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A Corporate Class

conspire, v.  Collude; act in unison or agreement and in secret towards

a harmful, deceitful or illegal purpose. WORDNET!

... lately, the term [conspiracy theory] has been hijacked. A range of
commentators has been using the phrase to confer instant illegitimacy
on any argument with which they disagree. Want to close off the terms
of the debate? Call something a conspiracy theory. ~ ZACHARY ROTH?

Klaus Schwab, who presided over the World Economic Forum (WEF) for almost
30 years, argued in 1999 that the ‘sovereign state has become obsolete” and that the
preference of the chief executives of large corporations is for national governments
to become subservient to corporate and financial interests.”> The WEF is an ex-
clusive private club for the chief executives of the world’s largest corporations who
meet annually at the Swiss ski resort of Davos to set the ‘political, economic and
business agenda’ for the rest of the world. Membership is by invitation only and
is restricted to corporations that have over US$1 billion in sales and banks that
control over US$1 billion in capital.*

The WEF also has numerous other more specialized meetings during the year
to network, hold private discussions, share information and ideas, foster alliances
and plan strategies for achieving common corporate goals. A ‘club atmosphere’ is
deliberately cultivated and a ‘privileged, informal framework for intensive business
networking’ is maintained. The WEF invites top policy-makers to its meetings so
that members can have high-level access to government ministers, prime ministers
and presidents.’

The WEF is clear about its agenda-setting role: ‘One of our initiatives in this
respect is the Centre for the Global Agenda (CGA), which will serve as a catalyst
in defining, monitoring and driving the global agenda. It will act as a hub of
networks and alliances on important global issues and will play a key role in the
world’s international system.™

The purpose of the WEF, and the many other like-minded coalitions that
corporations have formed during recent decades, is to ensure that corporate
interests are advanced over other interests and to undermine the democratic process
for deciding government priorities and policies.
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Corporations have always had a certain amount of power through their ability
to make decisions concerning production and employment. As they have grown
in size and number, that economic power has become significant and has been
used to exert political influence. Individual corporations frequently influence the
political process on matters of immediate financial interest to themselves through
donations and lobbying, and the threat of transferring their activities abroad. They
also play a major role in setting the political and the public agenda through their
use of public relations, lobbying and funding of third parties, such as media, think
tanks and business organizations.”

However, corporations have not been content with the degree of economic
power and political influence that they can wield individually. Since the mid 20th
century, they have conspired to increase their power, consolidating their political
influence to pressurize governments into making decisions in their favour.

During the 1970s, faced with declining profits and a proliferation of public
interest groups that challenged the authority of business and sought government
controls over business activities, corporate leaders created whole networks of business
groups to mobilize political support and to reassert business dominance.

Confidence in free enterprise was in decline. The first wave of modern environ-
mentalists blamed development and the growth of industrial activities for environ-
mental degradation. Their warnings captured popular attention, resonating, as
they did, with the experiences of communities facing obvious pollution in their
neighbourhoods. Worst of all, from a business point of view, governments were
responding with new environmental legislation.®

Governments worldwide responded with new forms of comprehensive
environmental legislation such as clean air acts and clean water acts, and the
establishment of environmental regulatory agencies. These new environmental laws
were part of a general trend in legislation aimed at regulating corporate activities
and constraining unwanted business activities. In the US, for example:

... from 1969 through 1972, virtually the entire American business
community experienced a series of political setbacks without parallel in
the post-war period. In the space of only four years, Congress enacted
a significant tax reform bill, four major environmental laws, an
occupational safety and health act, and a series of additional consumer
protection statutes. The government also created a number of import-
ant new regulatory agencies, including the Environmental Protection
Agency (EPA), the Occupational Safety and Health Administration
(OSHA) and the Consumer Product Safety Commission (CPSC),
investing them with broad powers over a wide range of business
decisions.’

Public respect for business was at an all time low and ‘for the first time since the
Great Depression, the legitimacy of big business was being called into question by
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large sectors of the public.’’® A Harris poll found that between 1967 and 1977,
at a time when the counter-culture movement brought with it a proliferation of
public interest groups — including environmental and consumer groups — the
percentage of people who had ‘great confidence’ in major companies fell from 55
to 16 per cent."

In various business meetings, corporate executives lamented their decline in
influence. For example, Carter Bales, director of McKinsey and Company, New
York, stated: ‘Around the world, there have been challenges to the authority of
each corporate actor — a breaking down, if you will, of their legitimacy’. And the
president of the National Federation of Independent Business, Wilson Johnson,
claimed ‘we’re losing the war against government usurpation of our economic
freedom.’'?

In response to government regulations, brought on by the activities of
environmentalists and public interest groups, businesses began to cooperate in a
way that was unprecedented, building coalitions and alliances, and putting aside
competitive rivalries.

Broad coalitions of business people sought to affect ‘a reorientation of American
politics’. In the US, the Chamber of Commerce and the National Association of
Manufacturers (NAM) were resurrected and rejuvenated, and new organizations
such as the Business Roundtable (for large corporations) and the Small Business
Legislative Council (for small businesses) were formed to lobby governments.'
Corporations and allied foundations also poured huge financial resources into a
network of dozens of think tanks aimed at devising and advocating policies that
would shift power from government to business (see Chapter 2).

This political mobilization of business interests could be observed in other
countries, too. In Australia, for example, corporations ‘substantially increased
their level of resources and commitment to monitoring and influencing the
political environment’. They ensured that their senior executives were effective
political operatives in their dealings with politicians and bureaucrats. They hired
consulting firms to help with government submissions and established government
relations units within their companies with direct access to the chief executive
officer (CEO). Also, as in the US, ‘concerted efforts were made to improve and
centralize business representation at the national level’ in order to mobilize and
increase their power.'*

Since the 1970s, corporate coalitions have moved from defending their
economic freedom from the demands and interventions of labour unions and
governments, to being far more aggressive in their goals. They now seek to expand
their freedom, destroy unions and take over key areas of government policy-making
and service provision. Their progressive accomplishment of this has meant that
as time goes by, democratic power is undermined and thwarted, while corporate
power grows.

The political mobilization of business interests meant that corporations began
to act as a class rather than a collection of competing companies with some common
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interests. The class consciousness of top corporate executives was facilitated by the
growth of inter-corporate networks of ownership and interlocking directorates of
large corporations, which gave rise to a growing number of corporate executives
who occupied positions on the boards of several companies. These corporate
executives became politically active on behalf of business, in general, rather than
individual companies. They provided the leadership for business coalitions and
associations and were employed at the top levels of the largest corporations.”

In his book 7he Inner Circle, written during the 1980s, Michael Useem claimed
that while ‘a sense of class affinity based on company stewardship can hardly be
said to be new, the strength of the bond has increased and a select circle of those
in corporate power are now far more willing to work towards goals that serve all
large companies’. His study of the US and UK found that even at that time, large
corporations were becoming more and more interrelated through shared directors
and common institutional investors.'®

Various studies have shown that interlocking directorates have grown even
more in the ensuing decades and have become more global. In addition, the size
of corporate boards has decreased, while the proportion of outsiders on each
board has increased, with CEOs and executives from other companies therefore
dominating the composition of many boards."” Some interlocking directorates in
key corporations mentioned in this book are shown in Figure 1.1.

The inner circle of corporate executives facilitated the formation of many
business associations and coalitions that sought a more general political agenda
than traditional trade associations — one that was not industry or region specific.
The new associations present a united front for their corporate members and assert
the power of large corporations in political forums. These associations cooperate
with each other and ‘perform largely complementary tasks’.'® They not only
share members and even leaders; but associations and coalitions often join other
associations and coalitions as members, or create new associations and coalitions for
specific purposes. They have also created an array of front groups that achieve their
political goals while appearing to be independent of the founding corporations
or associations.

In this way, a vast network of business coalitions and groups, supported by

an array of well-funded think tanks and public relations firms, proliferated during
the 1980s and 1990s. Their purpose is not only to coordinate public relations
campaigns as in earlier times, but to exert collective pressure on policy-makers to
ensure that policies increase the power and autonomy of those corporations. And
many of these coalitions are now global in their reach, reflecting the transnational
nature of the modern corporation, which seeks to pressure governments worldwide
to implement corporate-friendly, open-access policies.
In the past, large corporations have been more willing to accept shared power.
Useem (1984) noted that until the 1970s, many large corporations had tended
to take a progressive attitude towards unions, government and social reform for
strategic reasons:
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American
Express

Figure 1.1 Interlocking directorates

Note: Corporations that are joined by a line have at least one shared person on their board of

directors. So, for example, AIG has directors that are also directors of J. P. Morgan Chase, Time

Warner and Eli Lilly.

Source: information from www.theyrule.net/2004/tr2.php and www.theyrule.net/2001/

The unalloyed exercise of raw corporate power, they recognize, can
generate more problems than it is intended to solve. They are thus more
prepared to accept the permanency of labour unions and government
regulation, not in principle, but as a necessary compromise whose
alternative could generate adversarial turmoil far more threatening to

the future of free enterprise.”

This is no longer the case. Although the perceived threats to business of the 1970s
have long since faded into history, the political mobilization by large corporations

(787)
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has gained a momentum of its own. Their success has ensured the triumph of free
market ideology around the world, and it seems that large corporations no longer
fear that the exercise of raw power will cause them problems. They no longer accept
labour unions, labour laws and government regulation as a necessary compromise.
Today, they seek to destroy these institutions.

David Rockefeller, founder and chairman of the Trilateral Commission, wrote
in Newsweek that business people favour lessening the role of government, but that
this means that ‘somebody has to take government’s place, and business seems to
me to be a logical entity to do it’.?° The Trilateral Commission is another top-level
international policy-shaping group. It is made up of people chosen from the elites of
North America, Europe and Japan, including corporate heads and national leaders,
past, present and future. Past members include ex-US presidents Jimmy Carter and
George Bush Senior, as well as current Vice-President Dick Cheney.

The Trilateral Commission is an example of the way in which business
networks can incorporate high-level government leaders and officials within
their coalitions as allies against democracy. It was established in order to ‘mould
public policy’ at a time when democracy posed a particularly vexing problem for
corporations. In 1975, the Trilateral Commission published a report entitled 7he
Crisis of Democracy. In it Samuel P. Huntington stated that ‘some of the problems
of governance today stem from an excess of democracy’. He went on to say that
what was ‘needed, instead, is a greater degree of moderation in democracy’. For
Huntington, the ‘effective operation of a democratic political system usually
requires some measure of apathy and non-involvement on the part of some
individuals and groups’.*!

The degree of ‘apathy and non-involvement’ evident by the 1990s in the US
would have pleased Huntington. Carl Boggs notes in his book, 7he End of Politics,
‘by the 1990s American society had become more depoliticized, more lacking in
the spirit of civic engagement and public obligation, than at any time in recent
history’.?* Citizens today, not just in the US, but in many parts of the world, feel
that they cannot make a difference.

In fact, their ability to make a difference is declining as corporations increasingly
determine policy decisions and governments increasingly leave social planning and
decision-making about the public good, public services and infrastructure to the
market.

Throughout much of the 20th century a mixed market, with strong government
institutions and public provision of many essential services, brought decades of
prosperity. More recently, however, business interests have been seeking to revert
to some ‘purer’ version of capitalism where government plays a minimalist role and
markets take over even those functions that Adam Smith was convinced should be
the responsibility of governments.

Capitalism requires constantly expanding markets and economic growth. As
existing markets become saturated, business people seek to extend their markets
— in geographical scope from individual nations to the world; into areas of private
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life and social relationships that have not previously been commodified; and even
into government activities that have traditionally been considered outside of the
market — for example, the provision of essential services such as water.

Business coalitions such as the WEE, the European Business Roundtable and
a range of US groups have ensured that through the World Trade Organization
(WTO), the corporate goal of free trade will always have precedence over citizens’
goals such as environmental protection, improved working conditions and health
and safety considerations. The free trade crusade has impacted upon the ability of
citizens in democratic nations to regulate in the public interest, while increasing
the regulation that protects commercial interests. This book seeks to demonstrate
how corporations have conspired to bring this about.
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National Influence

How come we can’t get together and make our voices heard.
CHAIRMAN OF THE BOARD OF GENERAL FOODS!

The tactic by which such changes in the political agenda are secured
is for corporations to search out articulate conservative economists and
amenable academics, gather them together in lavishly funded tax-
deductible think-tanks and pay them handsomely to inundate relevant
debate with an endless stream of books and research reports.

ALEX CAREY?

During the early 1960s, the Kennedy administration was fighting inflation in
the US and had soldiers in Vietnam. Of particular concern was the price of steel,
which could affect both endeavours since it was a component of many household
appliances, cars and defence equipment. The head of the Council of Economic
Advisers warned that an increase in steel prices ‘was the greatest single threat’ to
the nation’s ‘economic stability’.?

As part of his efforts to achieve price and wage restraint, Kennedy arranged a
January 1962 meeting between himself, Roger Blough (chief of US Steel, which
produced one quarter of all steel in the US and therefore tended to set the pay
scales in the industry), Dave McDonald (head of United Steelworkers) and Arthur
Goldberg (formerly counsel to United Steelworkers and, at the time, secretary
of labour in the Kennedy administration). The negotiations initiated at that
meeting culminated in an April agreement on a minimal wage increase in line with
productivity growth. Kennedy was delighted, believing the steel industry had tacitly
agreed to hold the lines on prices so long as the line on wages was held.*

Four days later, Blough announced a 3.5 per cent increase in his company’s steel
price. Kennedy was said to be ‘livid with rage’, realizing that the increase would
make him look weak and ineffective, make the unions appear as dupes and feed
inflation. He felt betrayed, accusing Blough of double-crossing him. He told his
aides: ‘My father told me businessmen were all pricks, but I didn’t really believe he
was right until now... God, I hate the bastards.” This comment was deliberately
leaked to the press by the White House to show how angry Kennedy was.

There is some disagreement over the exact terms of abuse Kennedy used; the
leak replaced ‘pricks’ with ‘sons of bitches” and left off the reference to ‘bastards’; but
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academic John M. Murphy notes that ‘Kennedy could never remember whether he
called them sons of bitches, or bastards, or pricks’.” One thing is certain, though: no
president has since been willing to show such public disrespect to big business.

Five other steel companies made the same price increases. At a press conference
the next day, Kennedy warned of the inflationary effects on the prices of homes,
cars, appliances, machinery and tools that the increase would have, as well as adding
an estimated US$1 billion to the cost of US defences. He stated:

Simultaneous and identical actions of United States Steel and other
leading steel corporations, increasing steel prices by some six dollars a
ton, constitute a wholly unjustifiable and irresponsible defrance of the
public interest.

In this serious hour in our nations history, when we are confronted
with grave crises in Berlin and Southeast Asia, when we are devoting
our energies to economic recovery and stability ... and asking union
members to hold down their wages, the American people will find it
hard, as I do, to accept a situation in which a tiny handful of steel
executives, whose pursuit of private power and profit exceeds their sense
of public responsibility, can show such utter contempt for the interests of
185 million Americans.®

The Kennedy administration retaliated against the recalcitrant steel executives
with every means at its disposal: ‘Blough’s expense accounts were examined. And
the US government said it would buy steel only from those companies that did
not raise prices.” The Justice Department and the Federal Trade Commission
began investigations, and executives of US Steel were served with subpoenas to
appear before a grand jury the next evening while Blough was giving a televised
press conference in defence of the price rise.” From the time of the price rise on
Tuesday afternoon:

... the president orchestrated a ferocious public opinion campaign
against the price rise. Cabinet members detailed the effects of the
increase on their areas of responsibility... Attorney General Robert
Kennedy spoke darkly of anti-trust actions, price collusion and grand
jury investigations. The FBI [Federal Bureau of Investigation] hauled

people in for questioning at three in the morning."

On Friday the steel industry caved in. Firms that had not yet raised their prices kept
them steady and Bethlehem Steel reversed its price increase. Realizing that US Steel
could not compete if other steel companies did not raise their prices as had been
secretly agreed, Blough was forced to capitulate. The remaining steel companies
followed suit, rescinding their price increases.'' It was a humiliating defeat for
Blough and for the steel industry — one that they would not easily forget.
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THE BUSINESS ROUNDTABLE IS BORN

Roger Blough, ‘described as bookish and contemplative’ and ‘unassuming’, a man
who had grown up on a farm and started his career as a schoolteacher, was never
the same again.'> He later wrote:

Never before in the nations history have so many forces of the federal
government been marshalled against a single American industry ...
this was the first time any president had been publicly called upon
to exercise control — without authority of law — over the prices of
an entire industry, and to initiate or participate in a whole series of
administrative and legislative actions of a punitive nature, if that
control were not accepted."

It was a turning point in Blough’s life and it seems that he seethed at his humiliation
at Kennedy’s hands throughout the rest of the decade. He went on to be a key player
in the founding of the most powerful business lobby in the country, the Business
Roundtable (BRT). The BRT would make sure that such a back-down would never
occur again. In future, business would stand united in its goals. Kennedy’s ‘Court at
Camelot” had given rise to a roundtable of rebellious business knights determined
to shape government policy to suit business interests and prevent government from
meddling in business affairs.

The success of the BRT and other business coalitions formed during the 1970s
and 1980s as part of the broader mobilization of business interests makes the events
described above ‘barely comprehensible’” to people today. Murphy notes:

It comes from another world, a world in which unions swung a big
stick, business executives suffered under a liberal lash, corporate heads
cleared price increases with US presidents, cultural norms decreed that
duty should come before profit, and, perhaps most bizarre, a world in
which citizens felt confident that the government could direct the US
economy . .. in which government was not the problem but the solution
to our problems."

It was a world in which the US president could denigrate business and put an
industry in its place, and have his popular approval ratings soar as a result. It was
a world that Blough and other business leaders were determined to change, and
they did.

Blough retired from his position of chief executive officer (CEO) of US Steel
in 1969 and founded the Construction Users Anti-Inflation Roundtable. It was
made up of some 100 steel and construction companies and large corporations
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concerned about the rising costs of construction, which they attributed to union
wage demands. The construction industry was experiencing a slump as foreign
companies entered the market and a shortage of skilled workers gave unions
a measure of bargaining power. The aim of the roundtable was to fight union
power and wage demands. It supported an anti-union Association of Builders and
Contractors (ABC), and its members used and subsidized open-shop (non-union-
ized) contractors for their building requirements in an effort to drive unionized
contractors out of business."

In 1972, ‘Roger’s Roundtable’, as it was affectionately called by supporters,
merged with two other groups to form the Business Roundtable. One of these
groups was the March Group, which had overlapping membership with Roger’s
Roundtable. It had been formed by Fred Borch, chair of General Electric (GE),
and John Harper, chair of Alcoa, together with Bryce Harlow, head of Procter &
Gamble’s Washington office, and consisted of a select group of CEOs of major US
companies who met informally to discuss public policy issues.'®

The March Group was the outcome of a private meeting between Borch,
Harper, a member of Roger’s Roundtable, and three high-level government
officials. The businessmen were concerned about the increasing public resentment
towards American business.'” Present at the 1972 meeting were Arthur Burns,
chair of the Federal Reserve Bank, Charles Walker, deputy treasury secretary,
and John Connally, secretary of the treasury. Walker was a business economist
with a background in banking and several years lobbying government on behalf
of the banks as executive vice president of the American Bankers’ Association
(1961-1969).'® Connally was a lawyer, who had been involved in the Texan Suite
8F Group, a group of right-wing men from politics and business who met in suite
8F of a Houston hotel, beginning during the 1930s through to the 1970s. The
group’s primary aim was to protect oil industry interests in Texas and included men
from Brown & Root, American General Insurance Company and Kerr-McGee Oil
Industries, as well as the governor of Texas. Lyndon B. Johnson was also a member.
Connally became governor of Texas himself in 1963 and then a businessman before
going back into politics.”

Connally and Walker advised the businessmen to found an organization of
business CEOs who would directly lobby Congress and the White House to adopt
policies that suited corporations. The March Group was formed, gathering together
more than 40 CEOs from the largest corporations.

The other group in the merger was the Labor Law Study Group (LLSG). It had
been set up during the mid 1960s to oppose union power and to weaken labour
laws with the help of a major anti-labour public relations campaign orchestrated by
Hill & Knowlton. The LLSG was made up of 12 ‘thought leaders’, men who were
top corporate labour relations executives from the largest corporations and who
belonged to ‘all the trade associations in every nook and cranny in the country’.
They were known as ‘the Twelve Apostles’. By 1968, the campaign was being
described as the ‘broadest united front of large and small businesses in history’.*°
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During the early 1970s, the LLSG turned its attention to government regulation
and its costs to business, as well as to the need to create a more business-friendly
climate of public opinion. Its merger with the March Group and with Roger’s
Roundtable was unsurprising given the considerable overlap in the membership
of all three groups.

Thus, the BRT was born in 1972 with Borch and Blough as co-chairmen,
initially, followed by John Harper as chairman from 1973-1976.*' The BRT’s
agenda was to minimize government interference in economic matters, make
business views known to government, ‘play a larger role in formulating public
policy’ and generally promote the idea that everyone’s welfare was dependent upon
the health of US businesses.?

The BRT was established at a time of rising business activism in the US when
political power in Congress was becoming more decentralized and fragmented, and
party loyalty was weakening. Individual politicians were increasingly susceptible to
pressure from a range of interest groups. Whereas previously business leaders could
lobby key people in Congress, now they had to adopt a new lobbying strategy that
focused on a wide number of individual Congress people.?

By the end of the 1970s, the BRT had 192 members, including most of
the Fortune 100 companies, representing companies responsible for producing
nearly half of the nation’s gross national product (GNP), and was perhaps the
most powerful organization in the country.? It has been ‘credited with thwarting
or watering down anti-trust, environmental, pro-labour, pro-consumer and tax-
reform measures’.” Its power comes from its top-level membership, consisting of
the CEOs of the top companies (currently employing some 10 million Americans
and with combined revenue of almost US$4 trillion — larger than the gross domestic
product, or GDD, of most countries).?® This mobilization of the most powerful
business people in the country was a deliberate strategy to ensure maximum
impact. As Albro Martin noted in the Harvard Business Review: “The Business
Roundtable almost seems a belated recognition of the frequently demonstrated
historical principle that royalty always commands more attention, respect and awe
than the lesser nobility.”

The BRT in the US served as a model for other business roundtables in other
countries, including the Business Roundtable in New Zealand and the Business
Council of Australia. The European Round Table of Industrialists (ERT; see the
following section) was also modeled on the BRT.

BUSINESS LOBBIES

The BRT was far from the first business lobby group in the US. The formation of
business networks and coalitions to achieve political goals through a combination
of public relations and political lobbying originated in the US. The National
Association of Manufacturers (NAM), the leading US business organization during
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the earlier part of the 20th century, was one of the first general business coalitions
to take advantage of the new public relations methods and to use them in order
to gain political power.

NAM was formed in 1895 to promote foreign trade; but in 1903 it shifted its
focus to opposing labour unions and defending the right of employers to establish
work conditions, fire employees at will, and set wages without interference from
unions or government. It was opposed to any government intervention in the
management of business. It lobbied against government legislation that aimed
to help workers, disseminated anti-union propaganda and sought to influence
the outcomes of local elections to prevent pro-labour candidates from being
elected.”®

In 1913, NAM was investigated by a committee of Congress for mass
dissemination of propaganda and for paying ‘Congressmen to promote its legislative
agenda’. The inquiry report stopped just short of accusing NAM of conspiracy:

The correspondence between officials and employees of the association
laid before your committee and placed in evidence shows it to have
been an organization having purposes and aspirations along industrial,
commercial, legislative and other lines so vast and far-reaching as to
excite at once admiration and fear — admiration for the genius which
conceived them, and fear for the ultimate effects which the successful
accomplishments of all these ambitions might have on a government
such as ours.”

In 1932, when public confidence in capitalism was at an all time low and Roosevelt
was threatening to regulate corporations and curb their power, big business took
over NAM to utilize it as a vehicle for pro-business propaganda. It restructured
NAM to ensure that large corporations were well represented on the directorate.
NAM claimed the right to call itself ‘the voice of American industry’ because it
represented 35,000 manufacturers, employing some 5 million people.*

Wright Mills clearly described the role of NAM and associations like it that
represent the top corporations as associations which unify the managerial elite and
corporate rich:

They translate narrow economic powers into industry-wide and class-
wide powers; and they use these powers, first on the economic front — for
example, with reference to labour and its organizations — and, second,
on the political front — for example, in their role in the political sphere.
And they infuse into the ranks of smaller businessmen the views of big
business.”!

The British Manufacturer’s Association was formed in 1915 and became the
National Union of Manufacturers in 1917 and the National Association of British
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Manufacturers in 1961. However, this British equivalent of NAM never engaged
in the extensive lobbying and propaganda campaigns that made NAM such a
potent force in the US. The way in which business in the US used its power and
resources to oppose unionism and government intervention was unique in scale
and comprehensiveness. In Britain, unions were seen as necessary to containing
radicalism and class struggle. The 1919 British Cabinet was told that ‘trade union
organization was the only thing between us and anarchy’.

Following World War II, when economic times were tough, UK governments
— both Labour and Conservative — expected trade unions ‘to play a major part in
maintaining industrial discipline, curbing militancy and persuading their members
to reduce their demands for higher wages’. In return, governments praised the role
of trade unions and union representatives were incorporated within government
processes through representation on committees, royal commissions, inquiries
and boards of nationalized industries.* British trade union leaders tended to have
narrow agendas, in terms of pay and conditions, rather than radical agendas aimed
at the overthrow of the capitalist system.

In 1965, the National Association of British Manufacturers merged with
the Federation of British Industries and the British Employers” Confederation to
become the Confederation of British Industry (CBI), the most powerful business
lobby in the UK. The CBI labels itself as ‘the voice of British business’. It both
formulates and promotes business-friendly government policy and opposes policies
(such as environmental and labour protection policies) that are thought to interfere
with business.

The CBI claims that its ‘views on all business issues are regularly sought by
government at the highest levels and that ‘No other business organization has
such an extensive network of contacts with government ministers, MPs, civil
servants, opinion formers and the media.”* According to the UK-based Corporate
Watch, few government ‘policies or bills are written without extensive consultation
with the CBI. It has daily contact with every level of government, with civil
servants, with ministers (including the PM [prime minister]), and once a bill
reaches Westminster with MPs.”

In 1999, its website opened with a quote from Prime Minister Tony Blair: “The
government strongly supports business, and we work closely with the CBI as a key
representative of business in Britain.”* When the UK took over the presidency of
the European Union (EU) in 1998, the CBI noted that it would be ‘working closely
with the UK government to ensure that business issues are at the forefront of the
agenda’.?’” Its goal of reducing business regulation has resulted in the UK being one
of the least regulated nations in the world, according to the World Bank.?®

The CBIs influence over government comes mainly from the fact that it
claims to represent a broad sector of the business community, one that employs
40 per cent of the workforce (about half of these through membership of trade
associations). However, the CBI also has influence because it shares the same free
market ideology as key government ministers, and it claims to know what will
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harm business prospects and competitiveness and cause job losses. Its views on
these matters are often accepted by government ‘at face value’.”?

Unlike the US BRT, the CBI's members are not limited to large corporations.
More than half of its 3000 individual company members are smaller firms employing
less than 200 people. Eighty of the UK’s largest public companies listed in the FTSE
100 are members. Transnational companies operating in the UK are also members.
Its membership includes trade associations, employer associations and professional
associations. Because of the membership of these associations, the CBI claims to
represent some 250,000 firms employing around half the UK workforce, giving it
‘unrivalled influence with the UK government’.*

Despite its membership diversity, the CBI does manage to present a united
business front on many issues. A Friends of the Earth report on the CBI, Hidden
Voices, claims that this is because of the way in which policy is formulated using
specially selected standing committees that are not representative of the full
membership. The membership of these committees is not communicated to the
wider membership. The director general and senior communications staff then
have the final say on the public position of the CBI. This arrangement makes it:

... convenient for a company wanting to protect its reputation to hide
behind the CBI when it has a controversial view on public policy with
which it does not wish to be associated. So, despite these conflicting
views, the CBI continues to insist to the government that there is a
unified voice from business on key policy issues when clearly there is
not.*!

Most nations also have chambers of commerce at a local level and national level
(see Chapters 7-9 for a discussion of the International Chamber of Commerce,
or ICC). The US Chamber of Commerce was organized by NAM in 1916. In
the UK, the 100 or so local chambers are networked under the umbrella of the
British Chambers of Commerce (BCC) and cover 100,000 businesses, large and
small, which employ 30 per cent of the nation’s workforce. The BCC claims to
be ‘the national voice of local business’” and states that its combined membership
is able ‘to influence decision-makers and shape policy to ensure the best possible
environment for business to succeed’.’ Like the CBI, it opposes regulation of
business, including environmental and employment regulations.*

The Confederation of Australian Industry (CAI) was established in 1970 and
the National Farmers Federation in 1977. The Australian Business Roundtable,
modelled on the US Business Roundtable and made up of chief executives of 20 of
Australia’s largest companies, was founded in 1980. It was established to ‘enable the
participation of chief executives in the public policy-making process’ by identifying
issues, getting them on the agenda and advocating a business position on them.®
The Business Council of Australia took over this role when it was formed in 1983
by the chief executives of 66 large corporations, following what they perceived
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as a weak showing by business at the economic summit organized by the newly
elected Labor government. The Business Council now represents big business in
Australia.*

The European Round Table of Industrialists (ERT) was founded in 1983 to
represent European business interests and their push for free trade. It was formed
by Pehr Gyllenhammar of Volvo as ‘a private circle of 17 European industrialists’.
These days, it consists of around 45 European industrial leaders. ERT uses the
rhetoric of competitiveness to promote deregulation, privatization and free
trade.”’

Membership is by invitation only and includes chairs and CEOs of major
multinational companies headquartered in Europe. These companies include
Bayer, Fiat, BP, Royal Dutch/Shell, Unilever, Hoffmann-La Roche, Total, Volvo,
Renault and Siemens:

The ERT derives its strength from the commitment and personal in-
volvement of its high-level members and from the substantial resources
which ERT companies can mobilize. The combined turnover of ERT
companies is over 1400 billion Euros and they employ around 4 million
people worldwide.*®

The ERT has had privileged access to EU policy-makers and national government
leaders, and that access has become institutionalized as the ERT has been integrated
within EU committees such as the Competitiveness Advisory Group. Its privileged
access to ministers and leaders is reinforced by personal contacts and friendships,
including those between successive ERT chairs and European Commission (EC)
presidents.”” There is also some evidence of a revolving door between the European
Commission and the ERT. Two commissioners who encouraged the formation of
the ERT later became ERT members (representing Societé Generale de Belgique
and Total).”®

Doherty and Hoedeman, in New Statesman and Society, wrote:

... it often seems that the ERT is piping out the music, while the EU
Jollows its policy proposals like a sedated parade of rats ... many ERT
proposals and visions are mysteriously regurgitated in Commission
summit documents.”!

The Corporate Europe Observatory describes ERT’s agenda-setting role as ‘resulting
in the prioritization by the EU of new policies benefiting corporations’.”

ERT was credited with being the driving force behind a single European market
by former EC President Jacques Delors. A 1985 ERT paper by Wisse Dekker,
‘Europe 1990: An agenda for action’, was sent to heads of state and government
officials throughout Europe. ERT notes: “The arguments were convincing and
the timing perfect. The single market became the most visible proposal of Jacques
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Delors’s new Commission.” The subsequent EC White Paper that the 1986 Single
European Act was based upon closely followed ERT’s plan for a single market.>

The ERT has various working groups, including one on the environment;
however, its aims in each working group are clearly the protection of corporate
profits. In its Charter for Europe’s Industrial Future, entitled Beating the Crisis,
the ERT argued that economic growth should be the goal of European policy and
that ‘special interests can no longer hold the global economy to ransom’. It claimed
that labour costs needed to be reduced and regulations cut: “What is needed is a
standstill on new regulations. .. New priorities, such as the environment, should be
dealt with by a cooperative approach, not by additional taxes and regulations’.>

The report stated that, while business people were ready to consider other
objectives such as social welfare and environmental improvement, ‘what industry
cannot accept is that the pursuit of other objectives is used as an excuse for
damaging the wealth-creating machine itself, whether by raising its costs or
blocking its development’.> It called for a balanced approach involving ‘close
consultation between government, industry and science, with an end to the
adversarial approach and “government by pressure groups”.*® The environment
could be protected by consulting with industry over objectives and then allowing
industry to work out how those objectives might be attained.””

