-
ening South Carolina with military action. This s served to patch things
up temporarily, but the festering contlict eventually came o a violent

resolation in the Civil War that was fought under the presidency of

Abraham 1 52::

. the Great I :Z:SE:; - ol :#v >9n,:€: .J_,?mﬂ But W ::v._: cn_:»_q

be rd_%:rg the Great Pratector — of Amer __L:_ ‘manufactur ing. L incoln

was a strong advocate of infant :E:ﬁS protection. He cut his polit-
ical teeth under Henry Clay of the Whig Party, who advocated the
building of the ‘American System), which consisted of infant industry
protection (‘Protection for Boeme Industries, in Clay's words) and
investment in infrastructure such as canals (‘Internal Improve-

ments’ )3 Lincoln, bora in the same state of Kentucky as Clay, entered
politics as a Whig state lawmaker of Ulinois in 1834 at the age of 25,

and was Clay’s trusted Jieutenant in the early days of his political
Carcer.

The charismatic Clay stood out from early on in his career. Almost
as so01 as he was m_mn_ca to Congress in 1810, he became the Speaker

of the House {from 180 until 1820 and then again in 1823-5). As a

politician from the West, he wanted to persuade the Western states to
join forces with the Northern slages, the development of whose
manufacturing industries Clay saw the future of his country.
Traditionally, the Western states, having Jittle industry, had been advo-
e cates of [ree trade and thus allied themselves with the pro-ree trade
Southern states, Clay argued that they should mS:nT sides to back

protectiontsi programme of industrial development in return for
{ederal investments in infrastructure to develop the region. Clay ran
for the presidency three times (1824, 1832 and 1844} without success,

‘

32
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although he came very close to winning the popular vote i the 1844
election. The Whig candidates who did manage to become presidents
— William Harrison (1841-4) and Zachary Taylor (1849-51] — were
generals with no clear political or CCONOMIC VICWS.

Tn the end, what made it possible for the profectionists to win
the presidency with Lincoln as their candidate was the formation of the
Republican Party. Today the Republican Party calls itselt the GOP
(Grand Old Party), buat it is actually younger than the Lremocratic
Party, which has existed in one form or another since the days of
Thomas Jefferson (when it was called, somewhat confusingly to th
modern observer, the Democratic Republicans). The Republican Party

was a z:g-_cﬁr century :._<m:::: based ona new vision (hat be ited

a country thal was rapidly moving cutward {inte the Wesl) and

forward (through industrialization), rather than harking back to an

increasingly unsustainable agrarian ccenomy based on stavery.
The winning fornwula that the Republican Party cane up with wa

to combine the American System of the Whigs with the free distribu
tion of public land (often already illegalty occupicd) so strongly wanted
by the Western states. This call for free distribution of public land was
naturaily anathema to the Southern fandlords, who saw it as the start
of a slippery slope towards a comprehensive faad reform, The Jegisla-
tion for such distribution had been constantly thwarted by the Southern
Congressmen. The Republican Party wndertook to pass the Homestead
Act, which promised to give 160 acres of land o any settler who would
farm it for five years. This act was passed during the Civil War in 1862,
by which time the South had withdrawn from Congress.

.JerQ was Hot a8 L_S,:F an issue in pre-Civil-War US t:r:r,, As

most of us ::r% believe it to rﬁ& been. Abolitionists had a strong

w:::r:? 5 some Z:::ﬁ: stales %mna_? ZZ,?_E,Q? but the
:S_:w:c&ﬁ Northern view was not uwc_::::ﬂ Many people who were
A%tcﬁi to slavery thought that black pe :E were racially inferior and
thus were against giving them full citizenship, including the right to vote

They believed the proposal by radicals for an immediate abolition &
slavery to be highly unrealistic. The Great Fmancipator himself shared

these views. lu _mé::,,o toa :ch?:é n%:_ﬂm_ :F:E :j_:?_r:m ._Ea
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any slave, [ would do it; and if T could save it by frecing all the slaves, 1

would do 1t; and if T could do it by freeing some and .._§<:E.. others

,ac: I E::E m_,,c do that'® :7::5: of the tm:ca agree that his

Lfc::c: 2 w_n?m_% m _xaw S:? :::.a oia m:.#ow_r move _: win the 2.,:.

:5: an mi of E:E_ conviction. Disagreement over trade tc:Q, in fact,

was at feast as important as, ; EE m,omm%@ more ::wc;:: mz:, %Zm@

In _z:,_a_:f about the C _5_ <$:.