POLICY DISCUSSION GROUPS

Business groups are also able to set agendas and influence government policy via
policy discussion and advisory groups. Such groups are set up to help governments
make policy and are sometimes established by or with the help of business people,
and even funded by businesses.

One of the earliest policy discussion groups in the US was the National Civic
Federation (NCF), which had close ties to the Republican party. It was formed in
1900 and made up of business leaders, as well as government officials, journalists,
academics and union leaders who were opposed to socialism and too much
government intervention. Its members included prominent business leaders, such
as Andrew Carnegie, and several partners in the banking group J. P Morgan.*®

The NCF was utilized by the private electricity companies early in the 20th
century when they decided that state regulation of private electricity monopolies
was preferable to public ownership of electricity.”® To achieve this end, Samuel
Insull, who was head of the electricity association and a member of NCF, got
NCEF to set up a Commission on Public Ownership, which undertook a study of
electricity provision (1905-1907). While secking to appear objective, the study
had particular ends in mind. Participants were carefully selected from the utilities,
banks, railroads, unions, manufacturers and professions.

The study was largely funded by private utilities and their allies who were
told that their contributions would be used ‘to combat municipal ownership’.
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Not surprisingly, the study concluded that regulated monopolies, as opposed to
competing companies, were the best way to provide electricity. The NCF therefore
drafted model legislation, which was promoted by the private utilities in the states
where they operated. It was adopted in 13 states, including New York, Wisconsin
and Massachusetts, in 1907.%°

The NCF was soon eclipsed by other policy groups. In 1916, the National
Association of Manufacturers (NAM) played a key role in creating the National
Industrial Conference Board (later named the Conference Board), which would
feed ‘pertinent economic facts’ into NAM’s campaign to oppose unions and pro-
gressive legislation, such as child labour laws; organize ‘joint deliberation and
joint action by the manufacturers of the country’; ‘command the attention of
government’; and promote a better public understanding of the ‘character, scope
and importance of industry’.®’

The Council on Foreign Relations (CFR) ‘evolved from a monthly dinner
club’ in 1921. By the 1970s, when business mobilized, it was the largest of the
policy organizations, and in 2000 it had just under 3900 members, many of
whom were not active participants. Its links with the corporate class have been well
documented. Domhoff noted: ‘In a study of the directors of 201 large corporations
in 1970, it was found that 125 of these companies had 293 positional interlocks
with the council. Twenty-three of the largest banks and corporations had four or
more directors who were members.*

CFR was funded by corporations, wealthy individuals and subscriptions to its
magazine, Foreign Affairs, and discussed policy issues at lunches and dinners, with
invited speakers from governments around the world, as well as through books
and other publications. In 1973, the CFR chair, David Rockefeller, founded the
Trilateral Commission (described in Chapter 1).%* Rockefeller became co-chair of
the Trilateral Commission with Zbigniew Brzezinski, also a CFR member.

The Committee for Economic Development (CED) was formed in 1942.
Whereas the CFR was interested in international issues, the CED focused on
economic issues at home and abroad. It was primarily made up of corporate
managers with a few university presidents added in to give it credibility. Its aim was
to speak on behalf of business ‘in the national interest’, beginning with opposition
to the New Deal. It received its funding from large foundations and ran a series
of study groups in conjunction with selected academics. The groups produced
policy recommendations that were then disseminated in pamphlet form and often
converted into public policy by government.®

The Business Council was set up in 1933 as a governmental advisory group,
and although it became independent in 1962, it was still being consulted by
government officials during the 1970s. It is mainly composed of the heads of the
largest corporations in the US. Its annual three-day meetings with government
officials included speeches, panel discussions and report presentations, as well
as social events and informal discussions in a resort atmosphere, all paid for by
corporations.®
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From the 1950s the Conference Board, the CFR and the CED worked to-
gether and had overlapping membership. These groups also had a large overlap
with the Business Council.® They were the more moderate of policy discussion
groups, accepting that some welfare state measures and accommodation of labour
demands were necessary to prevent social disruption. This was in contrast to NAM
and the US Chamber of Commerce, which opposed such measures. Corporations
funded both the moderate and the more extreme policy groupings and associations.
However, during the 1970s as business funds poured into the more extreme pro-
market groups, the moderate groups also became more extreme.*’

The BRT, which was formed at this time, has become central to these corporate
policy groups, although it was only a lobby group itself. Its directors are largely
drawn from the inner circle of business leaders who are on the boards of more than
one company and are also members of other business coalitions, particularly the
Business Council, but also CED, NAM, the American Enterprise Institute (AEI),
CFR, the Conference Board and several others (see Figure 2.1).%®

| Business
Council

Committee for Economic
Development (CED)

Conference
Board

National Association of
Manufacturers (NAM)

Council on
Competitiveness

Business
Roundtable

(79 directors)
- American Enterprise
Council on Institute (AEI)
Foreign Relations
3 2

Center for Strategic and
International Studies

Institute for
International Economics

Brookings
Institution

Figure 2.1 Business Roundtable connections in 1997

Note: Seventy-nine of the Business Roundtable directors are also members of several other policy
groups and think tanks, as shown in this figure. The spokes of the wheel depict the number of
directors shared between organizations. For example, 36 Business Roundtable (BRT) directors are
also members of the Business Council.

Source: Information from Domhoff (2002, p93)
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Corporate CEOs such as Blough of US Steel, who were members of the inner
circle of corporate leaders discussed in Chapter 1, played active roles in several
of these groups. Besides being a director of several companies, including the
Campbell Soup Company and the Chase Manhattan Bank, Blough chaired the
Business Council from 1961-1962; he was an honorary trustee of the Committee
for Economic Development; he was a chair and trustee for the Conference Board;
he was a trustee for the US Council of International Chamber of Commerce; and
he was a member of the Council on Foreign Relations.”

Policy discussion groups are useful to corporations because they provide a
forum where corporate executives can ‘familiarize themselves with general policy
issues’; conflicts about the best strategies and policies can be discussed out of the
public eye; and corporate leaders can observe potential members of their inner
circle and select appropriate academic experts for promotion within the policy
networks and into government service. The groups also confer legitimacy on
corporate executives taking part as policy experts, rather than representing vested
interests; provide a channel by which upcoming policy experts from academia can
learn about corporate goals and expectations; and enable corporate executives to
participate in the setting of government policy.”

Britain, too, had its policy groups, such as the Economic Advisory Council
(EAC) formed during the 1930s and the Economic Planning Board established
during the 1940s; but they tended to be less enduring and less influential than those
in the US. One of the more long lived was the National Economic Development
Council (NEDC), which was set up in 1962 to find solutions to Britain’s poor post-
war economic performance at the instigation of the Federation of British Industries
(FBI (UK)). Unlike their US counterparts, British business people, at least those
in the FBI (UK), saw a role for government in creating an economic climate for
the growth of business, and this was their goal in promoting such a council. The
FBI (UK) originally envisaged it as a forum for government and business.”® In the
end, it included government ministers, employer representatives and union repres-
entatives. The council was abolished in 1992 without being replaced by any other
similar forum for the discussion of national economic policy.

In Australia, the Committee for Economic Development of Australia (CEDA)
was formed in 1960, modelled on the US CED and to be funded by private
contributions and corporate subscriptions. It was responsible for creating an
Australian Business Roundtable in 1980.”” CEDA later transformed itself into
a think tank following the model of the American Enterprise Institute (see the
following section).

THINK TANKS

Think tanks or research institutes utilize theoretical ideas developed by university
scholars and turn them into policy ideas, which they disseminate and market.
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These policy ideas are then discussed in policy discussion groups and government
advisory groups, before being taken up by government committees and turned into
legislation. In most English-speaking countries, conservative think tanks have been
influential in promoting a conservative pro-business reform agenda and ‘widening
the parameters of “respectable” opinion.®® As a result, free market ideas have come
to dominate all policy issues.

The rise of Thatcherism in the UK can be attributed, in large part, to the
endeavours of two think tanks: the Institute of Economic Affairs (IEA) and the
Centre for Policy Studies (CPS). The CPS was, to some extent, an outgrowth of
the older IEA. Keith Joseph, an active member of the IEA, and Margaret Thatcher,
who had also been associated with the IEA, founded the CPS in 1974. While the
IEA pledged itself to be ‘independent of any political party’ and therefore did not
publish policy recommendations, the CPS was set up to formulate free market
policies for the Tory party.®!

The IEA and the CPS were small compared with the average US think tank,
but were effective in the UK environment because of the ‘extreme centralization
of British political and public life.” This gave easy access to key people within
government, the media and the financial sphere. They needed only to concentrate
their persuasion on ‘a strategic policy-making elite’ to be effective.®*

During the Thatcher reign, the Adam Smith Institute (ASI), established in
1981, was a driving force behind privatization. It sought to make privatization
acceptable to the public by creating interests in favour of it through ‘encouraging
management buy-outs, cheap or free shares to employees and widespread share
ownership among the public’. It organized ‘right-wing talk-ins’ and distributed
pro-privatization literature to councillors, civil servants and the media.®* The ASI
had a reputation for getting radical ideas turned into policy:

It is a handy sort of body for the government to have around. It can
trample on taboos, shout the unthinkable, sit back and take the flack.
In time, the hubbub subsides and in the still reflection that follows the
idea no longer seems quite so outrageous. Whereupon, along comes a

minister and polishes off the job.**

These think tanks, particularly the CPS, played a major role in setting the policy
agenda of the Thatcher government, providing it with most of its policy initiatives,
including trade union ‘reforms,” privatization of public authorities, such as water
and electricity, and welfare cuts. Thatcher’s chief of staff, economic adviser and all
four heads of the No 10 Policy Unit were former contributors to the CPS. The
Policy Unit served as a conduit for ideas from the CPS and other conservative
think tanks.®

As a result of Thatcher’s free market policies, inequality increased in the
UK and increased faster than any other industrialized country apart from New
Zealand, where the free market formula was being applied even more zealously
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(see Chapter 4). The tax burden for the majority of households was increased and
the poorest no longer benefited from the nation’s economic growth. Between 1977
and 1990, the percentage of the population earning less than average income in
the UK trebled.

Union power was reduced. The combination of weakened union powers,
deregulation of labour laws and the downsizing of the workforces of private and
public organizations ensured that many full-time, permanent jobs disappeared for
good or were replaced by part-time and/or contract positions. Even those in full-
time jobs were often paid less than was needed to support a family. “The diseases
of poverty — TB [tuberculosis], rickets and others — returned.’”

Richard Cockett, who has charted the rise of conservative think tanks in the UK
in his book, Thinking the Unthinkable, notes that a new consensus, which included
keeping government control of industry to a minimum, has been achieved by those
think tanks. The free market ideas of think tanks such as the IEA have become the
new conventional wisdom, so that even the Labour party in Britain ‘employs the
language of economic efficiency and choice, albeit reluctantly.® R. Desai, writing
in New Left Review agrees: “The Labour party, by the late 1980s, resigned itself to
operating within the political parameters laid down by Thatcherism.’

In the US, too, conservative corporate-funded think tanks have been responsible
for the transmission and promotion of free market ideas and policies: ‘think tanks
and foundations perform the research and advocacy functions that in many other
industrial nations would be undertaken by the organized political parties’. The
American political parties do not play much role in policy development and do
not have policy research units. It has been suggested that American political parties
are not only unable to come up with ideas, but that they lack any ideological
coherence:

Think tanks have played a crucial role in building and supporting
policy consensus and thereby replaced American parties, which tend to
work rather as electoral coalitions than as places of ideological discussion

and policy planning.¥’

Ricci, in his book, The Transformation of American Politics, argues that politicians
often lack any vision, philosophy or a coherent set of values that would enable
them to deal with the mass of information at their disposal, and to distinguish
between the ‘good and bad, significant and insignificant, relevant and irrelevant’.
Politicians and government officials therefore look to experts in the think tanks to
interpret and make sense of all that information. This gives rise to a set of policy
entrepreneurs based in think tanks who usually have the coherent vision that
politicians lack.”

Corporate-funded neoconservative think tanks proliferated and expanded
in the US during the 1970s, campaigning against government regulation. Their
explicit political goals caused them to be referred to as advocacy think tanks.
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These think tanks helped to bring Ronald Reagan to power and then influenced
his policies when he was elected president in 1980. As in the UK, the relationship
was two way. Reagan gave the free-market ideologues position and status; in return,
they gave his ideas credibility. According to Feulner of the Heritage Foundation,
‘our presence made Reaganism more acceptable’.”!

The AEI was also ‘a major source of policy advice’ to Reagan. It was said to
operate ‘as the most sophisticated public relations system in the nation for dissem-
ination of political ideas’.”” It was formed in 1943 ‘as an adjunct to the US Chamber
of Commerce’ by a group of businessmen who were ‘horrified’ at ‘talk of making
wartime price and production controls permanent to prevent another depression’.
One White House official told the Atlantic that the AEI played a large part in
getting Ronald Reagan elected by making ‘conservatism intellectually respectable’.
Its promotion of deregulated markets found expression in Reagan policies. By
1985, it employed 176 people, boasted 90 adjunct scholars and a budget of
US$12.6 million, 45 per cent from some 600 major corporations.”

The Heritage Foundation was also extremely influential during the Reagan
years. It provided information to members of Congress, and most of its policy
recommendations, outlined in a document entitled Mandate for Change, were
adopted by the Reagan administration. Feulner received a Presidential Citizen’s
Medal from Ronald Reagan for being ‘a leader of the conservative movement ...
who has helped shape the policy of our government’. By 1985, the foundation was
almost as large as AEI It promoted deregulation of industry, an unrestrained free
market and privatization. The Economist’s Good Think-1ank Guide described the
foundation’s ideology as ‘red-blooded, celebratory capitalism’.”*

It was the Heritage Foundation that perfected the art of marketing ideas and
forging contacts. Its policy analysts were assigned policy specialities and ‘expected
to develop contacts’ on key congressional committees; to cultivate Congressional
staff with lunches; and to keep track of the progress of bills in Congress. The
foundation spends only 40 per cent of its budget on actual research. More than
half of its budget goes on marketing and fundraising, including 3540 per cent
of its budget on public relations. All of this marketing enables the foundation to
successfully attract mass media coverage for its publications and policy proposals.
The foundation claims that it usually gets 200 or more stories nationwide from
each of the position papers that it publishes.”

The Heritage Foundation aims its publications at government and the media,
rather than the public:

Irs most avid consumers are members of the conservative congressional
staffs who must brief their bosses and supply them with legislative argu-
ments, pro or con; the conservative appointee in an executive agency
who is leery of relying on the expertise of civil service employees and
may want to consult with an ideologically compatible expert; and the
Journalist who wants to balance an article with insights drawn from an
authoritative conservative source.”®
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Like the Heritage Foundation, the Cato Institute was influential during the Reagan
years. The Cato Institute was another of the new generation of Washington-
based think tanks established with business money in 1977. It was started with
US$500,000 from Charles Koch, whose father Fred Koch, also a business man,
had helped to found the John Birch Society. Koch was CEO of oil/chemical
conglomerate Koch Industries.”” Cato campaigns for reduced government and
deregulation of the economy. It calls for many government functions to be turned
over to the private sector. William Niskanen was acting chair of Reagan’s Council
of Economic Advisers in 1985 when he left to become chair of the Cato Institute.
He was previously a director of economics at the Ford Motor company, a founder of
the National Tax Limitation Committee and a defence analyst at the Pentagon.”

CORPORATE INFLUENCE

Think tanks have become essential vehicles of business propaganda and policy
marketing. Rather than just react to proposed government policies, during the
1970s US corporations began to initiate policies more actively and to shepherd
them through the policy-making process until they became government policy.
Think tanks enabled them to do this. The more that government was attacked and
its role reduced, the more freedom and opportunities were provided to business.

Oil industry money was invested through business people such as billionaire
Republican Richard Mellon Scaife and Mobil Oil. Chemical industry money was
invested through foundations such as the Olin Foundation. Lynde and Harry
Bradley invested manufacturing money, Smith Richardson invested pharmaceutical
money and the Koch family invested energy money. This influx of money meant
not only that conservative think tanks proliferated, but that other think tanks
moved towards the right. As Jerome Himmelstein points out in his book, 7o the
Righr.

The political mobilization of big business in the mid 1970s gave con-
servatives greater access to money and channels of political influence.
These helped turn conservative personnel into political leaders and
advisers, and conservative ideas, especially economic ones, into public

policy.”

The Heritage Foundation is now the wealthiest Washington-based think tank,
with an annual budget of around US$35 million, thanks to direct corporate
donations and indirect corporate donations through conservative foundations
and individuals. Donor corporations include automobile manufacturers and coal,
oil, chemical and tobacco companies.'” Similarly, most of the Cato Institute’s
annual budget of around US$16 million comes from private grants and gifts
from foundations, including the Sarah Scaife, Olin and Bradley Foundations;
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individuals; and corporations, including Philip Morris, American Express, the
American Petroleum Institute, ExxonMobil, Shell Oil, Eli Lilly and Pfizer.'!

AEI had an annual budget of around US$18 million in 2002. Its board
of directors is largely made up of the CEOs of large corporations, including
American Express, Dow Chemical and ExxonMobil. Its major donors include
various foundations, such as the Olin Foundation, the Scaife Foundation, the
Lynde and Harry Bradley Foundation, and many corporations, including General
Electric, Ford, General Motors, Eastman Kodak, the Proctor & Gamble Fund and
Shell.'?

A dozen or so foundations provide most of the funding for most conservative
think tanks, including AEI, the Heritage Foundation, the Cato Institute and the
Hoover Institution (see Table 2.2).1%

Table 2.2 Donations by selected foundations to selected think tanks, 1985-2002

Hoover American Heritage Cato Institute
Institution Enterprise Foundation
Institute (AEI)
1985-2002

Sarah Scaife Foundations™  $7.6 million $4.4 million $17 million $1.8 million

Lynde and Harry Bradley $1.7 million $15 million $13 million $560,000
Foundation'®®
John M. Olin Foundation® $5 million $7 million $8 million $800,000
Koch Family Foundations'®” $5000 - $1 million $12.5 million
Smith Richardson $1.3 million $4 million - -
Foundation'®®

1999 only
Selected corporate $128,000 $1.6 million $341,000 $241,000

foundations'®®

Note: All figures are in US$.
Source: Media Transparency (2005); Domhoff (2002, p83)

In order to influence government and set the agenda in a variety of policy arenas,
think tanks insinuate themselves into the networks of people who are influential
in particular areas of policy. They do this by organizing conferences, seminars
and workshops and by publishing books, briefing papers, school kits, journals
and media releases for policy-makers, journalists and people able to sway those
policy-makers. They liaise with bureaucrats, consultants, interest groups, lobbyists
and others. They take advantage of informal social networks — clubs, business,
family, school/university. They seek to provide advice directly to the government
officials in policy networks and to government agencies and committees through
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consultancies or through testimony at hearings. Ultimately, think-tank employees
become policy-makers themselves, having established their credentials as a vital
part of the relevant issue network:

What makes think tanks in the United States unique, besides their sheer
number, is the extent to which many have become actively involved in
the policy-making process. In short, what distinguishes American think
tanks from their counterparts in other parts of the world is not how
well financed some institutions are. Rather, it is the ability of American
think tanks to participate both directly and indirectly in policy-making
and the willingness of policy-makers to turn to them for policy advice
that leads some scholars to conclude that US think tanks have the
greatest impact on shaping public policy.""°

One survey published in 1982 found that most ‘officials in the Department of
State, the Central Intelligence Agency, the National Security Council and the
Department of Defense’ were more influenced in the long term by think tanks than
by public opinion or special interest groups, and many were more influenced by
think tanks than by the media or interaction with members of Congress. A more
recent survey of Congressional staff and journalists covering government affairs
found that over 90 per cent of them believed that think tanks were still influential
in American politics."!

In their efforts to influence and become part of the policy-making process,
think tanks have more in common with interest groups or pressure groups than
academic institutions. Nevertheless, employees of think tanks are treated by the
media as independent experts and are often preferred to experts from universities
or interest groups as a source of expert opinion because they are articulate and
trained to perfect the TV sound bite and give quotable quotes for newspapers.
When they appear as experts on television shows or are quoted in the newspapers,
they have more credibility than a company expert or a representative of a business
association even though they may be pushing the same line.'"? They regularly write
newspaper opinion pieces and give newspaper interviews. Many write their own
newspaper columns.

An additional function that think tanks provide in the US, which is often done
by the political party in other countries, is facilitation of ‘elite transfer’. In countries
such as the UK and Australia, cabinet ministers are chosen from the elected
members of government. In the US, this is not necessarily the case. Additionally,
the American system allows each new administration to appoint their own senior
bureaucrats, including the staff of government departments, heads of departments
and advisory councils. These are often not selected from the public service as was
once the case in other countries.'"?

This means that when a new government is elected, top-level personnel in
the administrative arm of government are changed for people whose ideology is
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more suited to the incoming government. Think tanks provide a source of such
personnel. Whereas once administrations had been staffed with businessmen and
party officials, presidents from Jimmy Carter through to George W. Bush have
made wide use of think-tank personnel to fill high-level government positions.
Reagan chose people from the think tanks and free-market policy networks to staff
his administration, along with the businessmen and party officials. Some 150 of his
administration came from the Heritage Foundation, the Hoover Institution and
the AEI, alone."* Think tanks provide a fast track to a political career and a public
profile in the policy arena. They also provide a place for discarded government
officials to go when there is a change of government, where they can be employed
until ‘their’ government is re-elected, while still having some influence over public
policy as they wait. They form a sort of informal shadow government.'"” AEI
played host to several members of the Ford administration when Ford left office,
including Gerald Ford himself, who also became a resident fellow there. Describing
this process as a ‘carousel of power’ the Economist said:

Now that Mr Reagan has left power, many of his appointees, such as
Jeane Kirkpatrick and Richard Perle, are working at AEI. Every Amer-
ican think-tank director has a dream and a nightmare. The dream is
to house the next administration; the nightmare is to house the last one.
AEI seems to have managed both in the course of a decade.'°

The circulation of personnel suits the think tanks well. Employing ex-government
officials gives a think tank access to politicians and others in government and
attracts the funds of corporations who want access. When a think tank’s employees
are taken up by a new administration, the think tank has its best chance to have
its ideas and agenda accepted by the government and to influence policy. Those
employees are then able to recommend others in the think tank for government
positions.

With an eye to the revolving door between think tanks and government
positions, the Heritage Foundation and the Cato Institute have sought to nurture
a new generation of conservative leaders within their ranks by sponsoring college
students and promising junior bureaucrats, and providing them with a place to
meet and socialize. The Heritage Foundation also promotes a ‘talent bank’ of
potential candidates for official positions in government administrations on the
premise that its policies will be more influential if its people are in positions of
influence."”

In the past two decades, the most important function served by the
network of conservative think tanks has not been the germination of
new ideas, but the creation of a new cadre’ of professionals... Not
only have the dozens of conservative think tanks created a framework
for disseminating ideas that exist largely outside the established
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infrastructure of academic journals, university presses and commercial
publishing. .. they have also designed career vebicles for conservative
activists and thinkers.''®

THE POLICY PROCESS

Corporations are able to influence the process at every stage by funding university
academics and research institutes, think tanks and policy discussion groups. This
funding secures corporate positions on the boards of universities and think tanks,
and membership of policy groups. Because of their economic power, corpora-
tions are invited onto government advisory groups. Corporations are also able to
directly influence government through political donations and the offer of lucrative
positions on corporate boards to politicians and government officials. Corporate
influence is also enhanced by the fact that most of the top appointments to
Republican and Democratic administrations are corporate executives or corporate
lawyers.'"

Corporations not only fund think tanks and policy discussion groups, but
also provide free legal, accounting and other services to them and sit on their
boards of directors or trustees, from where they can set their direction and select
their employees. Corporate executives are also involved in the programmes and
activities of these organizations. In addition, corporations identify the problems to
be solved by the policies developed by these organizations.'** Figure 2.2 shows how
corporations are able to initiate and promote free market policies that will facilitate
their profit-making, from conception through to implementation.

Corporate influence is bolstered by that of foundations whose wealth largely
originates from corporate activity. Some foundations are funded and directed by
corporations. Others are used by wealthy families, whose prosperity is derived from
very successful business enterprises, to manage their money without incurring
taxes. Foundations give grants to individuals and non-profit organizations, often
for political ends such as propagating free-market ideology. The foundations also
have extensive overlap of directors and trustees with free market policy groups
and think tanks. Foundations, like corporations, initiate policy projects and
programmes: ‘they are extensions of the corporate community in their origins,
leadership and goals."!

The policy recommendations of the think tanks, policy discussion groups and
advisory committees reach government through several channels. These include
reports and personal representation to politicians and government officials; media
reporting of news releases, speeches and conferences; and testimony at govern-
mental committees and hearings and presidential commissions. In addition, there
is an interchange of personnel — a revolving door between government and the
policy community.
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Figure 2.2 Corporate influence on policy-making

Note: The policy process sometimes originates with theories and ideas generated in universities.
These are converted into policies — or used to justify policies — by think tanks and research
institutes. They are then discussed and reshaped in policy groups and government advisory
committees and transmitted to government in reports and recommendations, as well as via the
transfer of personnel through political appointments. Politicians and bureaucrats then transform
the policies into legislation and regulations and implement them. Corporations and foundations
influence each stage of this policy process, from research through to policy and decision-making,
through to legislation and enforcement. Influence is gained by funding and donations, as well

as through providing personnel as members of policy and advisory groups, directors, trustees
and fellows of universities and think tanks, and via the revolving door between government and
business.

Source: adapted from Domhoff (2002, p72)
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Politicians do not just rely on any experts, but usually prefer those who have
corporate backing. Robert Bates, a professor at Duke University, suggests that
politicians arent able to independently evaluate the merit of the economic advice
that they are offered:

In checking out whether a technocrat is Sound,” a politician is likely
to listen to major economic interests in his constituency. Politicians are
likely to come to trust those technocrats whose policies enhance the econ-
omic fortunes of key constituents and thus their own political fortunes
as well... Economic technocrats become powerful, and thus reform
becomes politically sustainable, when they serve the interests of powerful
groups: industries, sectors, or regions of the economy."**

Think tanks and policy discussion groups are more useful to corporations when
they are not obviously associated with business interests. Although ‘their views are
often indistinguishable from those of the business leaders and associations that
support them financially’ and make up their committees, these policy groups can
claim that they are independent of ‘particular’ vested interests because they are
funded by multiple corporations. However, while conservative think tanks and
policy groups may not represent the interests of individual companies, the ideas
that they promote serve the interests of big business in general.'*
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International Coercion

Globalization is about making every country in the world conform to
neo-conservative American prescriptions in macro-economic manage-
ment, taxation principles, social policy, and the laws and practices gov-
erning employment while opening their markets to American investors.

JOHN M. LEGGE!

The first country to fully embrace market-oriented reform was Chile, after General
Pinochet ousted the democratically elected socialist government of Salvador
Allende in 1973, with the support of the Central Intelligence Agency (CIA) and
US-based transnational corporations.

During the 1960s, US corporations had invested billions of dollars in Chile,
buying up most of their industries. This caused some concern in Chile, where
leftists who believed that Chileans were being exploited organized strikes and
demonstrations against US companies. Chile’s main export was copper; but
foreign companies — particularly US companies Anaconda and Kennecott Copper
— owned 80 per cent of the copper production and made large profits out of it.
In 1970, Allende campaigned for election on a platform of nationalizing Chile’s
major industries, including copper, and ensuring a more equitable distribution of
wealth, as he had in previous elections.?

When it looked likely that Allende would be elected president of Chile, US
corporations operating in Chile became worried that their businesses might be
nationalized and put pressure on the US government to do something about it.
Donald Kendall, chair of PepsiCo, telephoned President Nixon, who had once been
the company’s lawyer, to plead for US intervention. ITT Corporation promised
US$1 million to help the CIA stop Allende from taking power. It owned Chile’s
telephone company and was a major donor to the US Republican party, as well as
having a former CIA director on its board. The Business Group for Latin America
(later the Council of the Americas), a group of US transnational corporations
— including Anaconda, ITT and PepsiCo — created by David Rockefeller in 1963,
unsuccessfully offered to put up US$500,000 for the purposes of persuading
members of the Chilean Congress not to confirm Allende once he was elected. After
Allende was confirmed with a large Congressional majority, it pressured the Nixon
administration to impose an unofficial embargo on the Chilean economy.’
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The CIA admits to carrying out a number of covert activities in Chile to try
to prevent Allende from taking office. During the 1970 election, it funded and
assisted opposition parties and candidates, as well as carrying out a number of
propaganda activities, as it had done in previous elections. It then attempted to
influence the Chilean Congress not to confirm Allende. Other measures taken
by the US government included ‘cutting off all credit, pressuring firms to curtail
investment in Chile and approaching other nations to cooperate in this venture’.
This ‘economic offensive’, according to the US Department of State, ‘adversely
affected the Chilean economy; a major financial panic ensued. However, US efforts
to generate an economic crisis did not have the desired impact on the 24 October
vote [for confirmation], nor did they stimulate a military intervention to prevent
Allende’s accession.™

The CIA next attempted ‘to instigate a coup to prevent Allende from taking
office’. It supplied tear gas, submachine guns and ammunition for the coup, which
had been ordered by President Nixon. An attempted coup did take place, during
which a pro-democracy general was killed; but it was unsuccessful.’ Allende became
president in September 1970.

The CIA then paid US$8 million to the media, opposition political parties
and private companies as part of a propaganda effort to destabilize the Allende
government. It cooperated with transnational corporations at this time. A 1975
US Department of State report stated: ‘In addition to providing information and
cover to the CIA, transnational corporations also participated in covert attempts
to influence Chilean politics.” In 1973, a second coup, which the CIA says it knew
about in advance but did not instigate, succeeded.

Table 3.1 US techniques of covert action: Expenditures in Chile, 1963—1973

Techniques Amount

Propaganda for elections and other support for political parties US$8 million
Producing and disseminating propaganda and supporting mass media US$4.3 million
Influencing Chilean institutions (labour, students, peasants, women) and US$900,000

supporting private-sector organizations

Promoting military coup d’etat < US$200,000

Note: Figures rounded to nearest US$100,000.

Source: Select Committee to Study Governmental Operations with Respect to Intelligence Activities (1975)

The role of the CIA in Chile was clearly to protect US business interests rather than
any US national interest. Chile was not thought to pose a security risk to the US,
and according to CIA advice, the US ‘had no vital interests within Chile, the world
military balance of power would not be significantly altered by an Allende regime,
and an Allende victory in Chile would not pose any likely threat to the peace of the
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region.”” A US Department of State report noted shortly afterwards that “The scale
of CIA involvement in Chile was unusual, but by no means unprecedented.”®

After the coup, Pinochet was installed as dictator, and the CIA helped him to
consolidate his position with the aid of, in the CIAs own words, ‘ongoing propa-
ganda projects, including support for news media committed to creating a positive
image for the military Junta.”” The US continued to provide military assistance to
the Junta while it committed its worst human rights abuses.

Pinochet put the economy into the hands of a group of economists who
applied free market policies without compromise for 16 years from 1973 to 1989.
These policies included drastic government spending cuts, the privatization of
state-owned businesses, the lifting of all restrictions on foreign investment and the
decimation of business regulations.

As a result, Chile suffered major fluctuations, oscillating between recessions
and boom times while employment levels fell and bankruptcies soared. Between
1972 and 1987, Chile’s per capita gross national product (GNP) fell 6.4 per cent,
and unemployment averaged around 16 per cent, a performance that was worse
than most other Latin American nations. Those who objected ‘disappeared’ or were
assassinated or imprisoned."

Nevertheless, the same free-market policy prescription was actively promoted
by the World Bank and the International Monetary Fund (IMF), not only in
Latin America, but in all parts of the world.!" It was the driving force behind the
structural adjustment programmes being imposed on all indebted developing
nations. World Bank and IMF loans became conditional upon the adoption of
policies such as privatization, outsourcing, downsizing of public service workforces,
reducing barriers to foreign investors and redirecting government spending away
from public services and publicly owned enterprises into debt servicing.

INFLUENCING DEVELOPMENT LOANS

Because corporations have so much influence on US government policy-making,
as we saw in Chapter 2, the US government goes out of its way to support US-
based corporations abroad. During the Clinton administration, for example, the
Commerce Department built what an undersecretary called an ‘economic war
room’ for promoting US business abroad. The New York Times noted that the
efforts to win business often require ‘arm-twisting in foreign capitals to change
the way nations do business’."?

The arm-twisting extends to the multilateral development banks (MDBs)
where the US can exert enormous influence. The World Bank, for example, is the
world’s largest multilateral development bank. It finances projects, makes loans
to member nations and guarantees credit. It lends about US$25 billion a year, 45
per cent of which ends up in the coffers of transnational corporations (TNCs),
mainly those based in Organisation for Economic Co-operation and Development
(OECD) countries such as the US. It is owned by 180 member nations who provide
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the funds or guarantees for loans."? Voting power or control of the bank depends
upon the amount of money each country contributes. Although the US now only
has 16 to 17 per cent of the votes in the World Bank (compared with 42 per cent
when the bank began), it has the right of veto over major lending decisions and
it appoints the bank’s president. The bank is housed in Washington, DC, and
employs a high proportion of US citizens, including those at senior management
level.

The IMF also lends money to low-income countries, and has become one of
the few sources of such loans since Mexico threatened to defaultin 1982. The IMF
is structured in a similar way to the World Bank: each member country contributes
an amount to the pool to be loaned depending upon the size of its economy and
this determines its voting power. As with the World Bank, the US has an effective
veto because important decisions require an 85 per cent majority to pass.'

The influence of the US government and policy groups on the IMF and the
World Bank (see Figure 3.1) is reinforced by the dominance of economists in the
World Bank and the IME More than 80 per cent of the World Bank’s economists,
who are far more influential than the social scientists employed by the bank, were
trained in either the UK or North America. There is also a well-worn revolving
door between these multilateral banks and the international financial firms, such as
Chase Manhattan, Deutsche Bank and J. P. Morgan — something that is encouraged
by the World Bank."”

Despite the fact that the MDBs are supposed to make their lending decisions
on the basis of economic criteria, the US habitually uses them for political pur-
poses. A 1982 US Department of Treasury study found that “The MDBs, by
and large, have been most effective in contributing to the achievement of our
global economic and financial objectives and thereby helping us in our long-term
political/strategic interests.” It is no coincidence that the bank deems countries
that follow a free market, low-paid labour, foreign investment-driven development
model to be economically sound and credit worthy, while those that seek equity
and redistribution of wealth find it difficult to get loans.'

When Allende’s socialist government was in power in Chile, President Nixon
wanted to destabilize the country by putting pressure on its economy. The admin-
istration drew up a report on ‘options for the United States in the event Chile
takes steps to nationalize or expropriate US business interests in Chile’. According
to notes by CIA Director Richard Helms, Nixon wanted to ‘make the economy
scream’. One of the ways to do this was to cut off Chile’s access to loans. This
came to be known as the ‘invisible blockade’. The American executive director
of the Inter-American Development Bank (IDB) was told that he would not
receive instructions from the US government on pending loans to Chile: ‘this will
effectively bar approval of the loans’."”

In order to forestall future World Bank loans to Chile, the US Department of
State, with the agreement of the US executive director of the International Bank
for Reconstruction and Development (IBRD) — the division of the World Bank
that would make the loans — drew up a series of questions:
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... concerning areas where Chilean performance and policies may be
most vulnerable with respect to future IBRD financing. The executive
director will routinely and discreetly convey these questions ro bank staff
members concerned so as to insure adequate attention to them ... but
without the hand of the US government showing in the process."®

So, within a month of Allende’s election, the US administration was already
manipulating World Bank bureaucrats into making an economic case against bank
loans to Chile.

Just over a year later, after Chile nationalized the US copper companies and
refused to compensate them because of the excess profits that they had been taking,
Nixon announced that the US would cut off all aid to Chile and ‘withhold its
support from loans under consideration in multilateral development banks’."”

Chile received nearly US$100 million in World Bank loans in the five years
before Allende was elected. The bank ceased loans to Chile during the Allende
term of office, despite a number of applications for well-conceived projects and
Chile’s loan repayments being up to date. Then, when Pinochet ousted Allende,
World Bank loans began to flow again with over US$100 million in World Bank
loans during the first two years and US$680 million in US government loans.
MDB loans to Chile fell off again when Carter was elected US president because
of Pinochet’s poor human rights record; but they were reinstated by the Reagan
administration. Five years after Reagan took office, MDB and US loans reached
US$3 billion, including US$430 million from the World Bank.?

Reagan also used the World Bank to once again impose an ‘invisible blockade’
on Nicaragua with a view to destabilizing the economy and creating internal unrest
and support for a takeover by the US-backed Contras. The Sandinista government
of Nicaragua had come to power in 1979 with a socialist agenda that included
nationalization of property and resources — including mines — and land reform. The
Reagan administration used a variety of methods to stop MBD loans to Nicaragua
going ahead, including vetoes, organized voting blocks, paper work delays and
political pressure on MBD officials. From 1983, none of the MDBs made loans to
Nicaragua. The reasoning given by US officials for their opposition to the loans was
‘inappropriate macro-economic policies’. In addition, the Contras and CIA agents
directed attacks at Nicaragua’s economic infrastructure. By 1989, the Sandinista
government had been forced to abandon its welfare-oriented economic policies in
favour of free market reforms. It lost government in 1990.

THE WASHINGTON CONSENSUS AND STRUCTURAL ADJUSTMENT

In 1990, John Williamson, an economist with experience working for the World
Bank, the IMF and the UK Treasury, compiled a list of free market policies that were
being pressed onto Latin American nations ‘by the powers that be in Washington’.
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He called this package of economic ‘reforms’ the “Washington Consensus’.”* The
World Bank calls it the ‘market-friendly view’. His list covered:

* fiscal discipline: reduced budget deficits at all levels of government (after taking
account of debt);

»  public expenditure priorities: redirecting government expenditure from areas of
public demand that provide little economic return to areas with ‘high economic
returns and the potential to improve income distribution, such as primary
health and education, and infrastructure’;

* tax reform: broadening the tax base and cutting marginal tax rates to provide
more incentive to high-income earners to invest their money;

* financial liberalization: aiming towards market-determined interest rates and
the abolition of preferential interest rates for privileged borrowers;

* exchange rates: setting exchange ‘to induce a rapid growth in non-traditional
exports’, as well as to ensure exporters remain competitive;

e trade liberalization: reduction of tariffs and trade restrictions;

* foreign direct investment: abolition of barriers to investment by foreign firms
and foreign firms to be treated on the same basis as local firms;

* privatization: privatizing government businesses and assets;

* deregulation: abolition of regulations that impede investment or restrict
competition, and requirement that all regulations be justified ‘by such criteria
as safety, environmental protection or prudential supervision of financial
institutions’s

*  property rights: securing property rights without excessive costs.”

These were measures that would expand business opportunities, reduce the cost
of doing business and minimize the regulations that business would have to abide
by. They were the policies being promoted by corporate-funded think tanks in the
US and the UK. The Washington Consensus was pushed by Washington policy
networks supported by large corporations and international financial interests,
and incorporated within an economic reform agenda for most countries in the
world.

These business-friendly measures were also adopted in affluent countries by
governments of many different political persuasions during the 1980s, including
the conservative governments of Margaret Thatcher in the UK and Ronald Reagan
in the US, and labour governments in Australia and New Zealand. By the end of
the 1980s, most Western countries were moving towards smaller government and
market deregulation.?* This was not because of the power of the free market ideas
themselves, or the efficacy of the policies in meeting their stated purposes. Rather,
it was because of the power of those who backed these ideas: the corporations.
International financial markets also played a key role, as we will see in the following
section.
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The Washington Consensus was a policy prescription that benefited trans-
national corporations, large companies and international financial institutions,
often at the expense of small local businesses, and always at the expense of the
poor. It placed an ‘exaggerated faith in market mechanisms’ to solve economic
problems and it gave economic goals priority over social goals, destroying socially
beneficial traditions and desirable aspects of cultures in the process. Progressive
taxation systems were destroyed and government social services decimated. In the
extreme, governments were to be reduced to being responsible for little more than
law and order and national defence.”

Imposing such conditions on nations ‘undermined their national sovereignty’,
and the policy prescriptions of foreign bureaucrats overrode any democratic dec-
isions made by elected governments.* Yet, they were imposed on the most vulner-
able nations by the MDBs and the IME beginning with Mexico in 1982.

Following the onset of the debt crisis in 1982, when the Mexican government
threatened to default on its US$80 billion debt, the World Bank and the IMF
focused on ways to ensure that debt would and could be repaid by debtor nations,
and to protect foreign investments in those countries. Multilateral banks now work
with large investors to ensure that the economic systems in poor countries are
conducive to profitable foreign investment. Having abandoned government stim-
ulation of these economies as a development strategy, they depend upon this private
investment to aid development and economic growth in poorer countries.”

The World Bank, for example, imposes structural adjustment programmes
on countries seeking to reschedule their debts or to obtain new loans. These
programmes require that borrowing countries adopt austerity measures, such as
cutting welfare spending and lowering wages, as well as a number of free-market
policy prescriptions aimed at opening up developing economies to foreign investors,
including the removal of restrictions on foreign investment; lowering barriers to
imports; devaluing the local currency; raising interest rates; cutting subsidies for
local industries; and privatization of state enterprises. By the early 1990s, structural
adjustment programmes had been introduced into nearly 80 developing countries
at the instigation of the World Bank.?®

Like the World Bank, the IMF imposes conditions on countries borrowing
money to ensure that they are able to repay the loans; this is called ‘conditionality’.
In 1987, because the earlier IMF conditions were not increasing the ability of
debtor nations to repay their loans, the conditions were increased ‘to include
structural measures — such as price and trade liberalization, privatization and a
range of policies touching on economic governance’. Although nations could, in
theory, say no to the IME, it would mean not only that IMF loans were cut, but it
would discourage foreign investment and other loans because so many companies
and institutions looked to the IMF to give countries the stamp of approval.’

The IMF conditions became a standard that other aid agencies used. Countries
that satisfied IMF criteria were eligible for aid from these other agencies: “The fund
therefore serves as a gatekeeper to official loans and aid and has far more power
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than the funds it provides directly would suggest.”*® The acceptance of IMF policy
prescriptions also gives ‘the green light’ to foreign investment and loans from
commercial banks.

In fact, many of the nations following the World Bank/IMF prescriptions did
not prosper: ‘the majority of those nations that have followed the IMF’s advice
have experienced profound economic crises: low or even declining growth, much
larger foreign debts and the stagnation that perpetuates systemic poverty’. Some
countries that had declined the IMF’s ‘enhanced structural adjustment’ loans
were, in contrast, better off. Davison Budhoo, a former IMF economist who quit
in disgust over IMF policies, argues that loan conditions were not imposed to
meet the economic needs of the borrowing countries, but were rather aimed at
satisfying the economic and social needs of developed capitalist economies. He is
one of many current and former employees of the World Bank and the IMF who
have publicly criticized their free market policies because they don’t actually help
the development of poor nations.’’

The IMF had always argued that although the poor suffered in the short term
from the austerity measures imposed by IMF structural adjustment programmes,
they would ultimately benefit from the economic growth that these programmes
would achieve. Asian countries had been the economic growth success stories.
Therefore, the Asian crisis in 1997 opened the IMF to even more criticism. The
IMF was unable to reverse the economic decline in countries such as Thailand,
Indonesia and South Korea. Structural adjustment is now carried out in the name of
poverty reduction, rather than economic growth. It achieves neither; but the failure
to achieve economic growth is much easier to measure. The policy prescriptions
remain unaltered.’

Like the World Bank and the IME, other development banks have moved
towards policy-based lending. The Asian Development Bank (ADB) is an example
of the development banks that have moved away from ‘their traditional emphasis
on providing low-cost finance for public-sector projects’ and ‘protection of infant
industries, a strong regulatory role for the state and mercantilist trade’. Instead, the
ADB has aligned itself with the World Bank/IMF free market model, ‘providing
strategic policy advice, policy-based lending, support to the private sector and
mobilizing private capital flows to developing countries’. ADB loan conditions
have increased during recent years, and it is increasingly supporting private-sector
projects.”

FINANCIAL DEREGULATION

While the IMF and the World Bank have played a large role in enforcing the
Washington Consensus on poorer countries in desperate need of capital, other more
affluent countries have also been forced into adopting the same formula by the
world’s financial markets. Their vulnerability to these markets has been facilitated
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by financial deregulation. Financial deregulation, in turn, has been demanded by
business interests, particularly large financial firms and transnational corporations
who want to be free to move their money around. The economic argument for
financial deregulation has been supplied by free market think tanks and economic
advisers, who have argued that the free and unregulated movement of capital is
more efficient because capital can move to where it gets the best returns.?

Large investors have their own lobbying associations and pressure groups that
pressure governments to deregulate their financial sectors and make ‘the world
safe for capitalism’. These include the Emerging Markets Trading Association,
the Council of Institutional Investors and the Institute of International Finance.
The membership of the latter, for example, is made up of 185 of the world’s
largest banks, funds and portfolio managers. It seeks to enable its members to
engage ‘with finance ministers, central bank governors, the IME, the World Bank
and other multilateral agencies designed to enhance private sector—public sector
cooperation’.*>

The US Treasury also worked hard to achieve financial deregulation. Lawrence
Summers, deputy secretary of the Treasury and former chief economist at the World
Bank, in a paper on ‘America’s role in global economic integration’, stated in 1997
that ‘At Treasury, our most crucial international priority remains the creation of a
well-funded, truly global capital market.

Free market advocates have been aware that deregulation would enable
‘private international financial markets to discipline government policy effectively’.
Unfortunately, governments and citizens were not aware of this implication, and
because few laypeople can understand the complexities of international financial
transactions, there was little opposition to the deregulation of financial markets.
This was facilitated by the fact that the relevant government departments around
the world — finance and commerce — as well as the central banks, tended to be
staffed by free market-oriented economists who heartily embraced deregulation.
There are also close links between ‘the private-sector side of international finance
and the public-sector domain of national economic policies’, often because of
common educational backgrounds.’’

Financial deregulation was also self-perpetuating because countries that were
competing for international capital with countries that had already deregulated felt
they also had to deregulate. In this way, financial deregulation created a snowball
effect. The US was the first to begin deregulating its financial sector. It did so to
attract investors at a time when US government deficits were high due to spending
on the Vietnam War, and a weakening trade position developed as industries
in Europe and Japan thrived. In addition, ‘American banks and financiers who
were chaffing at the bit under restrictive financial controls’ lobbied hard for this
deregulation, which promised more opportunities and bigger profits.*®

In 1971, President Nixon disconnected the value of the US dollar from the
gold standard. Other countries, since the Bretton Woods Conference at the end
of World War II, had fixed the value of their currencies to the US dollar on the
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understanding that the value of the US dollar would be fixed at US$35 per ounce
of gold. However, now that the value of US currency fluctuated, free of the value of
gold, many countries found it very difficult to keep a fixed exchange rate between
their own currency and the US dollar. This led to most adopting a floating exchange
rate — that is, an exchange rate set by the market rather than the government. In
1974, Nixon deregulated the movement of capital in and out of the US. The UK
followed suit in 1979, and other countries did so during the 1980s so that by the
1990s most of the world’s flow of capital was deregulated.”

Financial deregulation involves three actions: the opening up of a nation to
the free flow of capital in and out of it; the removal of regulations on financial in-
stitutions operating within a country; and the removal of political controls from
the central bank.* In this way, the financial sector of a nation becomes part of the
international financial sector, rather than a part of the domestic economy, and it
serves the interests of global financial institutions rather than the interests of the
local people or national governments.

Governments that follow this route are no longer able to set low interest rates,
direct credit to where it is needed in the economy, or to differentiate between
loans that are for productive purposes and those that are for speculative purposes.
Rather than the banks being accountable to governments, governments become
accountable to the international financial markets.*! According to Indian Professor
of Economics Prabhat Patnaik:

The essence of democracy is the pursuit of policies in the interests of the
people. .. An economy exposed to the free flow of international finance
capital, however, is obsessed with the need to appease international
[financiers, to retain their ‘confidence’: the thrust of policies in such an
economy, therefore, even in principle, is not towards serving the interests
of the people but towards serving the interests of the speculators, which
represents an inversion of democracy.*

For example, governments have to keep tax rates low to attract capital and are
unable to have large budget deficits as this scares away investors. The economics
editor of the Financial Times, Peter Norman, observed:

Because they process the many billions of dollars worth of investments
Sflowing across national borders each day, the markets have become the
police, judge and jury of the world economy — a worrying thought given
that they tend to view events and policies through the distorting lenses
of fear and greed. *

Rising share prices have come to be the final arbiter of good policy. Forget opinion
polls that show the public is opposed to privatization and deregulation and is
fearful of massive corporate and government downsizing. The only real poll that
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counts is the stock market. And while such policies elicit positive market responses,
politicians know them to be right.

Financial deregulation exposes ‘the economy to the vortex of speculative capital
movements — that is, to the flows of short-term finance in search of quick profits.’
For example, only 10 per cent of transactions in currency markets represent actual
trade. The rest is largely speculative. Investors today prefer to invest in mutual funds
or make short-term investments in companies gambling against movements on
the stock market, rather than long-term investments in the production of goods
and services.*

During the 1990s, many investors speculated in East Asia, investing billions
of dollars in real estate, the stock market, banks and corporations so that market
values soared unrealistically. At the first sign of falling stock markets, there was an
investor panic. Foreign capital was rapidly withdrawn from those same countries,
causing a crash that involved company bankruptcies, widespread unemployment,
devaluation of currencies and shortage of foreign exchange.” To attract foreign
investment after such a rout, the IMF made the countries raise their interest rates
to ridiculously high levels — up to 80 per cent — which caused havoc with property
values and industrial production.

The response of speculators in markets is quick and herd like. Reactions are
not well thought out nor fully informed. Speculators panic and do not want to be
left behind once capital movements begin. The value of what one invests in will
go up if others also want to invest in it, and down if they don’t. The trick is to get
out before everyone else does. Such decisions are not made on the basis of what
is good for a nation’s economy, but rather on the basis of trying to second guess
other investors. This merely serves to create economic instability and does little
to foster productive long-term investment because capital that could otherwise be
used in production is used for gambling on the economies of various countries.
The rapid inflow and outflow of speculative finance can cause crises in national
economies.“® David Korten, once a senior adviser to the US Agency for Inter-
national Development (USAID), says of these speculators:

Each day, they move more than two trillion dollars around the world
in search of quick profits and safe havens, sending exchange rates and
stock markets into wild gyrations wholly unrelated ro any underlying
economic reality. With abandon, they make and break national econ-
omies, buy and sell corporations and hold politicians hostage ro their
interests.”

Thomas Friedman uses the term the ‘electronic herd’ to refer to ‘the faceless stock,
bond and currency traders sitting behind computer screens all over the globe,
moving their money around with the click of a mouse from mutual funds to
pension funds to emerging market funds” and the ‘big multinational corporations
who now spread their factories around the world, constantly shifting them to the



INTERNATIONAL COERCION 51

most efficient low-cost producers’. It is they who have become the final arbiters of
‘good’ government policy.*®

Countries can still retain a veneer of democracy with choice between major
parties; but because of the constraints imposed by the need to please international
financial markets, the policy differences between the major parties is minimal.
Whether it is a Labour party in the UK or Australia, or a Peronist president in
Argentina, or the Bharatiya Janata party (BJP) in India, they all adopt the same free
market policies.”” Governments that try to deviate are punished by the markets:

The soundness of policy settings in particular countries will be judged by
those bodlies that control international financial capital — particularly
the major international banks, large transnational corporations with
major financial dealing, fund managers within key private financial
institutions and the key credit-ratings agencies (such as Moodys). These
Judgements will be reflected in the value the ‘markets’ place on the cur-
rencies 0f the particular countries, on the attractiveness 0f various coun-
tries for foreign investors and on the cost and availability of credit.>®

Credit ratings agencies, particularly Moody’s and Standard and Poors, can make
or break a nation’s economy. For example, when these agencies downgraded the
credit ratings of Brazil and Venezuela in September 1998, the financial markets of
those countries collapsed. Direct investors, bond investors, pension and mutual
funds all rely on credit agencies to tell them what investments are safe. The World
Bank’s International Financial Corporation also categorizes countries into those
that are investable and those that are not. Countries are thought to be a higher
political risk if their governments are likely to ‘nationalize, change tax incentives
or give concessions to labour unions.”"

Following the Asian crisis when speculators led the flight of capital out of
Asia, the Malaysian government decided to introduce capital controls and fix the
exchange rate of the Malaysian currency. The international financial community
was incensed. Fund manager Mark Mobius, fearing it could set a precedent, called
for wealthy countries to ‘severely punish’ Prime Minister Mohammed Mahathir. He
himself subsequently withdrew some US$2 billion in investment from Malaysia.
Morgan Stanley took Malaysia off its influential Capital International Index. It
reinstated it when Mahathir lifted the controls.”*

Various analysts argue that, in fact, Malaysia benefited from the capital
controls. Kaplan and Rodrik from Harvard University found that ‘compared to
IMF programmes [which required financial deregulation], the Malaysian policies
produced faster economic recovery, smaller declines in employment and real wages,
and more rapid turnaround in the stock market’.® Similarly, Edison, from the
IME and Reinhart, in a paper provided by the US Federal Reserve, found that the
controls did help to increase interest rates, stabilize the currency and give more
policy autonomy to the Malaysian government.**
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Stiglitz, who was World Bank chief economist at the time, also admitted the
success of the capital controls in Malaysia, and some thought this heralded a change
in policy at the bank. Instead, Stiglitz was forced to resign from the World Bank,
following pressure on the bank’s president from US Treasury Secretary Lawrence
Summers. The bank had not turned, nor did investors. In order to attract foreign
investors, Mahathir was finally forced in 2001 to lift the last of the controls,
excluding the fixed exchange rate, in order to attract foreign investors back to
Malaysia.”

Thomas Friedman refers to the Washington Consensus prescription as the
‘Golden Straitjacket’. He argues that ‘As your country puts on the Golden Strait-
jacket, two things tend to happen: your economy grows and your politics shrinks.’
It is a straitjacket because it ‘narrows the political and economic policy choices of
those in power to relatively tight parameters. That is why it is increasingly difficult
these days to find any real differences between ruling and opposition parties in
those countries that have put on the Golden Straitjacket’:>

Governments — be they led by Democrats or Republicans, Conservatives
or Labourites, Gaullists or Socialists, Christian Democrats or Social
Democrats — which deviate too far from the core rules will see their
investors stampede away, interest rates rise and market valuations fall.
The only way to get more room to manoeuvre in the Golden Straitjacket
is by growing it, and the only way to grow it is by keeping it on tight.
Thats its one virtue: the tighter you wear it, the more gold it produces
and the more padding you can then put into it for your society.”’

If a country subscribes to the free market formula, the ‘Golden Straitjacket’, then
it is rewarded by the electronic herd with investment capital. But if they decide a
country is not conforming, then they flee, taking their capital with them: ‘Moody’s
Investors Service and Standard and Poors are the bloodhounds for the electronic
herd. These credit ratings agencies prowl the world, constantly sniffing over
countries’ and identifying those that are slipping out of the straitjacket.’®

Lee Hong Koo, prime minister of South Korea during the mid 1990s, sees
it differently: “We didn’t realize that the victory of the Cold War was a victory
for market forces above politics ... politics becomes just political engineering to
implement decisions in the narrow space allowed you within this system’.””

OUTCOMES

However, while financial markets, banks and TNCs unequivocally benefit from
the Golden Straitjacket, for ordinary people the promised increase in prosperity is
illusory. In the two decades before the introduction of the Washington Consensus,
when government spending and welfare schemes were looked upon with approval



INTERNATIONAL COERCION 53

(1960-1980), the income per person grew by 73 per cent in Latin America and 34
per cent in Africa. During the following two decades as the Washington consensus
was implemented, incomes in Africa have declined by 23 per cent and the Latin
American economies have only grown by 6 per cent.®’

In developing countries, life expectancy has dropped. The gap between rich
and poor has increased. Despite sell offs worth billions of dollars, on average
people are poorer now than they were in 1998. Forty-four per cent of people in
developing nations live in poverty and unemployment has doubled in the last
decade. For most people in these countries, privatization means mass layoffs and
high prices.®’ Even the IMF admits that ‘in recent decades, nearly one fifth of the
world population have regressed’.® This is even more evident to the populations
of developing countries:

A popular and political ground swell is building from the Andes to
Argentina against the decade-old experiment with free market capital-
ism. The reforms that have shrunk the state and opened markers to
foreign competition, many believe, have enriched corrupt officials and
[faceless multinationals, and failed to better their lives.

In countries with a tradition of strong unions, union power has been diminished
through labour market deregulation, workplace restructuring and the restructuring
of wage-setting systems. The state no longer intervenes to protect the weaker
members of society and to ensure equity. Economic efficiency, growth and
competition are now paramount. Nevertheless, despite these goals, the end result
of the reforms has not been better economic performance: ‘what purports to be
a recipe for the revitalization of industry is more a device for redistribution from
poor to rich’.

Michel Chossudovsky, professor of economics at the University of Ottawa,
Canada, outlines how World Bank and IMF policies have transformed low-income
countries into open economic territories and ‘reserves of cheap labour and natural
resources available to transnational companies and consumers in high-income
nations. In the process, governments in low-income countries have handed over
economic control of their countries to these organizations, which act on behalf
of powerful financial and political interests in the US, Japan and Europe. Having
handed over this control, they are unable to generate the sort of local development
that would improve the welfare of their own people.®

By 2002, even economists were growing disillusioned with the Washington
Consensus because of its failure to deliver on its promises: “The “Washington
Consensus” has been effectively repudiated in Washington’.®® The Asian crisis in
1997 was followed at the end of 2001 with the economic collapse of Argentina,
once the symbol of success of the Washington Consensus. Even the think tanks
are having trouble justifying the consensus in the light of outcomes like this. Brink
Lindsey, a scholar at the neo-conservative Cato Institute, said:
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In the early *90s, there was the sense that if you just opened your markets,
and stabilized prices, and privatized industries, foreign investors would
come to your door and you could enjoy rapid catch-up growth rates. And
what has become painfully clear is that life is much more complicated
than that."

As the 21st century got under way, people in Latin America, the heartland of the
Washington Consensus, began voting for left-wing candidates willing to protect
the national interest against the World Bank and IMF pro-market formulas. In
Brazil, where incomes declined by 3 per cent despite (or because of) adherence to
IMEF policy prescriptions, Luiz Inacio Lula Da Silva, a candidate from the Workers
party who had not even achieved 25 per cent of the vote in three previous elections,
was elected as president in 2002.

In Venezuela, a leftist government led by Hugo Chavez was elected in 1998 on
an anti-corruption and anti-poverty platform. Chavez has been strongly opposed
by the Venezuelan business community and organized labour, but has managed to
survive an attempted coup, a business strike led by oil industry management, US
government opposition and a referendum to remove him. In Bolivia, which had
been among the earliest to privatize in Latin America during the 1980s, indigenous
leader Evo Morales came into power with the second highest vote ever for election
as president, after promising to nationalize industries.®® These governments can
be expected to be put under unrelenting pressure by the international financial
markets.

In Argentina, the economy has been making an unexpected recovery, growing
by 8 per cent per year, attracting investors back, and lowering unemployment and
poverty. And this has been achieved not by following IMF prescriptions, but ‘at
least in part by ignoring or even defying economic and political orthodoxy’. Rather
than ‘tighten its belt” as required by the IME it has sought to stimulate domestic
consumption. And it has used government money, raised, in part, from levies on
exports and financial transactions, to help the local economy rather than to pay
off the banks and creditors. While European investors avoid Argentina, investors
from other Latin American countries and from Asia have taken advantage of the
opportunities, as have expatriate Argentines. With more money coming in than
leaving, Argentina is less beholden to the IME® How long it can hold out against
the IMF is an open question.
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Washington Consensus Down Under

The New Right is setting out to change the whole political agenda in
Australia: it seeks to form a new ‘commonsense’ — that is, what people
take for granted’ and appears natural to them. BERNIE TAFT!

The neo-liberal experiment in New Zealand is the most ambitious
attempt at constructing the free market as a social institution to be
implemented anywhere this century. JOHN GRAY?

In 1993 an international conference was held in Washington, DC, to find ways to
‘strengthen the political muscle of those politicians’ who were promoting economic
reforms embodied in the Washington Consensus (see Chapter 3), including free
trade, limited government, deregulation of labour and financial markets, and
facilitating free markets. Papers were given by key economists who had been
involved in implementing economic ‘reforms’. Each paper was based on country
case studies so that lessons could be learned about how such reforms had been
achieved in a range of countries, including Australia and New Zealand, Spain,
Poland, Turkey, Chile, Mexico, Indonesia and in Eastern Europe.?

The conference was organized by the Institute for International Economics
(IIE). The IIE is a private Washington-based think tank that focuses on international
economic policy. It claims to be non-partisan, but advocates free-market economic
policies which facilitate free trade and investment and minimal government
intervention. It was founded in 1981 by the German Marshal Fund in the US and
is funded by a number of foundations and corporations:*

The institute [IIE] attempts to anticipate emerging issues and to be
ready with practical ideas to inform and shape public debate. Its
audience includes government officials and legislators, business and
labour leaders, management and staff at international organizations,
university-based scholars and their students, other research institutions
and non-governmental organizations, the media, and the public at
large. It addresses these groups both in the United States and around
the world.’
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The IIE has 50 staff and a budget of US$5 million per annum. It is highly
influential in policy circles and claims to have ‘made important contributions to
key trade policy decisions, including defeat of import quota legislation for steel,
the Uruguay Round, NAFTA [North American Free Trade Agreement], the Free
Trade Area of the Americas, APEC [Asia-Pacific Economic Cooperation], the
US—Japan Framework Talks, reform of sanctions policy, and liberalization of US
export controls’.®

As an outcome of the conference, John Williamson, senior fellow of the IIE and
the person who coined the term “Washington Consensus’, put forward a tentative
manual for achieving its policy prescriptions.

Step 1: Crisis

The first element needed for facilitating policy reforms was a sense of crisis, which
would ensure that people were amenable to radical changes. Williamson even
suggested that if such a crisis did not exist, then it might be manufactured:

... one will have to ask whether it could conceivably make sense ro think
of deliberately provoking a crisis so as to remove the political logiam to
reform. For example, it has sometimes been suggested in Brazil that it
would be worthwhile stoking up a hyperinflation so as to scare everyone
into accepting those changes that would finally make price stabilizations
attainable. .. Is it possible to conceive of a pseudo-crisis that could serve
the same positive function without the costs of a real crisis? What is the
least unpleasant type of crisis that seems able to do the trick?”

Without such a crisis, the advocates of change have to rely upon their power of
persuasion to convince the public that ‘mediocre performance is a calamity’. Altern-
atively, a government may be elected with a mandate for change if it publicizes its
policies and campaigns on the basis of those policies before it is elected.®

Step 2: Change of government

The time to introduce reforms is soon after the election of a new government
because the new government will enjoy a honeymoon period when the public will
‘give it the benefit of the doubt and blame any sacrifices and difficulties on its pre-
decessor’. The honeymoon period will be longer if the election follows a crisis.’