During the 1860 election campalgn, the Republicans in some
prolectionist states assailed the Democrats as a ‘Southern-British-

L i

Antitariff-Disunion party [my italics]’ playing on Clay’s idea of the
American systemn which implied that free trade was in the British,
not American, interest3? However, Lincoln tried to keep quiet on the
tariff issue during the election carnpaign, not just to avoid aitacks
from the Democrats but also to keep the fragiic new party united,
1s there were some free-traders in the party (mostly former Democrats
who were anti-slavery).

But, once elected, Lincoln raised industrial taritfs to their highest

el so far in C _:UEQ: The ex tmsg_::o for the Civil War was

m?c: as an excuse — in the same way in which the first significant rise
in US tariffs came about during the Anglo-American War (1812—16).

However, after the war, tarifls stayed at wartime levels ot above. 1_3:?

remained at 4o0-50% until the First World

on manufactured imports r

<§: and were Lhe highest of any country in the world*

I 1913, 5::2:,3 the Democratic electoral victory, the Underwood

Tariff bill was passed, reducing the average tarilt on manufactured

goods {rom 44% o 25%.% But tariffs were raised again very soon
afterwards, thanks to American participation in the First World War.
After the Republican return to power in 1921, taritfs went up again,
although they did not go back to the heights of the 18611913 period.
By 1925, the average manufacturing tariff had climbed back up to 37%.

Following the onset of the Great Depression, there came the 1930°

Smooth-Hawley lariff, which raised tariffs even higher.

Along with the much-truropeted wisdom of the Anti-Corn Law

movement, the stupidity of the Smoot-Hawtey taritf has become a key

fable in free trade mythology. Jagdish Bhagwati has called it ‘the most’,

visible and dramatic act of anti-irade folly’ ¥ But this view is misleading,
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the Smoot-tHawley taritt may have provoked an mnternational tarifl war,

thanks (o bad timing, m%cns_“ y given the new status of the 178 a5 the
world's largest creditor nation atler the Firse World War. But L was
simply not_the radical departwre from the country’s :,ﬁ_:::,_h trade

_policy stance that Iree :ﬁgm r:::::i LL_E it _Zﬁ. 7?: _G:CS:E

the bill, _Z ﬂ:.m_‘ age :i:,_:a ar E. r:m rose o 43%. _rn_ is¢ :‘E: 7%

Qcmﬂ ™ \&c\ﬁ Tﬁcu is not CEQ;\ small but it is ?:1_{ A seismic shill.

Zsmmcﬁ._, the xﬁ\_ obtained after the bill comfortabiy falls within ihe

range of the rates that had prevailed in the conntry ever since the Crvil

War, albeit in the apper region ‘thereof.

Despite being the most protectionist _country in the waorld

z.:c:rrc:ﬁ the E:,_ rn::: n_:g :%: up to the cm:, the US was

also the fas stest g ._cs::: m:,:c_:% The eminent Swiss economic his-

s

8:,5 Paul Bairoch, points out that the

s 0o evidence that the only

m_m_:‘_r....:: u.mg:»:cs :_ t::?:c:_ _: 4 __F. f cconoimny :g :ﬁé:

1846 _and 1861} had any noliceable J:u:._e.m ::t:i on the country’

rate of cconomic growth.* Some free trade economists argue that the

U8 grew quickly during this period despite protectionism, because it
..wma so many ather favourable conditions for growth, particularly its

-abundant natural resources, lar ge domestic marker and high literacy
The force of this n::_,:.n_r.A:.m:_jn_i 15 drminished by the fact
that, as we shall see, many other countries with few of those condi-

“hions also grew rapidly behind protective barriers. Germany, Sweden,

@......T.EHP Finland, Austria, Japan, Taiwan and Korea come o niind.