Step 3: Support from beneficiaries

Because the honeymoon period will not last, the reforms need to quickly generate
strong support from a powerful group of beneficiaries who will oppose any repeal
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of the reforms and thus ensure their stability. Economic reform involves changes
in the distribution of power and resources, and so it will always create opponents
as well as proponents. Reform will also be easier if the opponents are disorganized,
repressed or powerless. In the case of market-based reforms, the losers will include
public-sector employees and ‘those who derive their incomes from the un-traded
sector; the employees and owners of firms that will become unprofitable when
faced with market prices; the beneficiaries of government subsidies for food or
housing’. But when policies are supported by powerful beneficiaries, they ‘develop
a vested interest in keeping the reforms in place’, and even when new parties come
to power it is difficult to jettison the policies that are ‘highly prized by powerful
interests’."”
Other enabling factors identified at the conference included:

* the presence of a fragmented and demoralized opposition;

* the existence in government of a team of economists ... with a common,
coherent view of what needs to be done and commanding the instruments of
concentrated executive authority;

* the presence at the top of a political leader with a vision of history who is not
unduly concerned about being re-elected;

* the existence of a comprehensive programme for transformation of the economy
and a rapid timetable for implementation;

* the will and ability to appeal directly to the public [through the media] and

bypass vested interests."!

During the 1980s, Australia and New Zealand voters elected labour/social demo-
cratic governments to power which both set out to introduce market-oriented
reforms of the type more commonly associated with the conservative governments
of Margaret Thatcher in the UK and Ronald Reagan in the US. These governments
focused on freeing up markets rather than planning for goals. They ‘embarked on
programmes of economic and social transformation arguably more comprehensive
in scope and intensity than anywhere else in the Western world’. These programmes
of market liberalization ‘cut away many of the key mechanisms employed to achieve
traditional social democratic objectives’ and destroyed ‘the ethos and institutional
pillars upon which Labour’s support had always been based’."?

NEW ZEALAND’S ‘REFORMS’

Many of the free market strategies associated with the Washington Consensus
were implemented in New Zealand beginning in 1984, when a Labour government
was elected, and then by the National government when it was elected in 1990.

These included:
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*  Fiscal discipline: government expenditure was reduced.

*  Public expenditure priorities: a user-pays system was introduced for many gov-
ernment services; housing and industry assistance was reduced; welfare cuts
occurred.

*  Tax reform: the tax base was broadened with a goods and services tax and pers-
onal and corporate tax rates were flattened so that the top rate of tax was reduced
from 66 to 33 per cent.

*  Financial liberalization: financial institutions were deregulated.

*  Exchange rates: the dollar was floated so that exchange rates were determined
by money markets.

*  Trade liberalization: tariffs and subsidies were reduced significantly and import
licences were abolished.

o Foreign direct investment: foreign investment was free of restrictions.

* Privatization: extensive commercialization, corporatization and privatization
of government enterprises and services occurred.

*  Deregulation: price controls, and entry and operating restrictions were abolished;
individual employment contracts replaced union-negotiated, industry-wide
employment awards; and the power of unions was undermined.

*  Property rights: revision of property rights laws occurred.'

In addition, the government goal of full employment was discarded, replaced by
the goal of fighting inflation. The welfare system was reduced as spending on law
enforcement and prisons increased.'® These reforms and structural adjustments
have become known as the ‘New Zealand experiment’ because many international
policy-makers were watching with interest to see how it fared. The reforms were
supported by international institutions such as the World Bank and International
Monetary Fund (IMF), which was imposing such measures in debtor nations
(see Chapter 3) and the Organisation for Economic Co-operation and Develop-
ment (OECD), which saw New Zealand ‘as an important test case for reform in
a Western developed country’.”

New Zealand shifted from being one of the most regulated OECD countries
to one of the least regulated:'® “Traditions of state intervention in the economy
to protect social cohesion were more deeply entrenched in New Zealand than in
any other Western country, with the exception of social-democratic Sweden.” The
free market formula was applied in New Zealand in a more uncompromising way
than in any other country before; every major social institution was ‘reformed’ and
restructured, leaving it the closest thing there was ‘to the pure neo-liberal model
of lean government and a free market economy’."”

The business press was ecstatic. The Economist described the reforms as an
‘exhilarating dash for economic freedom. .. Delighted progressive businessmen
hardly dare believe thata Labour government is doing these things, while bewildered
old trade union leaders loyally pretend that it isn’t’. The Economist referred to
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the ‘sort of socialism of which millionaires approve’ and ‘out-Thatchering Mrs
Thatcher’."

By 1995, despite the heavy social costs that the ‘experiment’ was exacting,
international institutions and the business media were hailing the experiment as a
model for the rest of the world. Moody’s Investors Services described it thus: “The
reorientation of New Zealand economic policy after 1984 represented one of the
most ambitious and comprehensive structural reforms undertaken by any OECD
country’; but it noted: ‘As it turned out, the reform process has proved somewhat
tortuous and quite painful for many segments of New Zealand society’."”

Inequality grew in New Zealand, which had prided itself on being an egalitarian
society, faster than any other industrialized country. In contrast to American com-
mentators who were blaming a growing underclass on an overly generous welfare
system, there was no underclass in New Zealand until welfare was cut and citizens
were subjected to the rigours of the free market.*

Yet the pain suffered by the one in six New Zealanders who found themselves
below the poverty line by 1993 could not be defended in the name of ensuing
economic growth. According to Jane Kelsey, who analysed the New Zealand
Experiment in her book, Economic Fundamentalism: ‘Between 1985 and 1992, total
growth across OECD economies averaged 20 per cent; New Zealand’s economy
shrank by 1 per cent over the same period’ despite an increasing population. At the
same time, productivity was static, unemployment skyrocketed, inflation soared
(around 9 per cent per year), investment halved, overseas debt quadrupled and
interest rates remained high. People left New Zealand in droves.”!

The new government undertook reforms at a rapid rate with little consultation,
not even consulting with its traditional support base of unions and lower-income
earners.”” Public consultation was replaced with ‘government cultivation of the
media and vast sums spent on public relations consultants and advertising’.?* Even
other members of the Cabinet, and certainly the party, were left out of decision-
making and often found themselves facing a fait accompli when major policy
changes were made.

The speed of reforms was partly a strategy to take advantage of the traditional
honeymoon period enjoyed by new governments; but it was also designed to
provide no opportunity for those opposed to or hurt by the reforms to organize
or campaign against them before they were in place.” ‘Critics and opponents were
always on the defensive and left debating last week’s reforms.” Roger Douglas,
minister of finance and prime architect of the changes (referred to as Rogernomics),
argued that reforms had to be quick so that interest groups did not have time ‘to
mobilize and drag you down’ and ‘the fire of opponents is much less accurate if
they have to shoot at a rapidly moving target’.”

Parliamentary procedures and conventions were treated with contempt in
order to get measures through without adequate debate. Discussion of bills was
often terminated prematurely and the government frequently used ‘urgency powers’
to ‘avoid the inconvenience of scrutiny before or by a select committee’.®
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Kelsey notes that many potential critics amongst the activist community
had been integrated within the political party structure, particularly the Labour
party, and they were therefore reluctant to publicly criticize the Labour party’s
reforms, at least during its first term of office. Nevertheless, there were many
critics of the reforms within the Labour party, and during 1985 many regional
party conferences opposed the ‘market-led approach’. Kelsey argues: “The Labour
government became the vehicle for a programme which neither its members nor
the electorate had endorsed, and which was irreconcilable with the basic tenets of
social democracy.”’

Early reforms included the removal of subsidies and protections and created
unemployment, as well as hurt farmers and small businesses. However, such was
the disgust with the previous National government that Labour had a very long
honeymoon period and it gained middle-class supporters through measures such
as tax cuts. The government also had strong media support and extended its
honeymoon period through some fairly progressive policies in areas such as Maori
rights, women’s affairs and employment equity. Its popular banning of US ships
with nuclear weapons from New Zealand ports fired up nationalistic feelings, and
this nationalism was further fuelled by the bombing of the Greenpeace Rainbow
Warrior in Auckland harbour by the French secret service.?®

Labour was therefore re-elected in 1987 and began its next round of less pop-
ular reforms. The inequities of the reform programme became more obvious in
the second term, aided by the report of the Royal Commission on Social Policy,
and when Finance Minister Douglas pushed for a flat income tax in 1987, Prime
Minister David Lange refused. Thus began the split between Lange and Douglas
that ended in Douglas’s resignation as minister. Two years later, in 1989, Jim
Anderton, one of the Labour MPs and a former party president, formed a breakaway
party, the New Labour party, which went back to traditional labour principles.”

The electorate expressed its disapproval of the Labour reform agenda at the
next election and elected the National party to govern in 1990, only to find
that the National party had, while in opposition, adopted the same free market
agenda. The struggles within the National party to reach this position had been
aided by international alliances and local business influence. The party had been
networking with neo-conservative parties in other parts of the world, especially
the Republicans in the US and the Tories in the UK, exchanging information and
discussing techniques, strategies and restructuring.”

Ruth Richardson, the new minister for finance, agreed with Douglas’s policies
and was just as determined to implement them. The National government
undertook the reforms that Labour had neglected, cutting back the remnants of the
welfare state — including income support for the poor — and ‘removing legislative
protections in industrial relations’.!

These measures were not only driven by ideology. Falling government in-
come as a result of tax cuts and zero economic growth meant that in order to keep
budget deficits small, government services had to be cut further. Government
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funding of health services and education decreased, welfare benefits were reduced
and more user-pay charges were introduced. However, not all National party MPs
and supporters were happy with the ‘Ruthanasia’ programme, as it was called by
detractors. A breakaway party, New Zealand First, was formed by popular MP
Winston Peters.**

AUSTRALIA’S ‘REFORMS’

Since 1983 when the Australian Labor Party (ALP) was elected in Australia, many
of the free market strategies associated with the Washington Consensus have been
implemented, including:

*  Fiscal discipline: government budget deficits were replaced with surpluses at the
federal level.

*  Public expenditure priorities: federal government spending was reduced from
30 per cent of gross domestic product (GDP) to 23 per cent by 1989; entitle-
ments to welfare and social security were cut.

*  Tax reform: the tax base was broadened and the top rate of tax was reduced from
60 to 47 per cent.

*  Financial liberalization: financial institutions were deregulated.

*  Exchange rates: the dollar was floated so that exchange rates were determined
by money markets.

»  Trade liberalization: tariffs were reduced dramatically and quantitative import
restrictions were removed.

* Privatization: government services were commercialized and government
business enterprises were corporatized, subjected to competition from the
private sector and, in some cases, privatized.

* Deregulation: many business regulations were removed; union restructuring,
enterprise-based bargaining and the demise of the centralized system of wage
setting or award wages also occurred.*

All of these reforms, termed ‘restructuring’, were done in the name of increased
economic efficiency, productivity and industrial competitiveness. As in New
Zealand, the Labor party did not signal its policies in advance and did not have
a mandate to bring them in. However, the Australian Labor government used a
much more consultative style and, as a result, the restructuring was much more
gradual.

Vested interests affected by the changes, such as trade liberalization and tariff
reduction, were bypassed and marginalized through the government’s preference
for dealing with the Business Council of Australia, rather than trade or industry
associations, and the Australian Council of Trade Unions (ACTU), rather than
individual unions.** Later, ALP politician John Dawkins was reported in the
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Australian Financial Review as suggesting ‘that in the few years after the 1983
election, the ACTU was converted to the central elements of a pro-business
agenda, and through its enhanced central power, was able to engage the entire
union movement in support:*’

The Hawke governments formal commitment to industry policy was
swept aside by a Labor ‘new right’ committed to economic-liberal fun-
damentalism in economic policy in general... The complex issues of
public economic management in the late twentieth century vanished
into the age-old debate between protection and free trade.>®

Richard Blandy, Professor of Economics at the University of Melbourne and a key
figure in the new right, suggests that the restructuring of the ACTU was a key step
in facilitating reform. He claims that what the government did was to accommodate
‘the interests of the main potential loser — the existing trade union movement — by
facilitating its restructuring to accommodate the reform while retaining a major
part of its power and influence’.”” Similarly, Greg Whitwell stresses ‘the formation
of peak ‘encompassing’ interest groups representing, in particular, employees and
employers in enabling a ‘bargained consensus’ to be developed in favour of market
approaches.?® Groups such as the ACTU could defend their compliance in terms
of the general interest of the workers, while particular groups of workers bore the
brunt of the new policies.

The Australian government introduced a more cautious set of changes
than occurred in New Zealand. Whilst financial deregulation came quickly, the
Australian Labor government was reluctant to deregulate the labour market because
it wanted to retain union support.’” The government’s reform agenda also had
support from the opposition Liberal party, which was far more supportive than
the ALP of labour market deregulation, further government spending reductions
and a goods and services tax.

The conversion of the Liberal party to economic rationalism — the Australian
term for free market policies — was facilitated by a restructuring of the Liberal party
undertaken under the leadership of businessman John Elliott during 1979-1980.
Elliott, the chief executive officer (CEO) of Elders-IXL, one of Australia’s largest
companies, raised a substantial amount of money as federal president of the Liberal
party, and was said to be ‘not only the party bagman but also the Victorian party’s
business eyes, ears and mouth’. In reality, he was business’s eyes and mouth in the
Liberal party, pushing deregulation, small government and privatization.*

Restructuring the party gave head office more say and ensured greater ‘discipline’
among Liberal politicians. This made it easier for the ‘dries’ to win pre-selection
as election candidates despite rank-and-file opposition to economic rationalist
policies. Key figures of the New Right were installed with the help of Michael
Kroger, who gained presidency of the party with the help of business groups such
as the Small Business Association.' Kelly writes of the New Right: ‘Its success was
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reflected in the fact that in 1990 there was no New Right; the 1985 extremists had
become the 1990 Liberal party mainstreamers’.**

In a free labour market, unemployment would be solved by declining wages
as a result of the automatic supply-and-demand pricing mechanism of the market.
However, welfare benefits and union power, as well as minimum wage provisions,
prevented the market from operating to achieve this.* Therefore, the process of
weakening union power and dismantling central wage-fixing, begun by Labor,
was undertaken with renewed vigour by the Liberals and was augmented with
welfare cuts and work-for-the-dole schemes. After being returned to power for
the fourth consecutive time in 2004 and winning a majority in both houses of
parliament, the Howard Liberal government has greatly accelerated labour market
‘reform’.

The reinvigoration of the Australian manufacturing sector that was supposed
to result from economic restructuring never occurred. The extra money generated
during the 1980s by lower corporate taxes, voluntary union wage restraint, higher
profits and deregulation was supposed to provide the incentives to business; but
it was seldom reinvested in productivity. Rather, it was squandered on ‘increased
executive salaries, increased luxury consumption and a mass of unproductive
investment, seeking wealth through shuffling paper, takeover bids and counter-
bids’.**

Australia’s reputation for egalitarianism and equitable distribution of income
was destroyed as inequities in Australia began to rival and exceed other countries.
For most of Australia’s history, there had been an unwritten social compact aimed
at ‘building a workers’ paradise’. Manufacturing industries were protected so that
they could pay good wages. A minimum wage was set that would be sufficient to
support a family on.* This compact was discarded.

The free market reforms were supported heavily outside of Australia. Treasurer
Paul Keating was named International Finance Minister of the Year in 1987 by
the Economist for his reforms.® As in New Zealand, the major international
bureaucracies, the IME the World Bank and the OECD encouraged the reforms.
Both major political parties were converted to economic rationalism. And when
the Liberals came to power, they continued and accelerated them.

CRISIS AND HONEYMOON PERIOD

Paul Kelly, in his political history of Australia during the 1980s, claims: “The
1980s campaign to re-invent the Australian political tradition was driven by
economic crisis.”” However, this ‘crisis’ that supposedly prompted the Australian
reforms, or provided the excuse for them, was more rhetoric than real. High levels
of unemployment and slowing economic growth (described as a recession) were
attributed by policy advisers to the structure of government and the economy.
Ross Garnaut, personal economic adviser to Prime Minister Bob Hawke, claimed
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that there was ‘a structural imperative for Australia to raise productivity growth
by increasing international orientation, flexibility in resource use and competition
in domestic markets’.*®

Many of the problems facing Australia were externally generated and had
nothing to do with government spending or regulation. Australia and New Zealand
had been two of the most prosperous countries in the world. Both subscribed
to a goal of social equity and had highly regulated economies and prized social
protection measures, including progressive taxation, free education and healthcare
and welfare entitlements. New Zealand, in particular, had been one of the world’s
most comprehensive welfare states. It was only when commodity prices declined
that both countries lost their economic advantage and living standards slipped to
being more average for OECD countries. After 1980, agricultural products in both
countries had to compete with subsidized products from Europe.*’

An early step in the ‘restructuring’ process in both countries was financial de-
regulation. It was taken with little public interest since people did not understand
the implications, and it received little media coverage outside the financial pages
of newspapers. In Australia, it followed advice from the Reserve Bank and Treasury
officials, as well as the personal advisers of the prime minister and treasurer.”
The floating of the dollar in 1983 ‘harnessed the Australian economy to the inter-
national marketplace — its rigours, excesses and ruthlessness’.”’

In New Zealand, the Labour party came to government in 1984 in the midst
of a currency crisis because the New Zealand dollar had come under sustained
attack from foreign exchange markets and the previous government had refused
to devalue it. Kelsey suggests that Roger Douglas ‘deliberately precipitated the
crisis when he “accidentally” released a background paper several weeks before
the election saying that Labour would devalue the currency by 20 per cent’ if it
was elected. Additionally, a ‘leaked’ IMF report added to the sense of crisis. It
suggested that government intervention in New Zealand had caused the economy
to perform badly.>?

The Labour government was swept to power with a large vote and the supposed
crisis gave the government an excuse to start their reforms right away, despite an
election campaign that failed to spell out the free market policy agenda that was
to be adopted. In its first few months, the government organized an economic
summit, which, according to Douglas, ‘was designed to dramatize the problems
of the economy to the nation and create the right climate for change’.”?

In Australia, the Treasury promoted the idea of a crisis based on the size of
the government budget deficit. In its first year of office, the Treasury predicted an
AU$9.6 billion deficit and all the government’s economic advisers urged them
to cut that back. As a result, the Keynesian spending programme that the ALP
had promised during the election campaign was abandoned.** According to John
Langmore, who was economic adviser to the treasurer: “The Treasury was using
the tactic which the Brookings Institution survey of the Australian economy ...
described as “frightening the bourgeoisie by exaggerating the deficit problem™.>
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In 1986, the feeling of crisis in Australia was heightened as the value of the
Australian dollar declined and imports exceeded exports, causing a balance of
payments deficit. The balance of payments deficit would traditionally have been
simply fixed by government intervention to limit imports and control exchange
rates. But government intervention was now a dirty word and debts were allowed
to soar.’

However, it was Treasurer Paul Keating’s comment that Australia might
become a ‘banana republic’ which cemented the sense of crisis. The ‘banana
republic’ crisis ‘allowed Labor to overturn the deficit-favouring traditions of the
ALP and introduce a period of fiscal rectitude which even led to budget surpluses’.””
Kelly notes that Keating’s banana republic statement ‘facilitated the demise of the
old order and the advance towards a new one’:*®

It lifted community consciousness abour Australia’s economic predica-
ment to an unprecedented level and it changed the limits of political
tolerance. .. From 1986 onwards the leadership within both the Labor
party and the coalition was driven, in policy terms, by the sense of
economic crisis ... they both saw the economic solution as lying in a
new radical market-oriented direction which involved the destruction
of the old order. .. The banana republic episode liberated Keating from
his past. He was driven by the dollar crisis to champion a series of
policies thar were historically anti-Labor.>

Belinda Probert notes that:

Almost every unpleasant dose of medicine that Australians have been
asked to swallow since the early 1980s has been prescribed to promote
something called ‘restructuring’ — a historical process which is held
out as the only cure for our economic and social ills. .. The process of
restructuring has none the less been remorselessly promoted as vital to
our survival as anything more than a ‘banana republic.®

BUSINESS INFLUENCE IN NEW ZEALAND

Although the National party had been the natural party for business interests,
many businesses did not like the interventionist policies of the Muldoon National
government and they shifted their support to Labour.® However, the major change

in allegiances was a new and intimate alliance between the Labour government
and the financial sector:

Labour had always had strong links with the protected manufacturing
sector; but in the mid 1980s it began to team up with the financial
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sector. Given the colonial structure, finance had always been an import-
ant part of the New Zealand power elite. The government was a major
owner of financial institutions, with the majority of the rest being
foreign owned.*

The financial sector was the big winner from the reform process as can be seen from
Table 4.1, compiled by economist Alan Bollard, a supporter of the Washington
Consensus.

Table 4.1 Winners and losers of free marker policies

Reform Proponents Opponents
Public expenditure reduction  Financial markets, Unions, professional providers,
employers, investors super-annuants, beneficiaries,
unemployed, civil service
Tax reform Financial markets, Low-income groups
employers, investors
Financial liberalization Financial institutions,
investors, shareholders,
farmers
Monetary reform Reserve Bank, financial Some economists, union
markets, investors movement
Exchange rate liberalization Financial markets, Some economists
exporters, importers, foreign
investors
Trade liberalization Farmers, importers, Unions, manufacturers
consumers, exporters
Foreign direct investment Financial markets, foreign Some voters
investors
Corporatization and Financial markets, investors, Some customers, some
privatization some customers voters, unions, Maoris, rural
groups
Deregulation of industry Some businesses Some customers, some

businesses, unions

Labour market reform Employers, shareholders Unions

Source: adapted from Bollard (1994, p102)

The international finance community was so pleased with the New Zealand free
market direction that it voted Roger Douglas top finance minister of the year in
1986 in Banker magazine. And the Labour government received NZ$3.7 million
in campaign funds from the ‘newly concentrated financial sector’, which enabled
it to be unconcerned with falling party membership. With the money, it was able
to run ‘an American-style, capital-intensive, media-oriented electoral campaign’
at the 1987 election.®
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According to economic analyst Brian Easton, these financial interests then
went on to ‘plunder’ the New Zealand economy. In the wake of the 1987 financial
crash which hit the New Zealand share market hard, they pressured the Labour
government to privatize public assets as a way out of their troubles. The privatization
of these assets involved large amounts of money flowing from the government to
the financial sector. In return for their NZ$4 million election donation, financiers
received hundreds of millions of dollars for advice and other services. Over
NZ$100 million was paid to the private sector for help with privatizing Telecom
alone. The net return to the government of the sale of the government Printery
was only about one third of its asset value after expenses were paid.**

The government called on financiers and business leaders to head corporatized
government enterprises, investigating committees and think tanks. They ‘were
commissioned to oversee policy reviews which prepared the ground for controversial
change’. Private-sector boards of directors were also appointed to guide the new
government agencies and enterprises.®

The most influential business group was the New Zealand Business Roundtable,
which has been described as ‘the most powerful [of the] driving forces of free market
economic reforms transforming New Zealand’.® It produced reports and led ‘the
government through its agenda of reforms’. It was headed by a former Treasury
economist and it actively pursued an agenda of market ‘liberalization’. Its members
were ‘the direct beneficiaries of New Zealand’s asset sales programme’.®’

The roundtable’s agenda was the same as the Washington Consensus, including
reduced government spending ‘to make room for private-sector expansion’; priv-
atization and corporatization of government enterprises; labour market deregulation
in the name of flexibility; and the avoidance of ‘unjustified new regulations in areas
such as the environment’.®

The relationship between the roundtable and the New Zealand government
was so intimate that one reporter quipped that Roger Douglas and the roundtable
were ‘so close you couldn’t slide a Treasury paper between themy’. And, indeed, a
member of the roundtable claimed ‘that over ninety per cent of any decent policies
that have come out of government in the last seven years have had a hell of a lot
to do with the intellectual contribution of the roundtable’. ¢

By the time the National party was elected in 1990, it too had been con-
verted by business interests to free market principles and minimal government
intervention. National party’s Ruth Richardson had done ‘the rounds of the
major corporates while the party was in opposition ‘and secured a foothold in the
commercial community’. During the 1990 election campaign, ‘business interests
made it clear that they expected her to be appointed minister of finance in return
for supporting National, both financially and electorally; and she was’.”

As mentioned earlier, National delivered more of the labour market deregula-
tion that business wanted, including an Employment Contracts Act that the
Employers’ Federation and the New Zealand Business Roundtable had lobbied
for. The act ‘effectively de-unionized a large part of the labour force and reduced
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many workers’ conditions’.”! As a result, the wage bill for business declined as
executive salaries and profits increased. Nevertheless, the roundtable continued
to criticize the government for not moving fast enough and for slowing down its
privatization programme.”?

BUSINESS INFLUENCE IN AUSTRALIA

Kelly notes that the Labor government in Australia had three main institutional
pillars of support for its market-based reforms in the wider community: the fin-
ancial markets, the ‘quality print media and its leading commentators’ and the
business community.”?

The Business Council of Australia (BCA), the National Farmers’ Federation
and the Australian Mining Industry Council were vocal advocates of trade liberal-
ization and opposed union power. The Farmers’ Federation was the earliest industry
group to publicly ‘embrace the free market philosophy’ despite the long history
of government handouts to farmers, particularly in times of drought. At its 1979
conference, it advocated smaller government, reduced government expenditure,
lower taxes, less protection, deregulation of the financial system, and facilitation
of free trade. Later, the Farmers’ Federation put together a huge AU$10 million
fighting fund which it used to finance legal cases against unions. The fighting fund
would also be used to challenge ‘anti-business’ taxes.”

In 1980, a study entitled Australia at the Crossroads by Kasper et al, commis-
sioned by Shell Australia and written by economists, including the chief economist
of Shell Australia, was published. It made the argument for economic liberalism
and argued that if ‘welfare state guardianism’ continued Australia’s economy would
stagnate: ‘A combination of high taxes, interventionist and large-scale government,
state-endorsed restrictive trade practices, consumerism and environmentalism
cripple private-sector dynamism and deter private investment.” Free market
policies, such as the removal of protection, reduction of government and incentives
for individual initiative were advocated as the only way to provide Australia with
a dynamic future.”

The book, which acknowledged ‘not only financial support, but much in-
spiration and practical help’ from Shell Australia, noted that support for its free-
market policy prescriptions would come from ‘large-scale mining, small business
and farming circles, amongst members of the liberal professions and in university
economic departments’ and ‘parts of the media — especially newspapers and
magazines’.”®

The book became the ‘inspiration of the dry movement in federal parliament
after the 1980 election’ and a de facto ‘blueprint for the ideas which dominated’
the 1980s.”” It put forward a policy prescription in line with the Washington
Consensus, a long time before the Labor party began to implement it.
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Shell Australia also supported another book published in 1980 on Australia’s
future entitled Will She Be Right? by Kahn and Pepper. It represented the findings of
a study done by the Hudson Institute, a US think tank, and Australian consultants
Pak-Poy and Associates, and funded by 14 Australian corporations. Apart from
Shell, funders included ANZ Bank and the Bank of New South Wales, BHP, IBM
Australia, Myer Holdings, Utah Development Company, the Myer Emporium, CRA
and Australian Consolidated Industries. The authors particularly acknowledged V.
E. Jennings of Jennings Industries and Sir Roderick Carnegie, CEO of CRA, for
their encouragement, assistance, and ‘continued intellectual and moral support
throughout the project’.”®

Like Australia at the Crossroads, Will She Be Right? presented scenarios. These
included ‘business as usual’; a premature post-industrial society; a ‘reformed’
protectionist society; or ‘a distinctly more dynamic economy, achieved mainly
through a greatly increased emphasis on free market forces’. The business-as-usual
scenario was predicted to be ‘increasingly inefficient, uncompetitive and isolated’.
A premature industrial society, with its focus on welfare and leisure, would stabilize
at a low level of wealth, while other countries surged ahead.” The authors clearly
preferred the dynamic free market economy, as did their business sponsors.

Prime Minister Bob Hawke and his treasurer, Paul Keating, were ‘sympathetic
to the ideology of the market, but, unlike the Liberals, devoid of vested interests
or associations within the old business or corporate establishment... They
were aggressive in seeking alliances within the business and finance “counter-
establishment” ... where it was balance sheets, not class loyalties, that mattered’.
The float of the dollar and the deregulation of the finance sector, in particular,
secured an alliance between the government and the financial markets.®

When the Hawke government was elected in 1983, the Confederation of
Australian Industry (CAI) was the main business umbrella group. It covered em-
ployer organizations and chambers of manufacturers. However, it was dominated
by small to medium businesses and many large corporations were not part of it.
When the Hawke government organized its economic summit, the CAI was invited
to organize business representation; but Hawke also invited 18 CEOs of the largest
companies operating in Australia — including CRA, Shell, Western Mining, BHP,
Ford, Woolworths, Hookers and Boral — to represent big business.®!

While some have suggested that business representation at the summit was
fragmented and therefore weak, the truth is that the outcome of the summit was an
accommodation by the trade unions of business goals and assumptions, including
‘restrictions and reforms that have either been demanded by business representation
or have fitted the requirements of market-driven, capital accumulation’. The
summit communiqué ‘re-enforced the primacy accorded the market and private
profitability and the subordinate, supportive role of state action backed by a
compliant and accommodating trade union movement’.*

After the summit, in 1983, the large companies formed the Business Council
of Australia (BCA), purportedly in response to big business’s disappointment with
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business representation at Hawke’s National Economic Summit. It was made up of
the chief executives of the largest corporations operating in Australia and therefore
basically represented the transnationals. It quickly eclipsed the CAI, which did not
allow large corporations to be members in their own right, as ‘the generator of
broad business strategy on public policy questions’.*’

The BCA played a significant role in the new agenda. It was modelled on the
US Business Roundtable and sought to provide a strategy forum and voice for big
business with sophisticated and well-financed research suppore:*

The BCA’s contribution has been to help shift the terms of the debate

[from whether there should be change to the precise institutional form
that the change should take. Early in its life, the BCA adopted a strategic
approach to public policy advocacy. It committed irself to becoming
involved in issue politics but not party politics; to avoid ad hoc responses
to passing issues; to concentrate on winning fundamental long-term
change; and to pursue long-term change on the basis of objective,
research-based advocacy.®

BCA members counted industrial relations as their top concern, and so the BCA
funded an Employee Relations Study Commission on changing Australia’s indus-
trial relations system, chaired by Fred Hilmer, then dean of the Australian Graduate
School of Management. The commission’s reports, published between 1989 and
1993, recommended a system of company or enterprise-based unions rather than
occupational or craft-based unions, purportedly to improve productivity and
flexibility of the workforce, but in reality to reduce union power. These reports
are said to ‘have had a major, perhaps decisive, impact on the reform debate in the
business community, and on government and the union movement’.* The Keating
Labor government subsequently introduced enterprise-based bargaining in 1992,
with the agreement of the ACTU.

The acquiescence of the ACTU can be understood, in part, from developments
that had begun much earlier. From 1964, the Harvard Foundation offered
leadership grants to Australian trade union leaders to enable them to travel to the
US for up to six weeks to, according to Clyde Cameron, a former Labour govern-
ment minister, ‘brainwash them into inculcating in their thinking process, at the
least, that private enterprise is the only way to go’. They were given first-class air-
fares and hotel accommodation and the costs of this programme were supported
by multinational business interests.

Australian-based trustees of the Harvard Foundation included big business-
men such as Sir Peter Abeles, Sir Warwick Fairfax, mining CEO Hugh Morgan,
the managing directors of Ford and GMX, and politicians from both sides of the
political fence, including Andrew Peacock, Ian McPhee, Bob Hawke, Neville Wran,
Ralph Willis and Barry Unsworth, the latter two being graduates of the programme
themselves.®” Another graduate was Michael Easson, who became Australian
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secretary of the Labor Committee for Public Affairs before it was discredited for
having links with the Central Intelligence Agency (CIA). It had been set up and
funded by the US Information Agency.®® Easson went on to be secretary of the
New South Wales Labor Council and a federal MP.

Rather than oppose unions outright as the extreme elements of the New Right
were doing, the BCA chose to ‘reshape the power relations between business and
labour ... by redefining the very bargaining structures of the industrial relations
system’. It successfully set the agenda on industrial relations policy and eclipsed the
role of the ACTU in influencing the structural adjustment process.*

The massive influence of the BCA did not become apparent until some years
later. In 1994, former Treasurer John Dawkins told a business audience that the
BCA had been the dominant influence on the reform agenda during Labor’s govern-
ment, more dominant than Labor’s traditional union supporters. His speech was
reported in the Australian Financial Review:

Such was the intimacy of the relationship, Mr Dawkins claimed, that
it had been useful on occasions to have the BCA appear to be a critic of
the governments performance. .. According to Mr Dawkins, the BCAS
role of policy pacesetter and critic of the governments progress had
assisted the government to maintain the support of its own constituency
on reform. .. Mr Dawkins said: “While it was important to have the
BCA as part of the cheer squad, it was useful for other reasons for the
BCA to be not identified as author of the policies, and sometimes to
appear as a critic of the governments performance.”

Additionally, the revolving door was well oiled in Australia, and politicians from
both major parties often went to work for business after their parliamentary careers
were over. Relationships established between politicians and businesspeople dur-
ing the 1980s ‘did not withstand tests of probity’ and led to prosecutions and jail
sentences in some cases, particularly at the state government level.”

However, politicians do not have to be corrupt to form close relationships
with leading businesspeople. Bob Catley in his book Globalising Australian Cap-
italism notes that social relationships are not surprising because ‘there are, after
all, a limited number of social outlets for the powerful and high-incomed in such
moderate-sized communities’.”” However, the relationship was more strategic
than is suggested by Catley. Corporate leaders wined and dined the Labor leaders
and forged close personal relationships with Bob Hawke and Paul Keating. For
example, Keating stayed at businessman Robert Holmes Court’s stud farm and
spent New Year’s Eve on board businessman Alan Bond’s AU$30 million cruiser.
New South Wales Premier Neville Wran spent his vacation at media mogul Kerry
Packer’s Palm Beach home. *

Hawke publicly proclaimed his friendship to Kerry Packer: ‘I am pleased as

prime minister of this country ... to count as a close personal friend and to measure
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as a very great Australian, Kerry Packer.” Hawke was also close friends with Peter
Abeles, a partner of media baron Rupert Murdoch in owning Ansett Airlines and
the owner of Thomas Nationwide Transport (TNT), which helped Murdoch
to beat the British unions by distributing his papers in the UK. Abeles enabled
Murdoch to have access to Hawke, and several meetings followed.”

For its part, business used this access to ensure that business views were well
aired in government:

Each minister receives almost daily representations from business: from
individual businesses, from peak business organizations, most of whom

now have a professional office in Canberra, and from political lobbyists
working on behalf of business.”

The close relationship between Hawke and Keating and some business leaders
invited some comment and controversy in labour ranks. In an article he wrote for
the Times on Sunday, which the paper refused to publish, Brian Toohey wrote:

Hawke and Keating do more than enjoy the company of the new
tycoons; they share their values. .. The stock exchange index has risen by
almost 250 per cent since Hawke came to power in 1983; the number
of children in poverty, by his own governments estimates, has risen to
one in five. Take-home pay in real terms has fallen, while the rich have
never had it so good. . . According to the Business Review Weekly, the Top
200 (Rich List) increased their wealth by $4700 million to $14,800
million during the first three years of this Labor government.”®

When the share market crash came in 1987, the Labor government was there to
bail out the entrepreneurs who had invested unwisely. After all, it was these entre-
preneurs who were supposed to revive the Australian economy.”

Business influence also extended to the media through ownership and advertis-
ing revenues. The programme of economic rationalism received the full support
of the media, particularly economic journalists and columnists. The Australian
Financial Review pushed free market ideas under the editorship of P. P McGuinness
during the early 1980s, and Murdoch’s Australian newspaper began openly
promoting free market policies in 1978 when it tried to ferment a tax revolt.”®

A survey by Julianne Schultz and Zoltan Matolcsky found that business
and economics journalists were enthusiastic supporters of free-market economic
rationalism and that 65 per cent of them agreed that ‘during the 1980s the media
and journalists had actively pushed a Treasury line’ and the majority agreed that ‘the
media uncritically promoted the interests of business during the 1980s’.”” Donald
Horne, well-known social commentator and historian, suggests that the appearance
of a national consensus in favour of economic rationalism was ‘imposed very largely
by the national press gallery and the business-page pundits’.' Probert points out
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that the economy was being defined in the media as synonymous with business
interests.'”! Doug McEachern, in his book on Business Mates, notes:

Often, movements in the stock market were discussed as an indicator of
business confidence in the government, or the judgement of the market
on various policy initiatives. For much of the 1980s, movements in the
value of the currency were treated as if they were a reflex response to
specific proposals and policies. Proclaiming the wisdom of the market
and its policy demands were stock-in-trade of financial journalists and
commentators.'*

The media was flooded with economic indicators and jargon that meant little to
the layperson, but served to convey to people that economics was a subject that
they did not know enough about to comment on or judge. Dissenting economists
had trouble getting opinion pieces published in the major newspapers and regular
columnists ridiculed dissenters who managed to get their ideas into the public

arena in different ways.

11
12

103

NOTES

Bernie Taft, “The New Right in Practice’, in Ken Coghill (ed) 7he New Right's
Australian Fantasy, Fitzroy, Victoria, McPhee Gribble and Penguin Books, 1987,
p27.

John Gray, False Dawn: The Delusions of Global Capitalism, London, Granta Books,
2002, p39.

John Willliamson (ed.), The Political Economy of Policy Reform, Washington, DC,
Institute for International Economics, 1994.

Preface to 1bid., px.

Institute for International Economics, ‘About the Institute for International
Economics’, IIE, www.iie.com/ADMINIST/aboutiie.htm accessed 6 January 2001.
1bid.

John Williamson, ‘In Search of a Manual for Technopols’, in John Williamson (ed)
The Political Economy of Policy Reform, Washington, DC, Institute for International
Economics, 1994, p20.

1bid., pp20, 25.

Ibid., p20.

1bid., pp20-1; Robert H. Bates, ‘Comment, in John Williamson (ed) 7he Political
Economy of Policy Reform, Washington, DC, Institute for International Economics,
1994, pp31-2.

Williamson, ‘In Search of a Manual for Technopols’, p26.

Francis G. Castles, ¢t al. (eds) The Great Experiment: Labour Parties and Public Policy
Transformation in Australia and New Zealand, Sydney, Allen & Unwin, 1996, ppix,
18; Paul Kelly, The End of Uncertainty: The Story of the 1980s, St Leonards, NSW,
Allen & Unwin, 1992, p15.



78

13

14
15
16

17
18
19
20
21
22
23
24
25
26
27
28

29

30
31

32

33

34
35

36

SUITING THEMSELVES

Allan Bollard, ‘New Zealand’, in John Williamson (ed) 7he Political Economy of
Policy Reform, Washington, DC, Institute forInternational Economics, 1994, pp75-81;
Jane Kelsey, Economic Fundamentalism, London, Pluto Press, 1995, pp2—4.

Gray, False Dawn, pp40-1.

Bollard, ‘New Zealand’, p92.

Castles, er al. (eds) The Grear Experiment: Labour Parties and Public Policy Trans-
Jformation in Australia and New Zealand, p16.

Gray, False Dawn, pp39-40.

Quoted in Kelsey, Economic Fundamentalism, p7.

Quoted in /bid., p7.

Gray, False Dawn, p42.

Kelsey, Economic Fundamentalism, p9.

Bollard, ‘New Zealand’, p94.

Kelsey, Economic Fundamentalism, p44.

Bollard, ‘New Zealand’, p97.

Quoted in Kelsey, Economic Fundamentalism, pp33—4.

1bid., pp42-3.

1bid., pp21, 35.

Bollard, ‘New Zealand’, p93; Chris Eichbaum, ‘Market Liberalisation in New
Zealand: Fightback! In Practice?” in Peter Vintila, John Phillimore and Peter Newman
(eds) Markets, Morals & Manifestos: Fightback! & the Politics of Economic Rationalism
in the 1990s, Murdoch, WA, Institute for Science and Technology Policy, Murdoch
University, 1992, p225; Castles, ez al. (eds) The Grear Experiment: Labour Parties and
Public Policy Transformation in Australia and New Zealand, p16; Patrick Massey, New
Zealand: Marker Liberalization in a Developed Economy, New York, St Martin’s Press,
1995, p74.

Bollard, ‘New Zealand’, p101; Castles, er al. (eds) The Grear Experiment: Labour
Parties and Public Policy Transformation in Australia and New Zealand, p17; Kelsey,
Economic Fundamentalism, p37.

Kelsey, Economic Fundamentalism, p39.

Greg Lindsay, ‘Threats to Freedom Then and Now’, Policy, Autumn, 1997,
www.cis.org.au/Policy/mps.html; Massey, New Zealand, p74; Kelsey, Economic
Fundamentalism, p41; Brian Easton, ‘From Rogernomics to Ruthanasia: New Right
Economics in New Zealand’, in Stuart Rees, Gordon Rodley and Frank Stilwell (eds)
Beyond the Market: Alternatives to Economic Rationalism, Leichhardt, NSW, Pluto
Press, 1993, p150.

Easton, ‘From Rogernomics to Ruthanasia: New Right Economics in New Zealand’,
p155; Kelsey, Economic Fundamentalism, p41.

Ross Garnaut, ‘Australia’, in John Williamson (ed) 7he Political Economy of Policy
Reform, Washington, DC, Institute for International Economics, 1994, p53—4.
Ibid., p67.

Pamela Williams and Stephen Ellis, ‘Dawkins Kisses and Tells on BCA’, The Australian
Financial Review, 15 July, 1994, p1.

Winton Higgins, ‘Missing the Boat’, in Brian Galligan and Gwynneth Singleton
(eds) Business and Government under Labor, Melbourne, Longman Cheshire, 1991,
p108.



37

38

39
40

41

42
43

44

45

46
47
48
49

50
51

52
53

54
55

56

WASHINGTON CONSENSUS DOwWN UNDER 79

Richard Blandy, ‘Labour Market Reform’, in Brian Galligan, Bob Lim and Kim
Lovegrove (eds) Managing Microeconomic Reform, Canberra, Federalism Research
Centre, ANU, 1993, p29.

Greg Whitwell, ‘Economic Ideas and Economic Policy: The Rise of Economic Ration-
alism in Australia’, Australian Economic History Review, vol 33, no 2, 1993, p25.
Kelly, The End of Uncertainty: The Story of the 1980s, pp56, 77.

Neil Mooney, ‘How Victoria Went Dry on Andrew’, The National Times, 13—19
September, 1985, p8.

1bid., p8; Kelly, The End of Uncertainty: The Story of the 1980s, p402; Ian McLachlan,
Michael Kroger, David Kemp, Peter Costello cited in Kelly, 7he End of Uncertainty:
The Story of the 1980s, p403; Pamela Williams, ‘New Right Exerts Its Power on
Liberals’, Financial Review, 17 December, 1987, p10.

Kelly, The End of Uncertainty: The Story of the 1980s, p253.

Peter Vintila, ‘Markets, Morals and Manifestos’, in Peter Vintila, John Phillimore
and Peter Newman (eds) Markets, Morals & Manifestos: Fightback! & the Politics
of Economic Rationalism in the 1990s, Murdoch, WA, Institute for Science and
Technology Policy, Murdoch University, 1992, p10.

Doug McEachern, Business Mates: The Power and Politics of the Hawke Era, Sydney,
Prentice Hall, 1991, p80.

Elaine Thompson, “Where Is the Economy?’ in Donald Horne (ed) 7he Trouble
with Economic Rationalism, Newham, Vic, Scribe, 1992, p16; Lindy Edwards, How
to Argue with an Economist: Reopening Political Debate in Australia, Cambridge,
Cambridge University Press, 2002, p11.

Edwards, How ro Argue with an Economist, p13.

Kelly, The End of Uncertainty: The Story of the 1980s, p14.

Garnaut, ‘Australia’, p57.

Bollard, ‘New Zealand’, p74; Rolf Gerritsen, ‘Microeconomic Reforny’, in Stephen
Bell and Brian Head (eds) State, Economy and Public Policy, Oxford University Press,
Melbourne, 1994, p270; Castles, er al. (eds) The Grear Experiment: Labour Parties
and Public Policy Transformation in Australia and New Zealand, pp7-8.

Garnaut, ‘Australia’, p59.

Paul Kelly quoted in Whitwell, ‘Economic Ideas and Economic Policy: The Rise of
Economic Rationalism in Australia’, p17.

Kelsey, Economic Fundamentalism, p29; Bollard, ‘New Zealand’, p99.

Massey, New Zealand, p67; Douglas quoted in Kelsey, Economic Fundamentalism,
p32.

Kelly, The End of Uncertainty: The Story of the 1980s, p57.

John Langmore, “The Labor Government in a De-Regulatory Era, in Brian Galligan
and Gwynneth Singleton (eds) Business and Government under Labor, Melbourne,
Longman Cheshire, 1991, p77.

Trevor Matthews, ‘Employers’ Associations, Corporatism and the Accord: The
Politics of Industrial Relations’, in Stephen Bell and Brian Head (eds) Staze, Economy
and Public Policy, Oxford University Press, Melbourne, 1994, p212; John Carroll,
‘Economic Rationalism and Its Consequences’, in John Carroll and Robert Manne
(eds) Shutdown: The Failure of Economic Rationalism and How to Rescue Australia,
Melbourne, The Text Publishing Company, 1992, p10.



80

57
58

59
60

61

62

63

64

65

66

67

68

69

70
71

72

73
74

75

76

77
78

SUITING THEMSELVES

Castles, er al. (eds) The Grear Experiment: Labour Parties and Public Policy Trans-
Jformation in Australia and New Zealand, p15.

Kelly, The End of Uncertainty: The Story of the 1980s, p196.

1bid., pp196-7, 224.

Belinda Probert, ‘Globalisation, Economic Restructuring and the State’, in Stephen
Bell and Brian Head (eds) State, Economy and Public Policy, Oxford University Press,
Melbourne, 1994, p98.

Castles, ez al. (eds) The Grear Experiment: Labour Parties and Public Policy Transforma-
tion in Australia and New Zealand, p16; Easton, ‘From Rogernomics to Ruthanasia:
New Right Economics in New Zealand’, p154.

Easton, ‘From Rogernomics to Ruthanasia: New Right Economics in New Zealand’,
pl54.

Bollard, ‘New Zealand’, p92; Herman Schwartz quoted in Kelsey, Economic Funda-
mentalism, p36.

Easton, ‘From Rogernomics to Ruthanasia: New Right Economics in New Zealand’,
pl57.

Bollard, ‘New Zealand’, p92; Kelsey, Economic Fundamentalism, p52.

G. Niness quoted in Georgina Murray and Douglas Pacheco, “Think Tanks in the
1990s’, Australian National University, www.anu.edu.au/polsci/marx/interventions/
thinktanks.htm accessed 23 January 2001.

Bollard, ‘New Zealand’, p93; Eichbaum, ‘Market Liberalisation in New Zealand:
Fightback! In Practice?” p224.

Roger Kerr, ‘Keeping NZ out of the Hands of the Chattering Class’, Independent
Business Weekly, 30 August, 1993, p9.

C. Managh and A. Gibbs quoted in Murray and Pacheco, ‘Think Tanks in the
1990s’.

Kelsey, Economic Fundamentalism, p40.

Easton, ‘From Rogernomics to Ruthanasia: New Right Economics in New Zealand’,
p158.

See, for example, Douglas Myers, CEO of Lion Nathan and chair of NZ Business
Roundtable in Sam Hudson, ‘Lion Chief Criticises ‘Stalled” NZ Reformy’, Australian
Financial Reform, 8 April, 1992, p9.

Kelly, The End of Uncertainty: The Story of the 1980s, p224.

Garnaut, Australia’, p67; Kelly, The End of Uncertainty: The Story of the 19805, p45;
Matthews, ‘Employers’ Associations, Corporatism and the Accord: The Politics of
Industrial Relations’, p212; Nigel Austin and Deborah Hope, ‘Farmers Threaten
Direct Action to Smash Union Power’, The Bulletin, 15 July, 1986, pp24-5.
Wolfgang Kasper, ¢t al., Australia at the Crossroads: Our Choices to the Year 2000,
Sydney, Harcourt Brace Jovanovich, 1980; Quoted in Marian Sawer, ‘Political Man-
ifestations of Australian Libertarianism’, in Marian Sawer (ed) Australia and the New
Right, North Sydney, George Allen & Unwin, 1982, p18.

Kasper, et al., Australia at the Crossroads: Our Choices to the Year 2000, pxi; Quoted in
Sawer, ‘Political Manifestations of Australian Libertarianism’, p19.

Hyde quoted in Kelly, 7he End of Uncertainty: The Story of the 1980s, p41.

Herman Kahn and Thomas Pepper, Will She Be Right? The Future of Australia, St.
Lucia, Qld, University of Queensland Press, 1980, pxi.



79
80
81

82
83

84

85

86
87

88
89

90
91

92
93

94
95
96
97
98
99
100
101

102
103

WASHINGTON CONSENSUS DOwN UNDER 81

1bid., pp1-3, 137.

Kelly, The End of Uncertainty: The Story of the 1980s, pp56, 77.

McEachern, Business Mates: The Power and Politics of the Hawke Era, pp25—6; PA.
McLaughlin, ‘How Business Relates to the Hawke Government: The Captains of
Industry’, in Brian Galligan and Gwynneth Singleton (eds) Business and Government
under Labor, Melbourne, Longman Cheshire, 1991, p150.

McEachern, Business Mates: The Power and Politics of the Hawke Era, pp34-5.
Matthews, ‘Employers’ Associations, Corporatism and the Accord: The Politics of
Industrial Relations’, p204; McEachern, Business Mates: The Power and Politics of the
Hawke Era, p33.

Kelly, The End of Uncertainty: The Story of the 1980s, pp204-5, 276.

Matthews, ‘Employers’ Associations, Corporatism and the Accord: The Politics of
Industrial Relations’, p212.

Ibid., pp212-3; Blandy, ‘Labour Market Reform’, p29.

Jane Lambrook, “The CIA in Australia: Part 4’, Wazching Brief, Public Radio News
Services, October/November, 1986, www.serendipity.li/cia/cia_oz/cia_oz4.htm.
Ibid.

Matthews, ‘Employers’ Associations, Corporatism and the Accord: The Politics of
Industrial Relations’, p214.

Williams and Ellis, ‘Dawkins Kisses and Tells on BCA’, p1.

Keith Abbott, Pressure Groups and the Australian Federal Parliament, Political Studies
Fellow Monograph No. 3, Canberra, Australian Government Publishing Service,
1996, p34; Bob Catley, Globalising Australian Capitalism, Cambridge, Cambridge
University Press, 1996, p88.

Catley, Globalising Australian Capitalism, p94.

Paul Chadwick, Media Mates: Carving Up Australias Media, Melbourne, Macmillan,
1989, pp29, 32.

Ibid., pp32-3.

Catley, Globalising Australian Capitalism, p98.

Quoted in Chadwick, Media Mates: Carving Up Australias Media, p29.

Ibid., p31.

Kelly, The End of Uncertainty: The Story of the 1980s, p48; Sawer, ‘Political
Manifestations of Australian Libertarianism’, p15.

Julianne Schultz, “Where Are the Alternative Views?” in Donald Horne (ed) 7he
Trouble with Economic Rationalism, Newham, Vic, Scribe, 1992, pp88-9.

Donald Horne, ‘It’s Time for a Think’, in Donald Horne (ed) The Trouble with
Economic Rationalism, Newham, Vic, Scribe, 1992, p3.

Belinda Probert, “Whose Economy Is It?” in Donald Horne (ed) The Trouble with
Economic Rationalism, Newham, Vic, Scribe, 1992, pp26-7.

McEachern, Business Mates: The Power and Politics of the Hawke Era, p4.

Schultz, “Where Are the Alternative Views?’ p90; Evan Jones, ‘Economic Language,
Propaganda and Dissent’, in Stuart Rees, Gordon Rodley and Frank Stilwell (eds)
Beyond the Market: Alternatives to Economic Rationalism, Leichhardt, NSW, Pluto
Press, 1993, pp263—4.






5

From Public Service to Private Profit

The Law doth punish man or woman
Who steals the goose from off the common,
But lets the greater felon loose
Who steals the common from the goose.
18TH CENTURY ANTI-ENCLOSURE SAYING!

Privatization is not simply a change of ownership. It is a change in the
role, responsibilities, priorities and authority of the state.
BRENDAN MARTIN?

Dozens of governments around the world have embarked on the road to privatization
since the mid 1980s. As a result of electricity privatization and deregulation, there
have been blackouts, price spikes, price manipulation, bankruptcies and electricity
shortages around the world. Privatization and deregulation have seen the goal of an
affordable, accessible and reliable electric service replaced by the goals of economic
efficiency, competition and consumer choice.

Wiater privatization has also been a disaster. Rates have soared and pollution
increased. Those who cannot afford the new rates have had their water supply
disconnected. Diseases such as cholera have made a come back in poor nations
where alternative sources of water are contaminated. Privatization has transformed
water from a human right to an ‘economic good’ that must be paid for by those
who use it.> And now the large European water conglomerates are preparing to
buy up municipal water supplies in the US.

Yet, despite its lack of popular support and its inability to deliver on promises
of better service at lower prices, privatization in its many forms has become the
accepted wisdom amongst governments and opinion leaders. By the early 1990s,
the term ‘privatization’ had become an accepted part of the language, East and
West.” New markets were opened up all over the world as developing countries
joined developed countries in allowing transnational companies to provide their
essential services.

During the 1980s and 1990s, public services were reformed in various ways
throughout the US, Western and Eastern Europe, Africa, Latin America, South-
East Asia and in Australasia. These included the sale of government enterprises;
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the introduction of new forms of management practice and incentive structures
in remaining public services; the contracting out and private provision of activities
within public services; the introduction of user charges; and the deregulation of
essential services.’

Proponents of these measures argued that introducing competition and com-
mercial concerns into public-service provision would expose the newly privatized
firms and corporatized government enterprises to the disciplines of the market so
that they would become more efficient and rates would be reduced. It was also sup-
posed to raise revenue for governments, provide new sources of investment capital
for expensive infrastructure and reduce the role of government in the economy.

Governments, entrusted with carrying out the will of the people and protecting
public assets, were co-opted by all manner of devices, ranging from the sophisticated
persuasion of corporate-funded think tanks to the less than subtle pressures exerted
by international lending organizations, all combining with frequent and generous
financial contributions to the campaign funds of political parties and offers of
future career opportunities for retired politicians and bureaucrats.

As a result, there has been a massive #ransfer of ownership and control over
government assets worldwide to private companies. The companies that have
taken over these public services in most countries are transnational companies
with little interest in the welfare of local citizens. Increasingly, these companies
are concentrating — through mergers and acquisitions — into a small group of very
large conglomerates that dominate the provision of national and international
essential services.

Business groups and associations have played an active role in promoting
privatization, as have individual corporations and financial institutions that see
potential profit for themselves in privatization. Many businessmen were persuaded
during the 1970s and 1980s that the price of government-supplied services was
too high because of bureaucratic inefficiencies and because of the social goals
that governments were pursuing. They believed that the uncompetitiveness of
government providers made private industry uncompetitive, t00.°

Western-based transnational corporations have sought investment in dev-
eloping countries as a source of new markets because profit opportunities in
affluent countries, especially in traditional areas such as primary industries
and manufacturing, have declined. Privatization in developing nations offers
opportunities for investment, and the corporate push for privatization policies in
developing countries during the late 1980s was ‘in response to a cyclical downturn
in interest rates and a longer-term fall in rates of return on investment in mature
industrial economies’.’

The United Nations Development Programme (UNDP) points out that
privatization benefits transnational corporations (and some local firms) by allowing
them to get access to industries in developing nations that had previously been
closed to them and to buy up established enterprises, sometimes at cut-rate prices:
‘In many countries the privatization process has been more of a “garage sale” to
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favoured individuals and groups than a part of a coherent strategy to encourage
private investment.”®

Privatization is good for the development banks because the money raised
by the asset sales helps governments to pay the interest on their loans, at least in
the short term. Privatization has also been pressed by bilateral aid programmes.
In addition, many bilateral and regional trade agreements incorporate some form
of privatization.

The beneficiaries of privatization have been the banks, building societies,
insurance companies, pension funds and other industrial and commercial
companies that are able to invest in the newly privatized services and/or provide
loans to those who do. In electricity, for example, the banks are major investors in
power companies and their executives populate the boards of electricity companies.
They have advised on privatization schemes and helped to draw up deregulation
legislation around the world. They have collected fees from brokering the purchase
of independent power companies worldwide and have been involved in energy
trading themselves.’

INCREASING PRICES AND DECLINING SERVICE

Despite the rhetoric of free market advocates, the goals of governments and private
companies in supplying services are quite different. Governments attempt to
provide reliable services that a maximum number of people can access at a cost they
can afford. Of course, they do not always succeed in this goal, particularly when
they do not have access to affordable capital. Private companies, on the other hand,
have a legal obligation to maximize their profit and shareholder value. Sometimes
this coincides with providing a cheap, widely available, reliable service; but often
it doesn’t, particularly when it comes to essential services that require expensive
infrastructure to distribute.

Those advocating privatization and private provision of public services claim
that private ownership and competition ensure that there are incentives to minimize
costs, to improve management practices and to get employees to work harder.
However, there is little evidence that private or public ownership makes a difference
in how efficient an organization is. For example, experience in the US and the UK,
where public and private enterprises supplied electricity contemporaneously, has
consistently shown that public enterprises can provide a reliable service at lower
cost to ratepayers. Similarly, in England and France, municipal governments offer
water services at cheaper rates than privately operated water services.'

In fact, the cost of essential services tends to go up rather than down after
privatization. In most countries around the world where water and electricity have
been privatized or deregulated, residential rates have increased, often dramatically.
Water privatization caused rates to increase by 150 per cent in France and 106 per
cent in England between 1989 and 1995."" In Manila, after privatization, water
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rates increased by up to 500 per cent, and when the Philippines currency was
devalued and French water company Suez, which owned 40 per cent of the water
company, was unable to recoup the loss through a further increase in rates, it just
walked out. It is now suing the Philippine government for US$337 million for
reimbursement of its losses and has left it with US$530 million in debts. Suez has
also pulled out of the Buenos Aires water supply contract. Both Manila and Buenos
Aires had been model privatization projects for the World Bank.'*

In Cochabamba, Bolivia, the government was pressured by the World Bank
to privatize the operating of its water supply, so in 1999 it contracted with a
consortium of US-based Bechtel and UK-based United Utilities to do it. Water
rates soared shortly after the consortium took over and were equivalent to one
quarter of the average income in the city. People were told that their water would
be cut off if they did not pay. Under the contract, they weren’t even allowed to use
private wells without paying the consortium.'

The people of Cochabamba demonstrated and protested in the streets for
8 days until martial law was declared and troops fired on the crowds, killing 2 and
wounding 30 people. However, the people succeeded in getting the government
to break the contract and take back control of the water supply. The consortium is
suing the Bolivian government in a World Bank court for losses from the broken
contract."

Electricity prices around the world have risen or, at the very least, become
exceedingly volatile as a result of privatization and restructuring. In the Dominican
Republic, privatization of electricity, for example, led to huge price increases and
frequent and lengthy blackouts. The same was true in the state of South Australia
and in many states in the US. The supposed disciplines of the market have been
eclipsed by price manipulation by private electricity companies seeking to boost the
price of electricity and to maximize profits. In places where government-imposed
price caps remain in place, retail suppliers have not been able to pass these high
wholesale prices on to consumers, causing them to experience financial difficulties
that have led to blackouts and government bailouts, as in California.”

However, electricity-generating companies around the world have generally
made big profits. A World Bank study of 61 privatized electricity enterprises in
18 countries found that profitability rose an average of 45 per cent. Similarly, the
private water companies have made huge profits. Between 1989 and 1995, when
water rates in England were doubling, the profit margins for the private water
companies increased sixfold.'* However, this profitability of privatized companies
has been achieved through price gouging rather than through the managerial
expertise and increased efficiency of operations under private ownership.

The increased rates have left the poorest unable to pay and without access
to these essential services, even in the wealthiest countries. In England, water
disconnections of those unable to pay their rates tripled between 1991 and 1992
after privatization. Then prepayment water meters were installed in the homes
of the poor so that people effectively cut themselves off if they could not pay.
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Similarly, prepayment meters were installed for electricity. The problem of ‘fuel
poverty’ affected about 16 per cent of households in the UK at the beginning of
2002. It is estimated that over 30,000 extra deaths occur each year in the UK during
winter because people cannot afford to heat themselves properly.”” Dealing with
fuel poverty is considered to be an objective outside the private company goals of
economic efficiency and profit.

The situation is, of course, even worse in developing countries. In South Africa,
the World Bank prepared the African National Congress (ANC), even before it
came to power, with ‘reconnaissance missions’ to promote privatization and ‘full-
cost recovery . Nelson Mandela embraced privatization when he became president
in 1994, saying: ‘Privatization is the fundamental policy of our government. Call
me a Thatcherite, if you will.” There ensued a bevy of consultants and advisers
from the US, the UK, the World Bank and the International Monetary Fund
(IMF) who helped the government put together a Growth, Employment and
Redistribution Strategy in 1996, which was essentially a voluntary structural adjust-
ment programme. It included a policy of full-cost recovery. Thabo Mbeki, who
became president in 1999, continued with these same policies.'® George Monbiot
reported in the Guardian:

The corporations loved it. KPMG told its clients that if they went to
South Africa, theyd find a major business opportunity about to burst
Jorth in a country where there is a lot of good will rowards UK'...
The agency keeping the South African government on track is Britain’s
Department for International Development (DFID). This year it is
giving £6.3 million to the Adam Smith Institute — the ultra-right-
wing privatization lobby group — for public-sector reform’ in South
Africa. Staggeringly, the institute has been given its own budger — £5m
of British aid money — to disburse as it pleases.”

As a result of South Africa’s privatizations, thousands have lost their jobs, increasing
unemployment from 17 per cent in 1995 to 30 per cent in 2002 and deepening
poverty. People who managed to hold jobs during apartheid have found that
privatization has taken their jobs, increased their electricity bills and then cut
them off when they couldn’t pay. According to a South African government study,
‘full-cost recovery’ for water and electricity services, in preparation for and as a
consequence of privatization, has resulted in more than 10 million people — 25 per
cent of the population — having these services disconnected since 1998.%°
Although water meters were ruled illegal in the UK in 1998 because they
deprived people of their right to water, they were subsequently installed in South
Africa. Even communal taps were equipped with meters that required a prepaid
water card for people to get water from them. Two million people have been forced
out of their homes for not paying their water or electricity bills. When 30 per
cent of the state-owned telecommunications company Telkom was sold, the cost
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of local calls increased dramatically and phone lines in poorer households had to
be disconnected.”!

This policy of ‘full-cost recovery’, or user pays, was introduced under pressure
from the World Bank, which maintained that there needed to be a ‘credible threat
of cutting service’. The idea was that the money collected from this cost recovery
could be used to improve the infrastructure. Yet, full-cost recovery in essential
services is not expected in many of the more affluent countries, including the US.
South Africa could afford to supply everyone with water; but the imposition of
market rules prevents the cross-subsidization that would be necessary to achieve
this.”?

The resultin South Africa was that water bills alone came to 30 per cent of average
family incomes (40 per cent with electricity). Those who were disconnected from
the water supply because they could not afford it were forced to use contaminated
sources of water, resulting in the spread of cholera and gastrointestinal diseases.
More than 140,000 people have had cholera since 2000 and millions suffer from
diarrhoea. The government ended up having to spend millions of dollars trying to
control South Africa’s worst outbreak of cholera, which killed hundreds of people
between 2000 and 2002. Yet, the same water policies continue and prepayment
meters have since been installed in Johannesburg.”