It was c:m< ; P_ 5 fcr::a Worrld War that the US — with its
__Jr;_:@& _its_trade and
uaz.ni championing the cause of frec trade. But the US m,a, never

?mnzf.na free trade to the

same degree as :_:n:: ﬁ_i ;:E ) its free

:m@n tc::m_ Txoc 5 Ewi 1t has never :AE A EeTo- r:_i regime :_ﬁ,

Britain. It has also been much more aggressive in using non-tariff
.,_u_‘cﬂmn:c: tmeasures when necessary.? Marcover, even when it shifted
o freer (if not absolutely free) _Egm, the US government promoted
mez:mmmw%:? by another means, _Z_zm.:\ U:ZF ::;_:m - R&L,
W%sﬂ.hl_wﬁw_‘mm%ugmmﬁ the _S:W;cc:f US federal m:ﬁ:::G: :_:;:_:

total R&H funding, whi

mz, mrcﬁ, H_# :m.:_n i ;c::g 20%, found in. :r: FOVErni ent-led’

accounted for iTw:Qc of :#AEE:Q hois

oy
1
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countries as Japan and Korea. Without federal government funding

Ties as japan and As for Japan, in the very carly days of its industrial development,

for R&D, the US would not have been able to maintain its techno-
logical lead over the rest of the world 5 key mdustries hike computers,
semiconductors, life sciences, the internet and aerospace.

it actually practised free tr FF But this was not our of choice but due

to a series of unequal treaties that it was forced by Western countries

to sign upon ils opening in ﬂxi These :f_: s bound _ apan's tariff

rate below 5% untit 1911, But, even after it regained tarifl autonomy

and raised manufacturing tariffs, the average induostrial taniff rate was

Other countries, :;Q secrets anly about 30%.

It was only after the Sceond World War, when the US became 1op

Given that protectionism is bad for cconomic growth, how can the dog and liberalized its trade, that countrics Iike France came to look
two most successful economies in history have been so protectionis(?

protectionist. But, even then, the difference was not that great. In 1962
One possible answer i

stith 13%. With eoly 7%
average industrial tariff rates, the Netherlands and West Ciermany were

s that, while Britain and the US were protec-
tionist, they were economically mo

lhe average industrial tariff in the U8 we

successful than other countries

hecause they were less protectionist than others, Indeed, it seens likely
that other rich countries known for their protectonist lendencies —

considerably less protectionist than the Us. Tariff rat

s Belgiun,

Japan, Haly, Austria and Finland were only slightly higher, ranging from
such as France, Germany and Japan — had even higher tariff walls
than those of Britain and the US.

This is not trae. None of the other countries among today’s wealthy

nalions were cver as proleclionist as Britain or the US, with the brick

14% to 20%. France, with a tariff rate of 30% in 1959, was (he one

exception. By the early 19705, the US could not clainy to be the leading

practitioner of [ree trade any more. By then, other rich countries had

caug _: up s_:r it econonically m:& found :E:;n_é, :_u_n o lower
mﬁnt::: of § spain in the 193084 France, Germany and Japan — the three

countries that are usually considered to be the homes of protectionism

12%, ..:::#:mm o ?:_&5 _%\c. Austria’s 1% and ??.:; %, :?,

B

average E:mm rate of the LEC (Buropean Economic Community)

— always had lower tarifts than Britain or the US (uptil the latter two

Tounltries was E:ig 3_,:\ lower than the US rale, at only 8%,

countries converted to free trade following their economic ascendancy).

France is often presented as the protectionist counterpoint to free- So the two champions of free trade, Britain and the US, were nol

(rade Britain, But, between 1821 and 1875, especially up until the carly

~only not free trade economies, but had been the two most protec-

18605, France had 522. E:mT :5: m:EE 3

ven 5_.:,,,: it became

tionist economies among rich countrics — that is, untl they cach in

v::?:c:_i = Tiémm: the 19208 m:ﬁw the 19508 ~ its average industrial ssuceession became the world's dominant industrial power.

tariff rate was never over 30%. The average _:n_:m:_m_ tariff rates in
Britain and the US were s0-55% at their heights

* The average tarift rate, of course, does not tetl us the Full story. A coumiry may

Tariffs were always relatively low in Ge ermany. Throughout the 1 C:a “have a relatively low average tariff rate, but this could e the result of the heavy

and in the earty 20th century {until the First World War), the averag,

protection of certain sectors counterbalanced by very low or zero tartfls i other

a

sectors. For example, during the late 19th and the carly 2oth contury, while nain-

5&::32:2:: tariff rate in Germany was 5-15%, way Un_oé the

>5m:£: and :Hm w::,r Sz,::m the 1860s) rates ol 35—50%. Lven in

]

:5 Ewc,, Ern: it r.mf:: more @3222& ,% _? _:L:J: 1cs, ?Q.:E:%w

taining a relatively moderate average industrial tariff rate (5-35
strong tariff protection to strategic industries