Opposition to privatization is becoming the focus of a new struggle for poor
South Africans. At one protest march a banner read: “We did not fight for lib-
eration so we could sell everything we won to the highest bidder.” Similarly, the
job losses and rising prices following or threatened by privatization have resulted
in popular uprisings and mass protests in Argentina, Guatemala, India, Indonesia,
Ghana, Peru, Ecuador, Paraguay and the Dominican Republic. Anti-privatization
movements are growing in many Latin American countries. An Inter-American
Development Bank (IDB) survey of 17 of these countries found that 63 per cent
of people thought that privatization was not beneficial.**

Service and reliability have also declined after privatization and deregulation.
This reduction in service provision tends to affect ordinary householders far more
adversely than large industrial enterprises, which often have back-up power sources
and are given cut-rate prices. The widespread electricity blackouts in the north-
eastern states of the US and Canada were one of the more spectacular consequences
of a deregulatory process that aimed at removing government controls and letting
the market decide. In a deregulated market, no one is responsible for planning or
ensuring adequate generation or transmission facilities into the future. This does
not matter with some commodities; but it can lead to crises in the case of electricity
supply because electricity is so essential to human welfare and economic activity.

The supposed efficiency gains to be made by private competitive companies
have too often occurred through short-term cost savings. These include cuts
to safety, maintenance, training and research budgets. Old equipment is not
regularly serviced or replaced in advance of likely failure, pipes leak and treatment
plants become less effective. As a result, there are more accidents and equipment
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breakdowns. For electricity networks, this means an increase in equipment-related
blackouts as well as blackouts related to network congestion because planning
and responsibility for network maintenance and development are not a market
priority.

Water quality has also declined in some parts of the world after privatization
and pollution incidents have often increased, as well. For example, Compaiia
de Aguas, a subsidiary of Vivendi, was fined US$6.2 million for environmental
violations in Puerto Rico that occurred between 1995 and 2000. A Puerto Rican
government report found in 1999 that it had not maintained the aqueducts
and sewers adequately. Customers were without water for months at a time, but
nevertheless got charged for the water.”

In the Argentinean city of Tucumdn, city officials took action against Vivendi
for poor performance because their water was often brown. In response, Vivendi
unsuccessfully sued the Government of Argentina in a World Bank court for
violating its contract by not preventing the action being taken. In Buenos Aires,
Suez raised rates by 20 per cent but failed to fix the sewerage system as it had been
contracted to do, and 95 per cent of the sewage of the city of 10 million people
went into the river.?®

Cost savings in privatized utilities are often made by lowering rates of pay and
conditions for workers or cutting the full-time workforce. Thousands of jobs are
normally shed ahead of, and just after, privatization of government enterprises and
services. Full-time permanent employment in privatized enterprises is increasingly
replaced by part-time and temporary work. Direct employment is steadily replaced
by contract employment and contract workers tend to be non-unionized and
poorly paid, with little employment security and no access to benefits such as
sick leave, holidays and pension contributions. There is even a trend to employ
contract workers on a self-employed basis in order to avoid having to pay any
statutory benefits.”’

In the US, electricity deregulation has led to 150,000 people losing their jobs,
including those who were responsible for the safety and reliability of electricity
supplies, as private deregulated utilities shed staff in order to cut costs. The Utility
Workers Union of America (UWUA) claims that cost-cutting has led to less
frequent inspections, deferred repairs and less training, which threaten worker and
public safety as well as system reliability.”

In the public service it was not uncommon for employees to have a strong
public service ethos, particularly in the utilities where they ‘traditionally took pride
in their safety record, in the quality and impartiality of advice offered to consumers,
and in a number of socially responsible activities such as free servicing of old age
pensioners’ appliances’.”” This was lost as employees were forced to take a more
commercial view of their work.

In its book on Transforming Government Enterprises, the Australian think tank
Centre for Independent Studies (CIS) has a chapter on the need to change the
culture, attitudes and beliefs of people in organizations providing public services.
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It notes that these people have had ‘well-developed bureaucratic and public service
cultures’ and sometimes ‘strong professional cultures’; but this needs to be changed
to a more commercial orientation.*® To illustrate the sort of attitude that needed
changing, Spicer et al quote the assistant commissioner of works:

There were quite strong opinions expressed by people in the ministry
that there were certain things that were important in the way they
did business. .. Things like professional integrity, strong standards of
professionalism, the ‘one-stop shop’ concept, a total life-cycle approach
to doing business, a belief in certain things like plant replacement
policy®!

The ‘natural tendency of individuals’ to protect things such as professional
standards had, according to the authors of the CIS book, to be overcome in the
shift to ‘an entrepreneurial, profit-driven company’.??

In the case of services such as water and electricity, the conflict between com-
mercial motives and environmental protection are also apparent as increased usage
earns higher profits for private corporations but harms the environment.

Indonesia introduced legislation in 2002 to privatize and deregulate its elec-
tricity sector in return for loans from the Asian Development Bank and others, and
as part of its IMF and World Bank structural adjustment programme. However,
in 2004, Indonesia’s newly formed Constitutional Court found that the law was
unconstitutional because Indonesia’s constitution states that ‘economic sectors
which are important to the state and crucial for the welfare of the people are
controlled by the state and must be developed to give the maximum benefit to
the people’. The court also found that the law unfairly required the state power
company to provide electricity in less developed areas outside the main islands,
while private companies could compete to supply electricity on the more populous
developed islands.”

ATTRACTING INVESTMENT CAPITAL

A major rationale for privatization, particularly in poorer nations, has been to
increase government revenue and raise capital for infrastructure development. But
the increased government revenue has often turned out to be little more than a
mirage. In affluent countries the loss of dividends from profitable service provision,
the need to separately fund subsidies, and the cost of controlling prices tend to
outweigh any financial gains from the sale of the services. For many corporations,
‘economic efficiency’ is actually a euphemism for keeping costs low by removing
non-commercial goals from public services. The shifting of these costs to taxpayers
is called making non-commercial expenditure ‘transparent’.

The need for private capital has been reinforced by the new consensus of the
1980s, the Washington Consensus (see Chapter 3), which discourages governments
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from having balance of payment deficits. Therefore, in order to service debts,
nations required ‘immediate current account surpluses’. This imperative was
reinforced by international organizations such as the IME, which imposed limits
on domestic credit expansion in 1976 and called for tighter budgetary controls
and monetary targets.** This arrangement meant that governments were less able
to fund capital-intensive infrastructure development, upkeep and renewal using
government capital raised through loans.

Yet the private sector has been slow to invest in new infrastructure. In the
case of electricity, they can charge higher prices if electricity is in short supply.
Blackouts and price spikes increase as a result of lower reserve levels of generation
capacity caused by the perverse incentives of the market system that give greater
profits to private generating companies during times of electricity shortages. These
perverse incentives not only discourage investment in new generation capacity but
encourage withholding of electricity during times of peak demand to send prices
higher.

In the case of water, there is little incentive to spend money on the sewage end
of the water cycle. In the UK, the private water companies are among the most
polluting companies in the country and although they have been successfully
prosecuted many times, the fines do not deter their polluting behaviour. In Atlanta,
Georgia, the government cancelled a 20-year contract with Suez because of poor
water quality.®

Foreign investment is supposed to provide developing countries with much
needed capital. However, the extent to which this foreign investment makes
additional capital available for infrastructure development is questionable. Where
full privatization has taken place, foreign direct investment (FDI) is increasingly
going into mergers and acquisitions of existing enterprises rather than financing
new investments and infrastructure. In fact, between half and two thirds of FDI
worldwide consists of such mergers and acquisitions.” This has also occurred in
Asia since the Asian crisis.

In developing countries, the money from sales of government assets usually
goes towards debt repayments, while the private companies that do build new
infrastructure bring little new private capital because they, too, borrow most of the
funds from the development banks. If these same funds were loaned to governments
they would have the funds to finance water infrastructure themselves. For example,
the private consortium involved in the most expensive water privatization, that
of Buenos Aires, only contributed US$30 million out of an initial investment of
US$1 billion (see Figure 5.1).%

Governments usually find that privatized water schemes end up being more
expensive for them than financing their own schemes with loans. This is because
they have to pay ‘cash contributions during the construction period; subsidies during
the operation period — for example, in the form of non-refundable grants; and a
favourable tax regime — including tax holidays, refunding of tax on construction
and operation costs’.”® The increasing demand for financial guarantees in terms
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Figure 5.1 [nvestment in Buenos Aires water supply during the first year
Source: Barlow and Clarke (2002, pp161-162)

of government guarantees for the private company loans and guarantees of profits
also end up being very expensive to the tax payers of poor countries.

With the many privatizations wreaking havoc, particularly in the water
sector, the corporate world now prefers to promote what are called public—private
partnerships (PPPs). Privatization can involve the full sell-off of government
infrastructure to the private sector. Public—private partnerships, which are also a
form of privatization, may involve something less than a full sale of government
infrastructure. For example, in the water sector, infrastructure may be leased to
the private sector, which takes over its operation and maintenance for a fixed time
period — often 30 to 40 years —and collects the rates. Alternatively, the private sector
may be contracted to provide the service for a fixed fee paid by the government,
which collects the rates itself. Often the terms of the contract are kept secret from
the public by commercial-in-confidence clauses, even in countries such as Australia
that have freedom of information legislation.*

In the past, governments had to provide public services because private com-
panies were unwilling to take on the costs and risks associated with constructing
capital-intensive infrastructure. Now, private companies are demanding contracts
that eliminate their risks and guarantee their profits. And because governments
have little choice about making the investments themselves when development
banks are lending money to foreign investors rather than governments, and because
many governments are subject to bribes, they often agree to the most extortionate
contract terms.
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In Ghana, a water supply PPP involves a ten-year lease, with the government
keeping control of the unprofitable aspects of water supply: the sewerage system,
extension of water supply infrastructure and rural water supply. Full-cost recovery
was introduced in preparation for this arrangement, meaning that rates escalated.
Rates will automatically increase to offset inflation and currency devaluations. In
addition, the two private companies, which will split the water system between
them, will be paid a fee by the government that provides them with a guaranteed
return on their investment.®

With electricity, governments may retain ownership of distribution and
transmission infrastructure but allow new generation of electricity to be undertaken
by independent power producers (IPPs). The electricity produced is then sold to the
existing state utilities who distribute it to customers. IPPs are now a large market
in Asia, particularly in China, Indonesia, the Philippines, India, Pakistan, Malaysia
and Thailand.*! These IPPs generally sell their electricity to a single state-owned
utility according to a contract called a Power Purchase Agreement (PPA).

When private companies contract to provide services to the public they are
careful to ensure that the risks of such ventures remain with the government. In
this way they ensure ‘the socialization of loss and the privatization of profit’. The
risk that local currency might lose value against their home currency is avoided by
requiring payments in foreign currency, particularly US dollars, or otherwise the
payments are indexed to a hard currency such as the US dollar.”?

Foreign investors eliminate the risk that there will not be sufficient demand
for their service by ensuring that the contract guarantees a certain level of revenue
or sales. For example, PPAs generally cover the first 15 to 30 years of operation of
the plant and require that the state utility buy the total output of the plant.®

After the 1997 Asian economic crisis, the demand for power dropped in many
Asian countries; but the PPAs required governments to go on paying high prices for
electricity that was no longer needed. In the Philippines, power demand dropped
and the country was left with an excess electricity-generating capacity of over 40
per cent. In Indonesia, there was 50 per cent overcapacity in Bali and Java as a
result of IPP contracts, forcing the state-owned power authority to stop using its
own power plants in favour of those of the IPPs.*

If a government tries to introduce competition in the generation sector, the
private companies demand to be compensated for their stranded assets. And there
is little incentive for new, more efficient generators to enter the market while the
state utility is committed to purchasing power from established IPPs for 20 or 30
years under a PPA. Far from being more efficient forms of generation, ‘the potential
for inefficiencies is substantial if the IPPs meet a large share of the load’.*

To insulate themselves from price fluctuations in the cost of fuel, IPPs generally
incorporate conditions in the PPA that compensate the investor if fuel prices rise.
They may include the price of fuel in the final tariff or index the tariff to the price
of oil. In the Philippines and Thailand, where the IPPs mainly use imported fuel,
the price of that fuel increased by 50 per cent between 1997 and 1998. In the



94  SUITING THEMSELVES

Philippines, the National Power Corporation, Napacor, is responsible for supplying
fuel to the IPPs.*

The risk that the state utility may default on its payment because of debts
or inability to recoup enough from electricity consumers has also generally
been transferred to the local government in the form of government guarantees.
Sometimes such guarantees require money to be set aside in advance in special
foreign exchange escrow accounts. Often the amount required in these accounts
is in excess of PPA payments. For example, in Kenya 140 per cent of monthly
payments has been demanded for a planned IPP at Kipevu, as well as a letter of
credit for three months more. These tactics ensure that the IPPs have first priority
in government budgeting, ahead of other needs such as health and education.*’ In
other cases, governments are required to waive sovereignty and allow companies
to appropriate state assets in lieu of debts.

In theory, private entrepreneurs are willing to take on risks if the return is high
enough so that the greater the risks, the higher the price they charge. In reality,
IPPs have often managed to ensure that the local government and credit export
agencies take most of the risk, and yet they have still charged exorbitant prices.
Even World Bank analysts admit ‘that IPPs have often inflated supply prices for
utilities’. In the Philippines, for example, the price of power from the IPPs, in
1996 — before the Asian economic crisis, was US$76 per megawatt hour (MWh)
compared with US$57 for state-owned Napocor’s power.*® Electricity prices for
consumers in the Philippines are now the highest in the Association of Southeast
Asian Nations (ASEAN) region.

Recently, water companies have been demanding similar profit guarantees and
protection against risks in their contract conditions. They argue that they cannot
provide services to the very poor without government subsidies and they cannot
bear the risk of currency devaluations in developing countries.”

DRIVING FORCES

Think tanks have played a major role in providing the intellectual rationale for
privatization around the world and in setting out the policy prescriptions for
it.” Using a range of free market economic theories and dogmas, such as private
companies are more efficient, they have argued that public services should be
privatized, contracted out and subject to commercial imperatives. In reality, these
measures were designed to provide expanding profit opportunities for private
corporations.

During the 1980s, the Thatcher government embarked on privatization in a
big way, with guidance from think tanks and management consultants. Britain
shifted from having the highest level of government ownership of industry of any
Organisation for Economic Co-operation and Development (OECD) country
during the early 1980s to being ‘the fountainhead of industrial privatization,
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showering the alleged benefits over the rest of the world’. On the basis of the
free market economic arguments and theories provided by the think tanks, the
Thatcher government sought to ‘move decision-making for the productive sector
of the economy from public to private hands’.”!

Privatization was not something that the public demanded. When the Con-
servative party came to power in the UK in 1979, it had made no mention of
‘privatization’ being on its policy agenda. Surveys in the following years consist-
ently showed that the majority of people opposed the privatization of gas, tele-
communications, electricity and water.”

The stated goal of economic efficiency was a cover for other more political and
ideological goals. One such goal was to lower service costs to business by subord-
inating social objectives, including equity and environmental goals, to economic
objectives. Furthermore, the Conservative party, through the influence of free
market think tanks, was opposed to maintaining government deficits, and privatiza-
tion was an easy way to do this in the short term without raising taxes.

A major aim of the corporate-funded think tanks and the Thatcher government
was to reduce the role of government. Government control of industries and
services such as electricity, gas, telecommunications and water was characterized as
‘government interference’. Where the government protected industries for strategic
reasons, this was characterized as insulating those industries from competitive
pressures and allowing them to become inefficient and unable to adapt to changing
circumstances.*

Both Chilean and British privatization were experiments driven by business
interests and shaped by a mix of free market dogma and, in the case of the UK,
pragmatic politics. Yet, they became models for countries that followed. And
many did, to varying degrees, from Sweden and Finland in the north to Australia
and New Zealand in the south. In the US, where many government services were
already privately owned, although often by private monopolies, the free market
push was for deregulation and the opening up of markets for competition.

Deregulation in the US was primarily driven by business interests — in
particular, industries that either wanted to pay less for public services or wanted
an opportunity to make profits from providing them. A series of deregulations took
place during the 1980s in the airline industry, and then in natural gas, petroleum,
financial services, telecommunications and railroad freight transportation. Business
interests put a great deal of effort into lobbying and political donations to achieve
deregulation; they ‘inundated these politicos with lobbyists and contributions, and
ushered a steady stream of once and future public officials through its revolving
doors’.*

The case for deregulation could not be presented in self-interested terms to
the public. It had to be presented as being in the interests of the wider public.
Groups such as the large industrial energy users utilized the language of free market
advocates to state their case in terms that were not too obviously self-interested.”
The neo-conservative think tanks provided that language.
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In Australia, 13 business organizations — including the Australian Chamber
of Manufacturers, the BCA, the State Chamber of Commerce and Industry,
the Victorian Employers Federation and the Victorian Farmers Federation —
commissioned two think tanks, the Tasman Institute and the Institute of Public
Aftairs (IPA), in 1990 to advise on privatization of government enterprises in the
state of Victoria. Project Victoria was far reaching. It covered water, ports, electricity,
public transport and workers compensation.’® The new state government, led by
Jeft Kennett, implemented most of Project Victoria’s recommendations after it
was elected in 1991.%7

The consequent transformation of Victoria was comprehensive and far
reaching. From 1992 to 1998, the Victorian government sold AU$34 billion of
assets. Most of these asset sales were in electricity and gas, but ‘included trams,
trains, aluminium smelter shares, forests, ports and gambling business. There was
also new private investment allowed in such traditional government areas as roads,
prisons, hospitals and courthouses.”®

While consumers, particularly residential consumers, have gained little from
privatization, a whole raft of advisers, consultants, merchant bankers and stock-
brokers have been enriched, as have some foreign companies and their executives.
Consultants and advisers were paid about AU$160 million in the process of energy
privatization in Victoria alone, and the potential of lucrative consultancies ensured
an active constituency for privatization. The banks, including the Macquarie Bank,
Merrill Lynch and Credit Suisse First Boston, were also major beneficiaries of
privatization, making millions from advice and consultancies.”

This involvement of banks and financial institutions is repeated around the
world. In addition, management consultants, particularly the large transnationals
such as PriceWaterhouse Coopers (PwC) and KPMG, have earned large sums of
money for their advice and studies on how to restructure government enterprises
and privatize them. As consultants to the transnational companies that benefit from
the privatizations, they have also been able to help their clients in the process.®

Consultants and advisers have played a dual role: first, promoting privatization
as a scheme that will benefit everyone, and then reaping a good share of the benefits
themselves in fees for advising on how to do it. Having been successful at this in
affluent countries, some of them are now repeating their ‘successes” in developing
countries. For example, the Tasman Institute has been commissioned by various
international agencies, including the World Bank, the Asia-Pacific Economic
Cooperation (APEC), the Asian Development Bank (ADB) and AusAID, to do
work on infrastructure reform in developing countries.®!

Corporate-funded think tanks around the world ensured that by the mid
1990s there was a widely acceptable rationale for deregulation. ‘Calls by large
industries for utility deregulation found a ready chorus in academics, analysts
and politicians who believed that competition would produce lower prices, better
service and more innovation than government regulation.” By the early 1990s, ‘the
tide of free market hysteria reached a fever-pitch’ and industry continued to lobby
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for deregulation.® Past lessons about the failings of markets in delivering public
goods were conveniently forgotten.

The promoters of privatization all published reports selectively citing and
describing privatization success stories in the US, UK and Europe, while neglecting
to tell of the social costs of privatization. They also wrote feasibility studies on
privatization and held conferences that brought together politicians, bureaucrats
and private companies and consultants to discuss the wonders of privatization.®

From the 1980s, under pressure from the Reagan administration, the World
Bank and the IMF used their growing influence over debt-laden developing nations
to force them to open their public services to foreign investment. They employed
the same free market economic theories to argue that private enterprises are more
efficient and that the money earned from sales could be used to pay off some
of their debts. Privatization is routinely prescribed for countries seeking loans.
These institutions ‘have overseen wholesale privatizations in economies that were
previously state-sector dominated” as well as ‘privatization of services that are
regularly maintained in the public sector in rich countries’.®*

Privatization was included as a core element in 70 per cent of the World Bank’s
structural adjustment loans in 2000. Between 1992 and 2002, 30 per cent of World
Bank loans for water supply projects required privatization. In at least one case,
that of the privatization of Buenos Aires water supply, the World Bank itself had a
7 per cent stake in the new Suez-controlled consortium, Aquas Argentinas.®

As a result of these programmes, the rate of privatization quadrupled in Latin
America and tripled in Asia. During the mid 1990s, 42 African countries had
undertaken some measure of privatization because of pressure from the World
Bank. Between 1988 and 1998, more than 10,000 enterprises were privatized.®

The other international lending banks and development agencies have also
promoted a policy prescription for developing countries that includes privatization
of state-owned enterprises and liberalization of access for foreign investment
in those enterprises. Instead of loaning money to governments, they now loan
the money to foreign investors to construct and operate the infrastructure in
developing countries.

Business lobbies also played a key role in promoting privatization at the global
level. In the case of water, private water companies, in conjunction with the World
Bank, organized a series of high-level international water coalitions to lobby for
and make recommendations for privatization of water supplies and public—private
partnerships. These coalitions are closely networked (see Figure 5.2). The first of
these was the World Water Council — calling itself a leading water policy think
tank — and the Global Water Partnership, both established in 1996. They, in turn,
established the World Water Commission and an international panel of ‘eminent
persons’ on water infrastructure financing.®’

Figure 5.2 shows how a few senior people from the private water companies
and the development banks and the IMF have played pivotal roles in putting
together and running a network of closely associated water coalitions to promote
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Figure 5.2 [nternational water privatization lobbying networks

Note: Positions shown are not necessarily concurrent.
The international water policy-making organizations are all closely linked. For example, the
World Water Council and the Global Water Partnership are partners and each sponsors the
World Panel on Financing Water Infrastructure. These organizations are led by networks
(overlapping circles) of key people, who are also top personnel in water companies such
as Suez and RWE Thames Water, corporate coalitions such as the TransAtlantic Business
Dialogue (TABD) and the development banks, which provide them with funding and
sponsorship.

Source: information from Marsden (2003); Corporate Europe Observer (2005b)
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water privatization. These coalitions have been described as a ‘kind of global
high command for water’.®® They promote privatization and private-sector
involvement in water supply through advice to policy-makers, strategic reports and
a series of international water fora that are held every three years.

CARTELS AND CONGLOMERATES

Privatization of services is not only transferring publicly owned assets into private
hands, but also into the hands of fewer and fewer companies. The buyers of
government assets and services have mainly been large transnational corporations
that, over time, have bought up or squeezed out their competition. For example,
three companies dominate private water provision around the world (see Table 5.1).
Veolia Water, previously Vivendi Water, operates in 84 countries, employs almost
78,000 people and services 110 million people. RWE Thames Water services 70
million people. At its height in 2002, Suez serviced 115 million people in 130
countries; but during the last few years it has been withdrawing from developing
countries. Between them Suez, Veolia and RWE control about 75 per cent of the
world’s private water supply market.’

Table 5.1 7he world’s major water corporations

Corporation Water Country 2003 Total 2003 Water
subsidiary base revenue (Euros)  revenue (Euros)
Veolia Environnement™  Veolia Water France 28.4 billion 11.2 billion
Suez” ONDEO France 39.6 billion 6.5 billion
RWE™ Thames Germany 43.9 billion 2.85 billion*
Bouygues™ SAUR France 21.8 billion 2.45 billion/

Notes: * 2002 A Including some other services

Source: updated from Polaris Institute (2003, p4)

The growth of these companies during the 1990s was phenomenal, and most of
the new customers have been in poor countries, where privatization has been forced
by the World Bank and the IME However, they are now looking to expand into
markets such as the US, where some 80 per cent of water is currently supplied by
public authorities. The lobbying effort is already under way to get Congress to
force municipal councils to privatize.”*

Veolia, via its subsidiary Onyx, and Suez, via its subsidiary SITA, are also in
the top three waste management corporations in the world, along with the US-
based Waste Management Services (see Table 5.2).”> Onyx, for example, services
70 million people.
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Table 5.2 The world's major waste corporations

Corporation Waste Country 2003 Total 2003 Waste
subsidiary base revenue (Euros)  revenue (Euros)
Waste Management, Inc’® us 11.6 billion
Veolia Environnement”  Onyx France 28.4 billion 6 billion
Suez’™® SITA France 39.6 billion 5.5 billion
RWE"™ RWE Umwelt Germany 43.9 billion 2 billion

Similarly the world of electricity supply is also becoming more concentrated.
Approximately US$70 billion worth of mergers were announced worldwide
between 1992 and 1996, with 83 per cent of them undertaken by US companies.
They were joined in the buying frenzy by newly privatized companies in the UK
and even state-owned companies such as Electricité de France (EdF). The two
large British companies, PowerGen and National Power, began a spree of overseas
acquisitions in 1997 in Asia, Australia, Europe and the US. ‘Some analysts now
suggest that by the year 2010 the world electricity scene will be dominated by eight
or even fewer global companies — electricity multinationals.’®

Such expansion helps corporations to cut costs and spread expenses; but it is
primarily done to increase profits, either by acquiring rival companies at home and
so increasing their market power or by finding overseas corporations that promise
high rates of return on investment. This latter prompted US companies to purchase
approximately half the available power companies in the UK and Australia as soon
as they were privatized.®!

The Transnational Institute observes:

Despite the frequent claim about the negative impacts of public
monopolies, these are often recreated by private foreign companies that
manage to assume control over the whole chain of production, trans-
mission and distribution of electricity, undermining government efforts
to introduce competition and keep some authority over prices, supply
and environmental standards.®

In the water industry, the major water companies often work together in joint
ventures. For example, Vivendi joined with RWE Thames Water to run Berlin’s
water system and Suez joined with RWE Thames Water to run Budapest’s system.
Suez also joined with RWE Thames Water and the son of Indonesian dictator
General Suharto to take over Jakarta’s water supply. And in France, there was a
major judicial investigation into whether three of the largest water companies,
Suez, Vivendi and Bouygues, had formed an illegal cartel during the early 1990s.
Waste Management, Inc (WMX) has been investigated several times by US federal
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authorities for anti-trust activities. Anti-trust laws ‘prohibit a variety of practices
that restrain trade, such as price-fixing conspiracies, corporate mergers likely to
reduce the competitive vigour of particular markets, and predatory acts designed
to achieve or maintain monopoly power.**

The Transnational Institute claims that the big energy ‘corporations are
already exceptionally well placed to operate jointly or to form a cartel to pressure
governments, control prices and limit competition’.** Many energy, water and
other service corporations are so large that they are often far more powerful
than the local governments they contract with to supply services. This makes
it very difficult for those governments to enforce terms of contracts relating to
performance or to say no to rate increases without fear of retaliation. Retaliation
threats are also made against more powerful governments. In the UK, when the
water regulator, Ofwat, tried to get private companies to reduce their rates and
improve their water quality, the giant conglomerate, Suez, threatened to slow down
environmental investment and not keep to a European Union (EU) schedule to
adopt environmental standards.®

In addition, corporations often use their power to insist on renegotiating the
terms of contract after they have won a tender. Such renegotiations can involve
rate increases and reductions in the scale of promised infrastructure improvements.
According to the World Bank, more than half of the water contracts in Latin
America were renegotiated during the 1990s.%

Mergers were also prompted by the convergence of services such as electricity,
coal and gas. Almost half of the largest gas and electricity firms made ‘convergence-
related’ acquisitions or ‘major moves’ at the end of the 1990s. Oil companies
such as BP, Shell and Texaco are now acquiring power companies. The CEO of
Edison International has predicted that by 2011 there will be only ten energy
conglomerates worldwide.®” Such conglomerates will have even more ability to
manipulate prices and avoid competition, further negating the supposed benefits
of deregulation.

Vertically and horizontally integrated companies that provide full electricity
and gas service, as well as water and waste services from source to customer, are
emerging. The Public Services Privatisation Research Unit noted in 1996:

The multinationals are now prepared to take over virtually any part
of public services. Générale des Eaux is the most dramatic example of
this. In the UK, it operates water companies; hospitals; refuse collection
services; waste-to-energy p/ants; housing  management; ﬁmmcz’al
administration; road and bridge building; car parks; cable television;
mobile phones; and is bidding for a railway franchise. In France, it
operates in all these areas, plus television, catering, bus and rail trans-
port, motorways and electricity generating — and, now, education. In
the rest of the world, it is acquiring a similar range of contracts.®®
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Générale des Eaux evolved into Vivendi, which has recently separated off some
of its service business to focus on entertainment (television, film publishing,
telecommunications, internet). Vivendi now only has a 20 per cent share in
Veolia Environnement, which incorporates the water, waste management, energy
and transport services divisions that were once part of the Vivendi empire.
Similarly, Suez provides electricity, gas, water and waste management services.
RWE advertises itself as ‘Everything you need from one source. .. Electricity. Gas.
Water. Recycling. Services.”

The problems associated with concentration of ownership are exacerbated
because of the inability of national governments to control foreign owners. First,
there is the problem that foreign owners are likely to send their profits back to
their home countries rather than make further investment in their facilities or
spend the money in the country where they earned it, thus stimulating the local
economy.”

Second, foreign owners can withhold services for political and economic
reasons, thereby cutting off an essential part of the economic system without
governments being able to do anything about it. For example, Walt Patterson relates
a situation that occurred in 1998 when Quebec was experiencing an electricity
crisis. A private US company shut down its plant until it could get the price it
wanted for its electricity.” US companies also shut down supply in the Dominican
Republic to force the government to pay its debt to them. Patterson observes:

Oil multinationals with a wide portfolio of activities in different parts
of the world have never hesitated to suggest that they will withdraw from
a particular concession or shut down a particular oilfield if government
policy appears contrary to their interest. Electricity multinationals with
similarly large portfolios will have a much more potent threat ar their

disposal.”*

If privatization and deregulation are taken to their logical end, which is the
aim of advocates, the public will be unable to influence the development of
essential services, the terms of their provision, the reliability of their supply,
their accessibility or their price. These will all be decisions made by cartels of
transnational corporations whose primary motivation is profit and power. These
cartels will be able to exercise power over national, state and local governments.

Current trends suggest that these service transnationals will become not
merely ‘power centres’ but ‘global centres’, owning systems extending across
entire continents, including electricity, natural gas, water, waste management and
telecommunications.” Given what is at stake, it is little wonder that the push for
privatization and deregulation has been strong and relentless, bulldozing citizen
opposition out of the way.
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6

The Trade Agenda

Free trade is one of the greatest blessings which a government can confer
on a people. ~ LORD MACAULAY, QUOTED BY GEORGE BUSH SNR!

One of the early US free trade proponents was William Lockhart Clayton, a
successful businessman who headed the world’s largest cotton brokerage firm
with subsidiaries around the world. In 1936, Clayton had appeared on the cover
of Time magazine as ‘the epitome of the new American capitalist who operated on
a global scale’. Clayton was a great believer in free trade because his business was
based on international trade:

10 his critics, Clayton was a corporate reactionary whose brutal spec-
ulative tactics and endorsement of unbridled competition helped bring
ruin upon the cotton farmer. As a world trader, he came under attack
for continuing to sell to Nazi Germany and Imperial Japan long after
the character of those regimes became obvious.?

Clayton promoted free trade as a businessman and then later as a US government
representative and diplomat. Many US-based multinational companies, like
Clayton’s, were keen to gain access to world markets, particularly since their
‘nearly exclusive access to large capital funds’ gave them a competitive advantage
in those markets. US administrations have therefore made free trade a top priority
of international economic policy and have been keen to spread the free market
message to foreign shores.*

Clayton argued that free trade was necessary to ensure world peace and, fol-
lowing World War II, he argued that economic collaboration would prevent war.
While he was the US trade representative, his team managed to negotiate a tariff
reduction agreement in 1947 between 18 countries. It was called the General
Agreement on Tariffs and Trade (GATT).

Clayton’s ultimate goal was an International Trade Organization (ITO) that
would remove barriers to global trade. The US government also envisaged such an
organization when the World Bank and the International Monetary Fund (IMF)
were set up in 1944. A charter for it was drawn up at a conference in Havana.
However, there was serious business opposition to the idea, even in the US. Some
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business people were suspicious of an international bureaucracy that would lay
down the rules of trade. Others feared the loss of tariffs and subsidies that protected
their business.®

Many developing countries were also unconvinced of the benefits of enforced
free trade, noting that the nations that had successfully industrialized had protected
their own industries during development. Latin American countries saw the
ITO charter as a way to ‘serve the interests of the United States and damage the
legitimate aspirations of the Latin American countries’.”

Advocates used anti-communist propaganda to promote the ITO. Secretary
of State Dean Acheson told a House Committee on Foreign Affairs hearing that
the US was ‘engaged in a struggle between two ways of life’ — free enterprise and
communism — and the ITO charter could ‘immeasurably strengthen us and other
freedom-loving nations’.®

The growing compromises emerging from the negotiations angered US bus-
iness advisers to the negotiations, including representatives of the National Assoc-
iation of Manufacturers (NAM) and the Chamber of Commerce, who began to
oppose the ITO. Elvin Killheffer from the Chamber of Commerce labelled the
charter ‘a vast invasion of the free enterprise principle’ and Forrune magazine
claimed that the charter did nothing to promote free trade, but ‘merely registers
and codifies the worldwide conflict between freer trade and economic nationalism’
and is ‘one of the most hypocritical state documents of modern times’. It is difficult
to know whether such indignation was genuine, given that one US representative
suggested that ‘because the charter was being attacked from the left, he would talk
to some friendly delegates to see whether they might criticize it from the right,
thus allowing the United States to take the middle ground’.’

Despite Clayton’s public relations efforts, including obtaining ‘the endorsement
of 125 business executives, educators and other prominent individuals’, the charter
failed to get Congressional approval in the US and efforts to promote an ITO
failed. All that was left was the GATT, and Clayton turned his efforts to getting
more signatories to the GATT and broadening and deepening its scope. GATT
became ‘both a set of rules and a negotiating forum’.'

A series of ad hoc secret negotiating rounds followed, designed to foster free
trade — that is, the removal of trade barriers such as tariffs and export bans — through
setting rules for international trade and settling trade disputes. It was argued that if
trade was unimpeded by trade barriers and tariffs, global economic growth would
be accelerated and each country would prosper as a result.

Since 1947, there have been eight official rounds of negotiations to update the
GATT rules. The last round — the Uruguay Round — began in 1986 in Uruguay,
with 108 countries represented. Prior to the Uruguay Round, tariffs had been
reduced by 75 per cent. Business leaders hoped that the Uruguay Round would
achieve further significant reductions and also address non-tariff barriers to trade.""
In 1989, the Australian Industries Assistance Commission noted:
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As a forum for trade liberalization, the GATTs main achievement
has been to reduce ‘overt’ quantitative restrictions and to lower average
tariff levels among its (industrialized) members. Its main failures have
been the exception of agriculture and textiles and clothing from much of
this process, and the development of new forms of non-tariff assistance
(principally, domestic’subsidies and ‘voluntary export restraint arrange-
ments) against which the established GATT rules and procedures have
been largely impotent."

The Uruguay Round sought to address some of these failures.

LoBBYING FOR THE URUGUAY ROUND

William Brock, the US Trade Representative (USTR) under Reagan, played a key
role in getting the GATT talks restarted in 1986. But he was aided in his endeavours
by a range of powerful corporate lobbying groups.

Within each of the major nations that dominated the GATT negotiations,
industry and business had privileged access to influence their country’s negotiating
position. The economic or trade ministry officials involved in the negotiations
were lobbied extensively by industry at both a national level and an international
level by groups such as the International Chamber of Commerce (ICC) and the
Organisation for Economic Co-operation and Developments (OECD’s) Business
and Industry Advisory Council (BIAC)."

Industry Sector Advisory Committees (ISACs) had been set up in the US
during the 1970s to facilitate industry input into trade policy and to ‘ensure that
US trade policy and trade negotiation objectives adequately reflect US commercial
and economic interests’. ISACs were set up to represent 17 industry sectors and
advised the president and the negotiators via the Department of Commerce and
the Office of the USTR.™

In this way, the negotiating positions of the dominant nations reflected
business interests rather than a broad spectrum of democratic interests. No other
non-governmental organizations (NGOs) had the access or influence accorded to
business groups. Several large and powerful business organizations campaigned
for the successful completion of the Uruguay Round and the expansion of free
trade. They included the World Economic Forum, the International Chamber of
Commerce, the Bilderberg Club and the Trilateral Commission.

The European Round Table of Industrialists (ERT; see Chapter 2) was a
leading lobbying force during the Uruguay Round and it claims some of the credit
for the completion of the round. Its trade and investment working group worked
closely with the US Business Roundtable ‘in backing the launch of the Uruguay
Round’ and supporting the ongoing negotiations."
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ERT was vigorous in its lobbying for successful GATT negotiations. ERT
Assistant Secretary General Caroline Walcot said in 1993: “We have spoken to
everybody. We have made press statements. We have written to prime ministers.
We have done everything we can think of to try and press for the end of the Uruguay
Round.” At the end of the round an ERT delegation of 14 chief executive officers
(CEOs) met with the French prime minister ‘to help resolve the European position
in the talks’.'

The World Economic Forum (WEF) also claims it ‘played a major role at the
beginning of the 1980s in launching the Uruguay trade negotiations’."”

Box 6.1 THE WoRrRLD EcoNoMiC FOrRuM (WEF)

The World Economic Forum (WEF) has 1000 foundation members who are current chief
executive officers (CEQOs) of the world’s largest corporations. These CEOs come to WEF
meetings to set the economic and political, as well as the business, agenda worldwide.
The WEF claims to have ‘evolved into a major force for economic integration at the
corporate as well as the national economic levels’.'®

The WEF is not a decision-making body, but one that has power through the financial
clout of its members. It wields influence through bringing the world’s top business people
and top policy-makers together at its meetings. Government leaders are invited to WEF
meetings, enabling business leaders to have high-level access to government ministers,
prime ministers and presidents. The WEF produces a Global Competitiveness Report
that ranks nations according to how business friendly their policies are. According to the
WEF, competitiveness depends upon having small government, minimal government
intervention in, or regulation of, the market and good incentives for investment in new
technologies.™®

The WEF claims to be the ‘leading interface for business/government interaction’.
In 1982, the forum invited the heads of major institutions such as the World Bank, the
International Monetary Fund (IMF) and the General Agreement on Tariffs and Trade
(GATT), as well as cabinet members of ‘major countries’, to its annual Davos meeting
for the first Informal Gathering of World Economic Leaders. Various other informal
groupings were subsequently established, including an Informal Gathering of Trade
Ministers. The WEF also created ‘CEO clubs’ of the chief executive officers of the
largest corporations in 13 different industry sectors.?

According to researcher James Goodman, ‘WEF strategizing drove the neo-liberal
agenda in the 1980s. .. It offered a proactive forum, removed from the public gaze, and
played a central role in diffusing neo-liberalism and was highly effective in extending the
reign of the market.” Similarly, Kees van der Pijl, in his book, Transnational Classes and
International Relations, states that ‘Until well into the 1990s, the WEF was a pivot of
neo-liberal hegemony.’?

Although the Uruguay Round was due to end in 1990, it foundered over a lack of
agreement about reductions in protection for agriculture, particularly in Europe,
and due to conflict over US efforts to extend the agreement to cover services (see

Chapter 7).?> Business from both sides of the Atlantic lobbied hard.
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In 1989, William Brock set up the Eminent Persons Group (EPG) on World
Trade to push for ‘a successful outcome to the Uruguay Round’. The EPG was
made up of 14 ‘influential politicians and business leaders from around the world’,
including Lord David Young, former UK secretary of state, trade and industry;
Enrique Iglesias, president of the Inter-American Development Bank (IDB); and
Paul Volcker, former US Federal Reserve Board chairman.?> One member, Peter
Sutherland, former European Commission (EC) Commissioner (1984-1988), an
architect of the European single market and chair of Allied Irish Banks, later became
director general of GATT in 1993 with the support of the European countries
and the US. Another member, Mike Moore, New Zealand trade minister and then
briefly New Zealand prime minister, became World Trade Organization (WTO)
director general in 1999. The group was chaired by Otto Lambsdorff, former
West German economics minister, and advised by Martin Wolf, chief economics
leader writer for the London Financial Times, who also acted as rapporteur for the
group.*

The EPG warned, at its inaugural meeting in 1990, that if the Uruguay Round
failed there would be ‘chaos and impoverishment’ in its wake as a result of the trade
stagnation and slowdown of economic growth that would ensue.”

The OECD ministerial meeting in 1991 stated that ‘the Uruguay Round
has the highest priority on the international economic agenda’. The International
Chamber of Commerce (ICC) sent a delegation to Prime Minister John Major,
who was hosting the 1991 London Economic Summit, to persuade him that
the Uruguay Round was the ‘most important and urgent issue’ on the summit’s
agenda.”

The US-based Multilateral Trade Negotiations (MTN) Coalition was formed
in 1990 as part of the lobbying effort to kick start the suspended negotiations: “The
potential benefits are enormous, the stakes are extremely high, and the alternative
of failure catastrophic’, the coalition said in a letter to Senator Lloyd Bentsen.
The coalition lobbied within the US for Congressional support for the GATT
negotiations and also outside the US. Coalition representatives visited London in
1991 to ‘drum up British support for a wide-ranging trade agreement’.””

The MTN Coalition claimed to represent 14,000 US companies, including
the major multinationals such as IBM, General Motors, American Express,
General Electric, Citicorp and associations such as the NAM and the US Council
for International Business (USCIB). It was chaired by two former US trade reps,
William Brock and Robert Strauss, and its executive director was Harry Freeman,
former American Express vice president (see Chapter 7).%

It was said to be ‘the largest coalition in history’. It described itself as including
‘an array of business, farm, consumer and trade associations who have joined with
many leading US corporations in an education and mobilization campaign in
support of comprehensive multilateral trade agreements in the current negotiating

round of GATT’.?



114 SUITING THEMSELVES

However, US business was not united in promoting GATT. Some companies
formed an anti-GAT'T coalition with labour unions — the Labor-Industry Coalition
for International Trade — because of their concerns about concessions that US
negotiators might make in terms of the US steel, electronics, oil, chemical and
communications industries. The textile industry was particularly concerned about
cuts in tariffs that protected them from imported textiles, and it led the opposition
to GATT in the US. Meanwhile, other companies from the aluminium, beer,
furniture, paper, semi-conductor and toy industries were concerned that tariff
reductions required by GATT would not be enough, and they formed the Zero
Tariff Coalition.*

Some senators supported a resolution to withdraw fast-track authority for
the president so that the Senate could amend the deal that US GATT negotiators
had agreed to. Believing this would threaten any GATT agreement that might be
reached, the MTN Coalition wrote to each congressman in 1990, asking that they
not condemn the GATT talks before they were completed.’!

When the GATT negotiations were concluded and GATT’s approval in
Congress seemed assured, the MTN Coalition closed down, transferring its files
and lobbying activities to Texas Instruments Inc. Texas Instruments CEO and
Chair Jerry R. Junkins went on to play a leading role in setting up the Alliance for

GATT Now, which succeeded the MTN Coalition in 1994.%

THE BATTLE FOR US CONGRESSIONAL APPROVAL

When the Uruguay Round was completed in 1993, with the proposed World
Trade Organization (WTO) as a key outcome, most governments did not even
bother to consult their citizens before approving it. In the US, approval rested with
politicians who had generally not even read the agreement. Ralph Nader offered
US$10,000 to any senator or member of Congress who had read the agreement
and could answer 12 questions on it. The only politician to accept the challenge
decided to vote against it after reading it.

Congressional approval of GATT was put in doubt when the US Treasury
estimated that the cuts to US tariffs involved in the GATT would cost the government
US$14 billion in revenue that would have to be recouped through government
spending cuts or tax increases. Under pressure, the Treasury subsequently estimated
the benefits of GATT to be worth about U$100 billion in increased trade each
year for US corporations.*

Environmental, consumer, religious, family, farm and labour groups all cam-
paigned against GATT approval, arguing that it would have an adverse affect on
jobs and undermine US environmental and safety legislation. Legislation that was
threatened in this way included US car fuel-efficiency regulations; Californian
requirements for warning labels on products that might cause cancer or birth
defects; and legislation restricting the re-export of nuclear materials and technology.
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Complaints about breaches of free trade rules were to be considered by the WTO
in hearings closed to the public and the media. The WTO was therefore labelled
as undemocratic.”®

Some conservatives also joined the campaign, seeing GATT as international
interference in US national sovereignty. For example, the US Business and Industrial
Council began a campaign in May 1994 referred to as Save Our Sovereignty (SOS).
US Trade Representative Mickey Kantor rejected their arguments, saying that
the US did not have to accept WTO rulings. Ralph Nader interpreted Kantor as
arguing that the ‘GATT is terrific against others; but we can flout it because we're
the big kid on the block’.*

In the face of this opposition from both right and left, Charles P. Heeter, a
partner in one of the big five accountancy firms, Arthur Andersen (since discredited
and bankrupt over its role in the Enron frauds), called for the business community
to ‘get more active to send the message to Congress that it’s urgent to pass the
GATT... It’s a very high priority.”?’

Following the completion of the Uruguay Round, the Business Roundtable was
‘spearheading the business community’s push’ to get GATT approved in Congress.
Its public relations (PR) consultants, the Wexler Group (see Box 6.2) ‘recruited
and organized’ the Alliance for GATT Now, the successor to the MTN Coalition.
It had a multimillion dollar budget and sought to ensure Congressional approval
of the GATT agreement. The alliance served as an umbrella group for a range of
free trade business coalitions and front groups, including NAM, the American
Business Conference, the US Chamber of Commerce, Consumers for World Trade
(CWT), the Coalition of Service Industries (CSI), the Emergency Committee for
American Trade (ECAT), USCIB and the Zero Tariff Coalition (see Chapter 9 for
more on USCIB).?®

The Alliance for GATT Now campaign included Washington lobbying,
grassroots campaigning, advertising and public relations, and utilized many of the
same lobbyists who had helped to win the NAFTA campaign. The alliance activities
were overseen by Texas Instruments chief Washington lobbyist John K. Boidock,
whose Washington office became ‘a GATT war roomy’. Chairmanship of the alliance
was shared by two former congressmen who had become lobbyists. They were
regular national public radio (NPR) commentators, causing Ralph Nader to accuse
the alliance of indirectly buying NPR broadcasting time by doing this.®®

The alliance membership list quickly grew to 400 companies in the first few
months, and it eventually claimed that its members included more than 200,000
small and large businesses, associations and organizations. Its membership list was
beefed up through membership of organizations such as the Business Roundtable,
who signed up its corporate members unless they explicitly asked to be excluded.
Business Week reported: ‘It is flooding Congress with phone calls from CEOs in
their districts.”*

One of the alliance’s campaign tactics, designed by Edelman Public Relations,
was to publish a deck of cards, like baseball trading cards, that were sent to each
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Box 6.2 THE WEXLER GROUP

The Wexler Group (now Wexler and Walker Public Policy Associates) is a subsidiary of
PR giant Hill and Knowlton. It bills itself as ‘one of the most experienced international
affairs and trade advocacy-consulting firms in Washington’, representing ‘foreign and
domestic clients’. It claims to ‘have worked on every major trade bill considered by
Congress since 1983, including the General Agreement on Tariffs and Trade (GATT). It
specializes in grassroots coalition-building.*

In preparation for the North American Free Trade Agreement (NAFTA) vote, the Wexler
Group ‘built and activated a 50-state network of business activists’ to support NAFTA,
and recruited 4000 companies and associations to join USA*NAFTA. It also ‘supervised
paid grassroots organizers and telemarketing firms, organized weekly meetings of
private-sector trade experts, senior lobbyists and heads of Washington offices of the
largest US corporations, [and] participated in weekly strategy sessions with corporate,
Congressional and administration leaders responsible for NAFTA'. The Wexler Group
was credited with being a leading strategist for getting NAFTA passed by Congress.“©

The Wexler group engaged in similar activities to ensure that GATT was passed by
Congress in 1994. Apart from putting together the Alliance for GATT Now, it liaised
between business and government, organized strategy meetings and supervised
grassroots organizers:

We are well known for our ability to build, manage and energize
powerful private-sector coalitions on high-visibility and controversial
issues. We have a proven track record of linking traditional and non-
traditional allies into vast networks of large companies, associations,
agricultural, small business, sectoral, ideological, public interest, and
state and local government organizations.*’

Wexler and Walker acts as a secretariat for these coalitions, building support, scheduling
meetings, and identifying and nurturing champions for their cause in the US House and
Senate. It coordinates the lobbying efforts of coalition members, and when a vote is
due it sets up a ‘war room’ to ‘coordinate logistics’. Wexler and Walker also specializes
in lobbying Congress. It claims to have contacts on key Congressional committees and
to have developed a computerized tracking system to record the results of meetings
with politicians and their staff and their voting records, as well as the activities of
supporters. This tracking system is supposed to be ‘the most comprehensive privately
held database’ in Washington with respect to international trade legislation.*?

congressperson, senator, state governor and others. There were seven ‘all-star’ cards
showing individuals who championed the GATT agreement, including the three
presidents in power during the Uruguay Round: Reagan, Bush and Clinton. A card
for each state showed the benefits of GATT in that state; the top exports for the
state; the jobs that would be gained; and the extra revenue that would be reaped.
For example, the card sent to New Jersey politicians featured a picture of medicine
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capsules, symbolizing the state’s pharmaceutical industry, and stated that GATT
would hit a home run by increasing exports from and creating more jobs in the
state.” Each card had the GATT Now logo on it.

The alliance also delivered a booklet to members of Congress entitled Countdown
to GATT and organized corporate ‘fly-ins’ to bring executives to Washington to
lobby Congtress personally. Business Roundtable leaders each took on some of the
lobbying effort. For example, Monsanto coordinated lobbying in its home state of
Missouri and in the chemical industry, while Boeing did the same in Washington
state and the aerospace industry. Editorial support in the newspapers was organized
by Harry Freeman of American Express, who had chaired the MTN Coalition.*

The Wexler Group is not the only PR firm involved in the campaign for
free trade. For example, the Business Roundtable hired the Dutko Group ‘to
win over wary senators. The Alliance for GATT Now also employed Susan
Davis International. Named by /nside PR magazine as one of the “Top five public
affairs agencies’ in the US, Susan Davis International also specializes in grassroots
coalition-building; Washington representation to ‘impact [upon] the policy and
decision-making process’; issues management including the ‘strategic creation
of large-scale public education campaigns related to public policy issues’; and
government PR, including representation of clients at all levels of government.”

In tandem with the private industry campaign, the US administration, and
particularly officials from the Department of Commerce and the Treasury, ran
their own lobbying drive to get votes for GATT in Congress, hiring two high-
profile Washington lobbyists for the job, Nicholas Calio and Joseph O’Neill, to
coordinate lobbyists and corporate executives to ‘work Capitol Hill on behalf of
the agreement’. Lobbyists were given excellent access to the Clinton White House,
and business groups worked with the administration to achieve approval of GATT
as they had with NAFTA.*

The US administration also organized for big name bureaucrats to give talks
to ‘key groups of opinion leaders’. The Department of Commerce compiled
reports on how GATT would be good for jobs and economic growth in the US,
and distributed them widely to government, industry and the media. This led to
accusations that the administration was directly involved in lobbying.*’

The US government approved GATT, and in early 1995 the WTO was set
up to administer GATT.

UNDERMINING DEMOCRATIC OBJECTIVES

According to Adam Smith’s metaphor of the invisible hand, the whole of society
benefits from private companies doing business freely in the marketplace; govern-
ment regulations can only interfere with this.” The alternative view, not recognized
by free trade proponents, is that government regulations are necessary to ensure
that business activity is, indeed, in the interests of the majority. Without such reg-
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ulations, transnational companies are free to accumulate market power and exercise
it to avoid competition and maximize profits at the expense of consumers, small
companies and developing economies.

Given the thousands of pages of rules that the WTO now presides over, ‘fre¢’
trade is not about doing away with rules altogether, but rather replacing rules for
companies with rules for governments, and replacing rules that protect citizens,
consumers and the environment with rules that protect and facilitate traders and
investors.

From the late 1960s, the GATT Secretariat, though it was unconstitutional
and temporary, had become ‘the most powerful, entrenched non-organization the
world had seen’. Today, the WTO has greater powers than any other international
institution, including powers to punish non-complying nations that are not even
available to the United Nations. Over 130 nations are now members of the WTO.
It has become a form of global government in its own right with judicial, legislative
and executive powers:’!

...the WTO has come to rival the International Monetary Fund as
the most powerful, secretive and anti-democratic international body on
Earth. It is rapidly assuming the mantle of a bona fide global govern-
ment for the free trade era,” and it actively seeks to broaden its powers
and reach.”

The WTO is able to enforce its rules through its dispute settlement mechanism.
If a country complains that another is not abiding by WTO rules, the case is
heard by panels of unelected lawyers and officials ‘with no education or training
in social or environmental issues’, behind closed doors with no public scrutiny.
These panels are able to find countries guilty of breaking the rules and to impose
economic sanctions as punishment.>

Such rulings can declare legislation put in place by democratically elected
governments as illegal. The WTO has fairly extensive powers to discipline nation
states —as well as local, state and regional governments — for regulations and controls
that are claimed to interfere with trade. WTO rules also take precedence over other
international agreements, including labour and environmental agreements such as
the Convention on Biological Diversity and the Montreal Protocol on Substances
that Deplete the Ozone Layer.’*

WTO regulations have important implications for environmental regulation,
particularly export and import restrictions on products and practices, environmental
standards and incentives to encourage environmentally sound practices.

Export/import restrictions on products

Under WTO rules, imported products may not be banned, so attempts to ban
the import of environmentally damaging products would only be allowed if the
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environmental damage they would cause is internationally recognized (see the
following section) and there is no other less trade restrictive way of preventing
that damage. Bans on aluminium cans or the imposition of deposit systems, for
example, would affect foreign producers and are therefore considered to be trade
distorting and unnecessary since packaging can otherwise be dealt with through
a waste disposal system. Countries may also wish to ban imports of hazardous
materials and wastes. However, the WTO only allows this if local production or
disposal of the same material is also banned.

Countries such as Indonesia and the Philippines prohibit or limit log exports
to control the rate of logging and thereby protect their local forests and industry.
Such bans have been opposed by Japan and Europe as being contrary to GATT
and WTO rules. Environmentalists accuse the WTO of wanting ‘to open up the
natural resources of developing countries for exploitation by giant logging, mining
and seafood companies based in the industrialized world’. For example, Mauricio
Fierro, a leader of the Cascada-Chile opposition movement, argues that WTO
rules ‘will allow the biggest and most destructive logging companies to gain free
access to vast tracts of pristine forest’.”

Lowering of environmental standards

The WTO encourages international standards (harmonization) and discourages
countries from maintaining their own higher standards unless they are designed to
protect human health or safety, the health of animals and plants, or the environment.
Even in these areas, the onus is on the country wanting to implement higher
standards to prove that the higher standards are necessary and that the same goals
could not be achieved in a way that does not affect trade.

Therefore, where governments democratically decide to implement high
standards, these have to be justified scientifically. Political and social factors shape
the standards that individual countries decide upon, and often a decision has to be
made despite a large amount of scientific uncertainty. That uncertainty is likely to
make it very difficult for a nation to prove that its standards are necessary before
a panel of hostile scientists chosen by the WTO.

An example of this is provided by the standards for pesticide residues in foods.
If United Nations Food and Agriculture Organization (FAO) standards are used as
the appropriate international standards, countries with more stringent standards
(up to 50 times tighter in some countries) have no choice but to accept imported
goods with higher levels of pesticide residues. In 1998, the WTO ruled that Japan’s
pesticide residue testing requirements for food imported into Japan were against
WTO rules because their standards were too high.>®

In another example, the US and Canada won a WTO challenge against a
European Union (EU) ban on imported beef that had been fed with hormones.
European governments believe such hormones are carcinogens.” In contradiction
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to the precautionary principle, which the WTO has labelled ‘non-scientific’, the
WTO panel required Europe to prove that hormones caused cancer or other harm
to humans eating the beef:

Despite a lengthy report by independent scientists showing that some
hormones added to US meat are complete carcinogens’ — capable of
causing cancer by themselves — the WTO's 3-lawyer tribunal ruled that
the EU did not have a ‘valid’ scientific case for refusing to allow the
import of US beef. The losing countries are now required to pay the US
3150 million each year as compensation for lost profits.>®

More recently, the US is using the WTO to force the EU to approve the import
of genetically engineered food. US Secretary of Agriculture Ann Veneman admits
that “With this case, we are fighting for the interests of American agriculture.” The
Department of Agriculture points out that WTO rules require ‘sufficient scientific
evidence’ to support regulations to protect health and the environment, and that
approvals must be granted without ‘undue delay’.”’

While countries are discouraged from enforcing higher environmental
standards than those accepted internationally, countries that do not impose any
standards or regulations are not penalized under the WTO. This is the case even
though such a situation is like a subsidy to polluters since it allows them to keep
their costs down by using the environment as a free disposal resource. It is for this
reason that the Social and Economic Council in The Netherlands argues that ‘it is
not countries with high environmental standards that distort the trading system,
but the countries with too low standards’.®* This reasoning is recognized in the
OECD’s polluter pays principle; but the polluter pays principle is not recognized
by the WTO.

Import/export restrictions on unsustainable practices

Even though there is provision under the WTO for countries to argue the case
for environmental standards that are applied to products, there is no provision for
standards to be applied to production processes and methods used in producing
a product. The WTO precludes a country from acting to prevent environmental
damage in another country or in the global commons. This is because placing
a trade barrier on a product because of the way that it is produced in another
country is seen as breaching that other country’s national sovereignty. One example
of this was a Dutch proposal to ban imports of tropical hardwood logged in an
unsustainable way. This would not have been allowed under WTO rules.

In September 1991, when GATT was in force, Mexico complained against
the US ban on tuna caught with encirclement nets. The US banned this tuna
because millions of dolphins had being killed by these nets. The Mexicans argued
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that the US was unfairly discriminating against their tuna. The GATT panel ruled
in Mexico’s favour, arguing that ‘regulations governing the taking of dolphins
incidental to the taking of tuna could not possibly affect tuna as a product’.®!
Therefore, whether or not Mexico had regulations against this practice was not
relevant to the trade in tuna.

In 1997, after the WTO had been established and sanctions could be imposed,
the US lifted its embargo on tuna caught in these nets.®* It has been argued that
the primary motivation for this tuna ban on the part of the US was to protect its
own tuna industry. Nevertheless, the environmental issue was a genuine one and
a ban that was primarily motivated by environmental concerns would be unlikely
to meet with a better reception in the WTO.

In a similar, more recent case, the WTO ruled in 1998 against US legislation
that required fishers to catch shrimp using turtle-excluder devices to protect
endangered sea turtles and banned imports of shrimp product from countries where
such devices were not used. In another case, the US Environmental Protection
Agency (EPA) voluntarily reduced its standards on the use of reformulated petrol
to head off a possible challenge from Venezuela.®

Economic instruments to protect the environment

In the US—Canada free trade pact, which was used as a model for GATT, the gov-
ernment of British Columbia was prevented from planting trees because it was
seen as a subsidy to the Canadian timber industry. Similarly, subsidies to stimulate
cleaner production methods have been viewed as protectionist under this pact.

In addition, nations which attempt to internalize environmental costs within
prices would be unable to apply tariffs to prevent similar products that have lower
prices because they do not include environmental costs from coming into the
country. A GATT panel, for instance, disapproved of US taxes on oil and chemical
feed stocks that were levied to pay for hazardous waste clean-ups.

In February 1992, GATT released a Document on Trade and Environment, which
stated that free trade promoted economic growth and therefore the production of
resources for environmental policy. It said that where there was conflict between
free trade and environmental measures taken by individual countries, free trade
should be given priority.**

It is little wonder, then, that WTO rulings consistently favour free trade over
environmental considerations. In 2001, CorpWatch noted that since 1995, when
the WTO was established, ‘the WTO has ruled that every environmental policy
it has reviewed is an illegal trade barrier that must be eliminated or changed’. The
same has been true of health and safety laws with only one exception.®®

However, WTO rulings, and the examples given in this chapter, are only
the tip of the iceberg. They send a message to nations about what is acceptable
and what is not and ensure that many governments do not even try to introduce
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regulations that might impinge on free trade. Those that do can be headed off by
threats of WTO complaints by other nations, so that the proposed legislation is
killed long before a case reaches the WTO for a ruling. For example, when the EU
was considering regulations to ban the import of cosmetics tested on animals, and
of fur from animals caught in leg hold traps, it was enough for the US and Canada
to threaten a WTO complaint to ensure that the regulations did not go ahead.*

Friends of the Earth in The Netherlands points out that ‘policies aimed at
sustainable development are much more relevant to the future of the world than the
promotion of free trade’, and that priority should therefore be given to sustainable
development over trade. The same point was made by Dutch Minister of Housing,
Physical Planning and the Environment, Hans Alders: ‘Environmental policies
should impose limits to trade policies rather than the other way round.”®”

In contrast, an ERT report stated that, while businesspeople were ready to
consider other objectives such as social welfare and environmental improvement,
‘what industry cannot accept is that the pursuit of other objectives is used as an
excuse for damaging the wealth-creating machine itself, whether by raising its costs
or blocking its development’.®

It is not just environmental considerations that take second place to free trade,
but all other social considerations. John Madeley, in his book Hungry for Trade:
How the Poor Pay for Free Trade, notes that:

They have elevated trade into a kind of God; nothing must interfere
with it, not even food. If a country wants to pass laws that enable it
to feed its people, and those laws are not consistent with so-called free’
trade, they are disallowed. Trade is thus given a higher priority than
food®

In this way, the corporate goal of free trade has taken precedence over other citizen
goals such as environmental protection, improved working conditions, and health
and safety considerations. The WTO ensures that the interests of transnational
corporations supersede those of citizens, governments and everyone else. The free
trade crusade has affected the ability of citizens in democratic nations to regulate
in the public interest, while increasing the regulation that protects commercial
interests.”
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Trade in Services

The GATS [General Agreement on Trade in Services] is not just some-
thing that exists between governments. It is first and foremost an instru-
ment for the benefit of business, and not only for business, in general,
but for individual services companies wishing to export services or to
invest and operate abroad. EUROPEAN COMMISSION!

American Express (AmEx) has been cited in Business Week as a prime example of
the new breed of stateless corporation pioneering a borderless future in which ‘open
markets, deregulation and unimpeded flow of capital’ is the norm.? Nevertheless,
AmEx, the stateless corporation, found it convenient to identify its interests
with the US national interests when it came to lobbying US policy-makers and
negotiators.

During the 1970s, AmEx was facing saturation of its markets at home, as well
as increasing competition from other companies offering credit cards, and needed
to expand to new countries in order to grow. Overseas markets were turning out
to be extremely lucrative, and AmEx targeted the most affluent customers in each
country and was able to under-price European companies by supplying only the
most profitable elites.

However, AmEx was having trouble accessing markets in some countries and
it believed that the General Agreement on Tariffs and Trade (GATT) negotiations
might provide a solution. In 1979, the chief executive officer (CEO) of AmEx,
James D. Robinson III, asked AmEx Vice President Harry Freeman to get a new
round of GATT negotiations started that would include services. When Freeman
asked what budget limitations there were, Robinson responded: ‘Don’t worry about
money. This is so important, you will have an unlimited budget.”