), Germany aveordad

amg

ke from amd steel. During the

€

cpetiod, Sweden also provided high protection to its newly emerging engimeering
#iNg i 5

ut the zath

. industries, although its average rariff rate was 15—20%. In the first ha

aver age _:a:,::n: tariff ?:n Lﬁ%m& A:o::a 20%. The 33%5 equa-

- weeniury, Belgium maintained moderate evels of overall protection (aronnd 1o
average industrial tarift vate), but heavily protected kev textile sectors {30 -60%) and
the iron industry (85%).

tion of fascism with t::nh:o_:i: in free trade mythology is highly
misleading in this sense.
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BAD SAMARITANS

(4]

Mast free trade cconomists would accept that there are WiD
and losers from irade liberalization but argue that their existence
cantot be an argument against trade liberalization. Trade liberaliza-

::3 7:_:@,. overall gains. As the winne s gain more than what 1s 1ost

by the josers, the winners cap :Z_.F up a: the latter’s losses and still

_::_r c_:n:::m F: for themselves. This 1s V:cé:. as ..:.H.cmc_ﬁdo:.:?

fion E_:SE:,» _if the winners from an econvmic change can fully

compensate the fosers and still have something left, the change is

worlh making,
The first problem with this line of argument is that trade liberal-

sarily bring overall gain. Lven il there are winners

jeation does ot neces

from the process, theit gains may not be as large as the losses sutfered

by the losers — r: example, when trade liberalization re educes Lhe
:::,:7_.::_3&: make the ?::33;\ .,,_:::r as has F:ﬁ ene:l | n

many p_mﬁ,r%_: countries in the past two am _5
Moreaver, even if the winners gain more than :F. tose

is not automatically made through the workings of the

people wiil be worse off than before.

lose, the

compensation
market, which means that some
Trade liberalization will benefit everyone only when the displaced
workers can get bette
when the discharged machines can be

- which is rarely
This is a more serious problem in de
Q::tnzmuzc: mechanism is weak, if not non-existent
coustries
pensafe
unemployment benefits, gu
even guarantees of a minimum income. In seme countries,
Sweden and other
tive retraining schermes for unein ployed workers so that they can b
equipped with new skills,

wellare
result, the victims
even partially compensated for the : sacrifice that they have

of trade adjustment in these countries s do not.get

the rest of society.
As a result, the gains
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L econoniies,

_E% ::& lf - is :#: the the :_

(or al lcast equally good) jobs quickly, and-
re-shaped into new machines:

[ o S

. Ceptoducers. OF course, when the infant producers ‘er
ablg 1o compete wilh the more advanced p i
mvocE $0. Bul this has to be done gradually. If they
~too much international compelition oo soon, n
@Stﬁr&. That is the essence of the mfant ind

wmw il tt 17_, —y#.—a qu_..u w_ T a liitle _ {
« mJ It :SMJ Q [N .\~ crowil X
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ey ]
-they can build up their capabilities o compete with superior

eveloping countries, where the:
. In developed

5, the wellare slate works as a me chanism to partially coms=
:E lasers [rom the trade adjustment process through .
arantees of health care and ¢ ducation, and”
such as’

Scandinavian countries, there are also highly effec

mmam:,

.? lans point out that all the rich countries have Iree(ishy
ﬁ isis, however, like people advising the pare ,
0. 5&6 him get a job, arguing that suce

In most developing countries, however, the

tate is very weak and sometimes virtually non-cxistent. >ﬁ.m

ma Snom.. :th
de-for: wam:m:ﬁ sand, therefore, that being independent must be the re

from trade liberalization in poor countries Hug%i becauisc they

MY S = 2
STX-YEAR-OLD SON SHOULDY GET A JoR

are likely to be ;
o be more unevenly distributed than in rich countries
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- tries are alr
B eady very poor and dose (o the subsistence fevel, Ta

\ s _C >
scale trade liberalization carried out in a s -

1671 period of time wi
mean that some p el i liveli el e
people have their livelihoods wree

ked. In developed
‘countries, unemployment due to trade e

~of fife and death, but in d ] adjustment may not bea matter
» but in developing countries it of s i

JINE utries i olten 15, This is
- we need 0 be more cautious with s by

de fiberalization in poorcer

The :
¢ short-run trade adjustiment problem arising |

fro »
v___? of nrc:::: m the immeo-
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their proponents would have us believe, free (rade

contrary to what

theory doe ;
cm e , aces 1 (el
hat free trade is good for economic de cvelopient,
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are exposed Lo
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