With so much money at his disposal, Freeman was able to have dedicated staff
in Brussels, Tokyo, Washington, New York and elsewhere. AmEx had clout not
only because it was a ‘corporate superpower’, but because its board included some
political heavyweights, including Henry Kissinger, Vernon Jordan and Drew Lewis,
with Gerald Ford, former US president, as an ‘outside adviser’. AmEx ‘enlisted the
aid’ of Citicorp and American International Group (AIG), and the CEOs of these
three financial corporations went to ministerial meetings through the early 1980s
until the Uruguay Round of negotiations started in 1986.4
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These corporations were particularly interested in having ‘financial services
included in a trade agreement. Freeman described how:

The first thing we did in 1979 was to coin the phrase. You will not
see the term financial services before 1979. We did that by asking
everybody in the company to talk about financial services, particularly
with the media, and in about two years the term financial services was
part of the lexicon. .. We were quite successful in the Uruguay Round
in defining financial services as any service of a financial nature. This
allowed us to have more and more allies, and you have ro take care of
your allies”

Freeman also promoted the phrase ‘goods and services’ by getting his staff to write
to journalists who used the term ‘goods’ to tell them they had missed out the term
‘services’. In the early 1980s, he claims they wrote at least 1600 such letters and
in this way succeeded in getting the phrase ‘goods and services” widely adopted.
Getting acceptance of the phrase ‘trade in services’ was more difficult because it
was not immediately apparent what it meant, particularly with respect to banks.®
Most people do not see the establishment of a foreign bank in a country as trade
in the sense of export and import.

Freeman and executives from Citicorp and AIG formed a broad coalition of
service-sector corporations as ‘allies’, including non-financial service companies, to
better influence Congress. Until this point, corporate executives in fields as diverse
as entertainment, engineering, transportation and finance did not identify as ‘part
of a coherent “services” sector with common interests’.”

AmEx CEO Robinson also became a leading advocate of free trade in his
own right. He was appointed as chair of President Bush’s influential Advisory
Committee on Trade Policy and Negotiations (ACTPN) in 1987 and in that role
he oversaw US GATT negotiations. This committee was comprised of up to 45
people from a range of sectors, including business, labour and agriculture, and

advised the US Trade Representative (USTR) directly:*

Indicative of the companys farsightedness, Robinson even achieved
acclaim as an early proponent of Third World debr relief, propounding
the ‘Robinson Rollover’ plan... Key to its fiscal clemency is the
requirement that Third World governments expose their economies and
populations to market discipline according to stringent restructuring
Sformulas.®

As well as overseeing US GATT negotiations, Robinson was a corporate member of
the Multilateral Trade Negotiations (MTN) Coalition, ‘the leading pressure group
on GATT’ (see Chapter 6). MTN’s executive director was none other than Harry
Freeman, who left AmEx under a cloud when it was alleged that he was part of
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a campaign to discredit Swiss banker Edmond Safra, a rival to AmEx. Although
Freeman took the fall for the smear campaign, he remained close to AmEx and
continued his work on liberalizing financial services and lobbying government to
support GATT."

The role of multinational corporations in incorporating services within the
free trade agenda is undisputed. David Hartridge, director of the World Trade
Organization (WTO) Services Division until 2001, admitted that ‘without the
enormous pressure generated by the American financial services sector, particularly
companies like American Express and Citicorp, there would have been no services
agreement’."!

THE COALITION OF SERVICE INDUSTRIES (CSI)

The Coalition of Service Industries (CSI), a group of large US-based multinational
for-profit service corporations, was formed in 1982 with Freeman as chair. Its
purpose was to get services included in the GATT round of negotiations. It sought
to make trade in services ‘a central goal of future trade liberalization initiatives’.
It claims to have ‘played an aggressive role in writing’ and ‘shaping’ the General
Agreement on Trade in Services (GATS) which was included in the WTO at the
end of the Uruguay Round.'

GATS aimed to open up the provision of all services to international ‘free
trade’. It prohibits governments from discriminating against foreign transnational
companies that want to buy government services or compete to supply them in
areas that governments agree to liberalize. As a result, CSI hoped that large sectors
of government services would be privatized and opened to foreign investment.

CSI’s ‘foremost goal is to open foreign markets to US business and allow them
to compete abroad’. To do this it seeks to reduce barriers to trade in services in
foreign markets through influencing international trade negotiations. It boasts of
its ‘excellent access to US and foreign governments and international organizations’.
According to Freeman: “The US private sector on trade in services is probably
the most powerful trade lobby, not only in the United States, but also in the
world.”??

Darren Puscas of the Canadian Polaris Institute notes that many members of
CSI are involved in privatizing public services:

... the direct connection between the corporations involved in the push
for privatization of services (including many public services) and the
push for trade agreements which will provide a legally binding lock-in
for privatized services (through GATS and FTAA [Free Trade Area of

the Americas]) is clear."t

CSI is open about being ‘above all, an advocacy organization, aggressively
representing the interests of its members’. Those members include General Electric,
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Halliburton, Citigroup, AT&T, J. P. Morgan Chase, American Express, United
Parcel Service (UPS), AOL Time Warner, Microsoft and Price Waterhouse Coopers
(PwC) — companies that provide services such as finance, telecommunications,
energy, the professions, travel, entertainment, the media, transport and information
technology. Enron was an active member, as was its disgraced auditor, Arthur
Andersen. Enron’s input was further facilitated by having former employee Robert
B. Zoellick as Bush’s trade representative in the negotiations."

At a World Trade in Services Conference in 1995, Joan Spero described how
CSI achieved its success during the Uruguay Round. Spero, AmEx treasurer and
special vice president for international corporate affairs, chaired the CSI’s Financial
Services Group. In 1993, Spero became US undersecretary of state for economic,
agricultural and business affairs.'®

Spero explained how CSI took a three-pronged approach: targeting public
opinion, the US Congress, and the US Executive. A public campaign to promote
the importance of the service sector was aimed at changing public perceptions and
therefore indirectly influencing Congress and the Executive. The message conveyed
was that services were important to the economy; provided many good-quality jobs;
and promoted technological and productivity advances; and that these services were
part of US trade and should be covered by GATT negotiations."”

In aid of reinforcing this message, CSI persuaded Forsune magazine to publish
a Services Industry 500 just as it did the Fortune 500 list of manufacturing
companies. It also put together and publicized data and statistics to prove what
a large proportion of exports, gross domestic product (GDP) and jobs could be
attributed to service industries. CSI also lobbied for legislation requiring the
Commerce Department to collect data on the services industry as a category. It
lobbied for legislation that included trade in services as part of the US Trade Act
so that countries with trade barriers against US service exports would be subject
to sanctions in the same way as other exports.'®

Making alliances with the government executive was easier than with Congress
because the Office of USTR and the Department of Commerce not only saw the
advancement of US business interests as part of their roles, but also embraced
the idea of a multilateral trade agreement more readily than some members of
Congress. US Deputy Secretary of Commerce Samuel Bodman told a conference
in 2002 that “The secretary and I see our role and the mission of the Commerce
Department as being the advocate for the American business community.””

The government administration therefore readily worked with business to
persuade Congress. Dean O’Hare, chair of CSI and CEO of Chubb Corporation,
claims that CST has been a partner with ‘succeeding US administrations, going back
to the mid 19705’ in pushing for trade liberalization. ‘It is really an extraordinary
example of government/industry cooperation that should serve as a benchmark
for the rest of the world.”®

According to Spero, the service industries, as part of their lobbying strategy,
identified ‘champions” in Congress to promote their aims. CSI put together an
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influential block of members of Congress who had significant service industries as
part of their constituencies. These included the members ‘from New York (finance),
California and Tennessee (audio-visual), Hawaii and Florida (tourism), Washington
and Louisiana (maritime shipping) and New Jersey (telecommunications)’. It then
encouraged these members to write letters strongly supporting liberalization of
trade in services to the USTR.*!

And while key members of Congress influenced the Executive at the behest of
the CSI, the Executive, in turn, influenced the Congress at Congressional hearings,
‘where industry experts and administration officials “testified” side by side on the
importance’ of the global liberalization of services trade to the US economy. In
this way, according to James P. Zumwalt, who later became economic counsellor,
United States Embassy, Beijing, ‘the services industry and the US trade negotiators
entered into a “symbiotic relationship” that involved formal briefing sessions and
“informal consultations”and “strategy sessions”... Both sides understood that
services industry political support meant that services industry priorities would
remain among the foremost US negotiating objectives.

The Uruguay Round was to last until 1994 and it was towards the end of
the negotiations that services got included in the agreement. Freeman states: ‘At
the close of the Uruguay Round, we lobbied and lobbied. We had about 400
people from the US private sector.” Similarly, O’Hare, chair of CSI, stated: ‘It
took Herculean efforts to get services into the Uruguay Round and there was
tremendous opposition. .. Yet, in the final analysis, we succeeded in getting the
GATS agreement.’”

The crucial role of CSI in getting the GATS agreement included in the Uruguay
Round has been widely recognized. It has also been involved in negotiations
over other free trade agreements between the US and other countries.?* By these
means it seeks to increase business opportunities for its members in foreign
countries.

THE GENERAL AGREEMENT ON TRADE IN SERVICES (GATYS)

GATS includes a framework agreement outlining the rules under which trade in
services should occur, annexes to that agreement, and schedules of commitments
by individual countries as to which sectors they are opening to GATS rules. The
idea is that subsequent negotiation rounds will involve nations committing to the
opening of more and more of their service sectors to GATS. GATS is administered
by a Council for Trade in Services within the WTO.

GATS covers the following types of services:

*  cross-border supply — services supplied from abroad such as international postal
services or e-commerce;

* consumption abroad — where citizens of a country travel overseas to consume
the product, such as education or tourism;
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*  commercial presence—where services are provided within a nation by transnational
companies through foreign investment and local branches, such as banks or
insurance services; and

*  presence of natural persons — where personnel from overseas visit a country to
supply the service, such as accountancy or engineering.”

Under GATS rules, once a country decides to ‘liberalize’ its electricity or water it
cannot put any limits on foreign ownership or limit how much of the industry
one company can own. Furthermore, a government is not allowed to favour
local businesses, so that if it subsidizes renewable sources of electricity, such as
hydroelectricity, and these subsidized sources are mainly owned by local companies,
then this could be interpreted as discriminating against foreign service providers
who use ‘dirty’ sources of power, such as oil and gas.*

If services such as health and education are also committed to GATS, then gov-
ernment subsidies would be seen as giving unfair advantage to local providers. And
it is likely that governments would not be able to set price caps on the fees charged
for essential services such as water and electricity. Governments would therefore
lose the ability to ensure that these services were affordable to their poorer citizens
(unless sectors of the population are directly subsidized with taxpayer funds, which
would be paid to the foreign companies).”

GATS also prevents national governments from putting quantitative limits
on services once a service sector has been committed to opening up. So, if a
government agrees to open up tourism services, for instance, it cannot then limit
the number of beach resorts to protect the environment or the atmosphere of an
area without being open to challenge under GATS rules.?®

GATS restrains governments from imposing standards that might hinder free
trade in these services. Article VI of the GATS agreement only allows regulations
where regulatory objectives are legitimate; the regulation is necessary; and the
regulation does not restrict trade more than necessary. Illegitimate regulations
might include professional standards, taxation policies and other policies to achieve
objectives such as preserving government services or providing employment:*

As a practical matter, this means nations will have to shape laws pro-
tecting the air you breathe, the trains you travel in and the food you
chew by picking not the best or safest means for the nation, but the
cheapest methods for foreign investors and merchants.*

Attempts within the WTO to establish a list of legitimate objectives for regulations
has proven difficult. GATS requires that domestic regulations such as environmental
regulations should be developed in accordance with international standards, and
this is one criteria against which necessity would be measured — that is, if regulations
accord with international standards they would meet the necessity test.”!
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Box 7.1 WORLD TRADE ORGANIZATION (WTO)
TELMEX RULING

In 2004, the US won a case against Mexico over its telecommunications services GATS
commitments. The WTO panel found that Mexico had failed to ensure that its major
telecommunications supplier provided interconnection to US suppliers at a reason-
able price in order to allow the US telecommunications companies to provide cross-
border telecommunications services. It also found that Mexico had failed to provide
US companies with access to private leased circuits in Mexico and to prevent anti-
competitive practices.®

Mexico had argued that foreign firms given access to the Mexican telecommunications
market should have to contribute to the cost of developing and maintaining the
telecommunications infrastructure. However, the WTO panel rejected this argument.
According to the WTO, Mexico’s efforts to ensure universal service so that even the
poor have access to telephone services is legitimate, but it must be done in a way that
is ‘no more burdensome that necessary’ to foreign companies. Cross-subsidization,
whereby the infrastructure to provide the service to the poor is paid for, in part, by
companies not supplying services to the poor, is more burdensome than necessary
because other countries provide universal service in other ways and therefore cross-
subsidization in not ‘necessary’.®

Ironically, in the US access to telecommunications networks is not provided at a
‘reasonable price’; but the US telecommunications industry is dominated by US firms
and so the US is unlikely to face a GATS complaint from another country.®*

Defenders argue that GATS does not apply to ‘government-provided’ public
services. However, the definition of such services is very narrow and is confined
to services supplied by governmental authority ‘neither on a commercial basis,
nor in competition with one or more service suppliers’. The proportion of public
services provided by government monopolies on a completely non-commercial
basis in these days of widespread free market ‘reforms’ are few and far between.
Government services all over the world have been opened up to competition and
corporatized to operate on a commercial basis. Similar wording in the European
Union (EU) Treaty has not protected government services and in eight challenges,
the government services have been deemed not to be covered by the exemption
for government services.*

The Indonesian government says that it is committed to liberalizing its
education sector ‘despite protests from local university rectors’ whose universities
would have to compete with foreign universities that would be allowed to set up
in Indonesia. The rectors argue that ‘Universities are not a business commodity
that can be liberalized in such a way. Apart from the task of transferring and
developing knowledge and the sciences, they also have the task of maintaining and
developing the nation.” However, Minister of Trade Mari Elka Pangestu, who is also
an economist at the Center for Strategic and International Studies and has been a
WTO negotiator, argues that competition will be phased in over time.*
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Ongoing negotiations require countries to make requests for services to be
opened to competition in other countries and then to make offers of which services
they themselves are willing to open up. Once commitments have been agreed, they
are not reversible and any privatization and liberalization that has already occurred
or does occur in the sector cannot be reversed. This ensures that the interests of
foreign investors are protected.”’

As part of the official offers and requests process, the European Commission
(EC) has requested that other nations open up their water sectors, large parts of
their energy sectors, including electricity, and other sectors such as transport to
competition from abroad. These requests were not an outcome of democratic
decision-making in Europe, but were kept secret until they were leaked.

There are ongoing efforts to keep GATS offers and requests secret and therefore
to inhibit public debate and democratic input into decision-making. In January
2003, Pascal Lamy, the EC trade commissioner, advised governments that they
would not be able to distribute copies of offers to their parliaments.®®

The Corporate Europe Observatory argues that the leaked requests show that
the EC intends ‘to use the GATS talks to deregulate and de facto privatize essential
services, particularly in the South’.*” According to the World Development Move-
ment, any developing country escaping privatization of services under World
Bank or International Monetary Fund (IMF) structural adjustment packages (see
Chapter 3), or seeking to reverse them, ‘will feel a left hook coming in from the
WTO’. It notes that if GATS negotiations are successful, ‘governments will be
forced to privatize services and the sale will be irreversible’.* Moreover, GATS will
provide an excuse for governments that want to privatize against the will of the
people for reasons of corruption or ideology or misconception. They can pass on
responsibility for the decision to the WTO, which has required it.

Business coalitions such as the CSI, with the support of government bureau-
cracies, intend to ensure that success through lobbying, persuasion, influence and
pressure. On its webpage, the EC calls on business to network; to provide advice
to negotiators; to persuade governments in countries where they do business of the

benefits of free trade in services; and to generally spread the good news at home
and abroad.!

FINANCIAL SERVICES

When GATS was agreed to at the end of the Uruguay Round, a number of
negotiations were left unfinished. These included negotiations on maritime
transport, financial services, telecommunications and the movement of personnel.
Negotiations on telecommunications and financial services — including banking,
securities and insurance — were concluded in 1997.

To achieve the GATS and the financial services agreement that followed in
1997, multinational corporations trading in services have formed coalitions of
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high-level business leaders, with ready access to key government bureaucrats,
to increase their power and influence over the agenda and direction of trade
negotiations. These corporations hope to ‘broaden and deepen the commitments
made in GATS’ so that eventually every WTO member will open every service
sector to foreign companies without restriction.*?

In making the case for the Financial Services Agreement (FSA), the Inter-
national Chamber of Commerce (ICC) and other business groups argued that
the liberalization and deregulation of financial services would benefit developing
countries: it would enable foreign firms to introduce new skills and products to
developing countries; facilitate investment; ‘enable reliable and efficient settlement
of payments’; give easier access to more diverse sources of capital; and, through
competition, promote efficiency and lower costs for loans and better interest
rates.?

Developing countries were not convinced and opposed the agreement, but
were eventually pressured into accepting it. The IMF had already been enforcing
many similar requirements for opening access to foreign financial services through
its loan conditions to poorer countries; so the resistance to their introduction at the
WTO was less strenuous than might otherwise have been expected. Nevertheless,
South Korea and Malaysia managed to hold out against the pressure while other
countries caved in during final hour, early morning negotiations.*

The US and Europe, which had most to gain from the agreement, clearly used
the financial crisis in Asia as a bargaining chip to persuade many Asian countries
to agree. Asian nations were told that the agreement was necessary before foreign
investors would invest in their countries again. Some even blamed the financial
crisis on the lack of liberalization in the past. Andrew Buxton, chair of Barclays
Bank and president of the British Bankers Association, argued that ‘Much of the
crisis in the financial sector in Asia in 1997 was due to poor supervision of financial
institutions, coupled with a lack of inward investment through restrictions on the
liberalization process.’®

The promise of more foreign investment persuaded many countries. Egyptian
Ambassador Mounir Zahran pointed out that the deal was rather one sided as it
would allow US and European financial companies to compete in the South, while
financial companies from the South were unlikely to be able to compete in the
North: ‘But we all need trade finance and foreign investment, and have agreed to
this in the hope that this will help bring in finance and foreign investments.”

However, as Chakravarthi Raghavan wrote in 7hird World Economics, the
reason for high levels of foreign investment before the crisis was the ‘high growth
rates and higher returns” in Asian countries than in the investors’ home countries;
furthermore, even if there was better access for financial services, the attractive
growth rates and returns were no longer there.”

The 1997 agreement was finalized with the help of various business lobby
groups, such as CSI’s Financial Services Group and others, described later in
this chapter. The World Economic Forum (WEF) also claims that it ‘made a
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contribution to the process and negotiation of financial services liberalization
through private meetings among key players’ in 1996 and 1997. The WEF Davos
meeting in early 1997 came up with a ‘Statement of objectives for financial services
negotiations’, which was ‘in a sense, a “bill of rights” for world financial services
trade in the 21st century’.*®

Business lobbyists turned up in force at the final negotiating meeting in Geneva
at the end of 1997. Edmund Andrews, in the New York Times, observed:

US companies were a conspicuous presence in and around the neg-
otiations here in Geneva. Citibank, Goldman Sachs, Merrill Lynch
and numerous insurance companies — particularly the American
International Group and Aetna — established command posts at the
President Wilson Hotel, about a half mile from the headquarters of the
World Trade Organization.”

Similarly, Ragahvan claims that the negotiations ‘bordered on a farce ... as mes-
sages went back and forth from Geneva to Washington, and according to reports,
between the US Treasury and the American International Group (AIG) and its
backers in the US Congress’. The WTO ‘Secretariat and its leadership, instead of
functioning on behalf of all the membership in a multilateral negotiating process,
was tacitly helping the US to bully and face down one or two countries, who were
not ready to meet its demands’.>

The Financial Services Agreement became an annex to the GATS agreement.
It included a framework for international trade in financial services, including the
removal of rules and barriers to foreign banks, insurance companies and investment
companies operating on equal terms with local companies.”’ Over 100 nations
signed up to it, with varying individual commitments to the extent that they
would do this. Many countries committed to allowing foreign firms to establish
wholly owned asset management subsidiaries in their countries. Fewer agreed to
open up cross-border access to foreign firms, where the services are provided from
abroad.

The WTO and US and European officials all lavished praise on the agreement

when it was made:

Representatives of US financial service industries rushed into the WTO
lobby to distribute effusive statements of support to the pact and how
it would enable them to serve consumers globally, but not concealing
their glee that they would now be able to operate and gain in many
developing country markets.>

Despite the public elation, corporations regarded the agreement as just a beginning.
Most countries committed themselves to little more than locking in their existing
levels of market opening.”® However, even this is significant given that it meant
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that no reversal or government controls can be imposed in the future even if there
is a democratic decision to do so. This is so undemocratic that in some nations
such agreements are thought to be unconstitutional. The Canadian Constitution,
for example, states: ‘Every act shall be so construed as to reserve to Parliament the
power of repealing or amending it, and of revoking, restricting or modifying any
power, privilege or advantage thereby vested in or granted to any person.”*

Despite this corporate victory over democracy, banker Andrew Buxton com-
plained: “There are still countries, such as India, where hardly any progress was
made in the 1997 agreement and where more pressure is needed ... we cannot
allow existing members of the WTO to opt out completely.”> Financial corpora-
tions sought to gain further commitments following the agreement, including
commitments to:

* give foreign investors the right to establish wholly owned businesses, subsid-
iaries, branches and offices in all financial service sectors with the same rights
as local businesses;

* give foreign investors the same access to domestic and international markets as
local companies;

* lift restrictions on cross-border services and consumption of services abroad;

e lift limits on investments in joint ventures and domestic financial institutions;

* facilitate the entry of key business personnel without onerous restrictions and
permitting procedures;

e grandfather existing investments — that is, ensure they are not subject to new
rules and restrictions after they have been established; and

* lock in and improve market access to pension provision.*®

PROLIFERATION OF BUSINESS COALITIONS

The CSI demonstrated the power of business coalitions in setting the agenda
and influencing the outcomes of trade negotiations during the Uruguay Round
and the subsequent Financial Services Agreement (FSA) negotiations. In fact, it
inspired similar service industry coalitions in other countries that hope to profit
from access to markets in foreign countries.” These include the Australian Services
Roundtable, the Irish Coalition of Service Industries and the Hong Kong Coalition
of Service Industries. In addition, research centres catering to these new lobbies
have blossomed. For example, the Australian National University has established a
Services Industries Research Centre to provide research and distribute information
relevant to the services sector.

But CSI did more than provide a model to emulate. It also actively took part
in the formation of later coalitions. As can be seen from Figure 7.1, Harry Freeman
from American Express, and the CSI itself, played a major role in the formation
and running of some of these business coalitions, including the MTN Coalition,
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the Financial Leaders Group and the Global Services Network. CSI is also one of
the Associate Expert Groups for the Business and Industry Advisory Committee
(BIAC) to the Organisation for Economic Co-operation and Development
(OECD).*®

On the other side of the Atlantic, British Invisibles (BI), a UK business coali-
tion, played an active role in forming and running national and European business
coalitions. B was founded during the late 1960s to promote UK financial businesses
around the world.” It sought liberalization of trade in services, particularly financial
and related services — including legal, accountancy, consultancy and shipping —
‘invisibles’ being a technical term for services, investment income and transfers.

In 2001, BI changed its name to International Financial Services, London
(IFSL). The group must have decided that the name British Invisibles had un-
fortunate connotations of secrecy, perhaps apt though, considering its behind-
the-scenes lobbying and networking activities. IFSL seeks to identify and remove
barriers to its members operating in overseas markets and to ‘ensure that the
objectives and priorities of the UK-based industry are high on the agenda during
the forthcoming WTO negotiations’.®’

Unlike CSI, British Invisibles formalized its access to key government bureau-
crats through a committee structure that included sympathetic government officials
from the Department of Trade and Industry (DTI), Her Majesty’s Treasury, the
Foreign and Commonwealth Office (FCO), the Bank of England and the Financial
Services Authority (FSA (UK)). This Liberalisation of Trade in Services (LOTIS)
Committee began meeting during the early 1980s with the aim of influencing
the GATT negotiations. It became the main lobbying organization for the UK
financial services industry.®’

Because of the hybrid business—government nature of the LOTIS committee,
financial corporations were privy to government information that was not publicly
available, including internal EU papers and draft submissions to the WTO from
other nations. They also had high-level access to government negotiators and WTO
officials. For example, when the chair of a later LOTIS Committee gave evidence at
the House of Lords European Committee, he had to explain ‘why it was acceptable
and right for the private sector to give its views direct to the Commission rather
than through member state governments’.®?

This ‘corporate state alliance’ has been criticized by Erik Wesselius of GATS
Watch because ‘the distinction between public and private has become completely
blurred’, and the LOTIS meetings where government officials and business
executives discuss WTO negotiation strategies in private give the ‘UK financial
services industry an unjustified control over large parts of the UK trade policy
agenda. .. Privileged cooperative arrangements between business and government
as embodied in IFSL/LOTIS do not belong in a truly democratic policy-making
process’.®

During the negotiations for the Financial Services Agreement, the CSI got
together with British Invisibles to form the Financial Leaders Group (FLG) in
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Figure 7.1 Organizations and networks lobbying for free trade in services
Note: The proliferation of trade in services groups and coalitions originated with American
Express (AmEx) in the US and British Invisibles in the UK. Key people such as Harry Freeman
from AmEx and Leon Brittan and Andrew Buxton from British Invisibles and Barclays Bank were
active in forming and leading these coalitions, which had a close relationship with each other and
overlapping memberships.
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1996. The group includes financial leaders from Europe, North America, Japan
and Hong Kong, representing such banking giants as Barclays, Chase Manhattan,
Goldman Sachs and the Bank of Tokyo-Mitsubishi. FLG broadened support
for financial services deregulation and ‘proved a key player in securing the 1997
Financial Services Agreement’.*

The formation of FLG was encouraged by EU Trade Commissioner Leon
Brittan. During the negotiations, Brittan, who had ‘learned from the negotiations
the importance of the American private sector in advising the US administration
on deal-making’, encouraged ‘the European private sector to make contact with
their counterparts across the Atlantic so as to build up a partnership in favour
of a permanent deal’. He played a key role in the formation of the TransAtlantic
Business Dialogue (TABD; see Chapter 8) in 1995, which enables the CEOs of
US and European companies to present a unified and powerful front to trade
negotiators. As EC vice president, Brittan met regularly with TABD. When the
FSA agreement was made in 1997, Brittan claimed his strategy had ‘paid off
handsomely’.®

The creation of FLG was also ‘spurred by the World Economic Forum, which
has been the catalyst for key international meetings among US and EC negotiators,
and business representatives’.®® Banker Andrew Buxton, from BI's LOTIS Com-
mittee, became co-chair of FLG with Ken Whipple, president of Ford Financial
Services and chair of the Financial Services Group of CSI. Whipple had decided
that ‘success in financial services negotiations would be more likely were financial
leaders here [in the US] and in Europe to work together to ensure a success’.”

Brittan was so pleased with the job that FLG did in jump-starting the stalled
talks that he invited Buxton to form a European services network to promote
further progress in the more general services area. Brittan noted: ‘A similar effort
will be needed for the next round of service liberalization negotiations.’®

The European Services Forum (ESF) was formed in 1998 (originally called
the European Services Network) to provide private-sector advice and information
directly to the EU’s WTO negotiators. Its formation was supported by CEOs of
leading European corporations and federations, as well as Europe’s major employer
association, the Union of Industrial and Employers’ Confederations of Europe
(UNICE). Naturally, British Invisibles became a ‘prominent member’ of ESE. So,
too, did companies that have benefited from privatization of services, such as the
giant water companies Suez and Vivendi/Veolia.®”

Buxton was the first chair of the ESE He noted that CSI ‘has shown us the
way’. Like the CSI, the aim of ESF is to actively promote the interests of its
members. According to ESF Managing Director Pascal Kerneis, ‘the European
industry understood that it was important to work together in order to exchange
information and to defend global European service industries positions’.”

ESF is an official member of the EU delegation at WTO conferences, as well as
being a registered non-governmental organization (NGO) at the same conferences.
It produces position papers on various aspects of services liberalization that are
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distributed to EC officials and negotiators, and EC officials attend ESF Policy
Committee meetings, where these papers are discussed. It is also apparent that the
EC not only played a role in setting up the ESF, but that it has also ‘actively sought
ESF guidance in formulating its GATS negotiating positions’ and even, according
to Wesselius, ‘prioritized’ that advice over that of member states:”!

It is, of course, unjustifiable for the European Commission to treat
corporate advice on an equal footing with the input from EU member
states in formulating EU GATS negotiating objectives and strategies;
but it has been able to do so due to the lack of effective democratic control
of EU external trade policy ... privileged cooperative arrangements
between business and government have no place in a democratic policy-
making process.”

FLG’s success with the Financial Services Agreement was partly attributed to
its structure, and ESF was keen to emulate it. FLG consists of two tiers: a high-
level group of CEOs and chairpeople of corporations, supported by a Financial
Leaders Working Group with lower-level corporate executives.”? FLG relies on
the power of this coalition of corporate heavy weights in its high-level group to
have influence:

The unanimity in the Financial Leaders Group became a message to
governments that the US and European financial community wanted
meaningful liberalization and a substantial success, and that the nego-
tiators should cooperate to achieve it. The strategy clearly worked.”

Buxton used the same structure for the ESF: a European Service Leaders Group
which includes the CEOs of more than 40 companies and a Policy Committee
which includes 39 service industry federations covering 20 service sectors, UNICE
and representatives of the CEOs in the Leaders Group. Both were supported by
a secretariat hosted by UNICE. The Leaders Group provides the high public
profile and muscle: “They give the political impetus to the ESF messages and are
the ambassadors of ESE spreading the messages of the European service industries
around the world in their various business travels.” The Policy Committee formulates
policy and carries out ESF activities, and the secretariat services both groups.”

A year later, in 1999, British Invisibles followed suit by creating a High Level
LOTIS Group composed of around 15 heads of companies, including European
heads of US service companies Morgan Stanley and PriceWaterhouse Coopers
(PwC). Senior government officials also attend meetings of the High Level LOTIS
Group.”® The inaugural chair was none other than the ubiquitous Andrew Buxton,
chair of both FLG and ESE He was succeeded by Leon Brittan in 2001 when
Brittan was no longer EU trade commissioner.
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The CSI also cooperated with British Invisibles in the formation of the Global
Services Network (GSN). GSN follows the LOTIS model of incorporating govern-
ment officials. It is basically an online forum of business leaders, government
officials and think-tank personnel from around the world who are ‘committed to
increased trade and investment in services’. It was set up in 1998 at an invitation-
only conference in the UK with the aim of ‘building support for liberalization
of world services trade in the next big round for services negotiations to begin in
2000’77

GSN is administered by CSI and has the same goals. To achieve these goals,
GSN recognized the need to enlist regulators to their cause; increase political and
public support through selling the benefits of trade liberalization; and enhance
access and involvement of the private sector in multilateral trade negotiations. Its
inaugural organizing committee included representatives of the CSI and service
industry coalitions from the UK, Canada, Hong Kong, Ireland and Argentina, as
well as the Association of British Insurers, the Canadian Bankers Association, the
French Federation of Insurance Companies and the London Investment Bankers
Association.”®

The Business and Industry Advisory Committee (BIAC) to the OECD is
another business coalition that ranks the liberalization of trade in services as one of
its top priorities. BIAC was formed in 1962 to enable business and industry to have
an official input into OECD policy-making through an independent organization.
BIAC represents the ‘principal industrial and employer’s organizations in OECD
countries’, including the US Council for International Business (USCIB), the
Confederation of British Industry (CBI) and the Australian Chamber of Commerce
and Industry (ACCI).””

BIAC ‘offers business and industry an excellent opportunity to participate in
inter-governmental discussions on policy issues, thus giving the business commun-
ity a chance to shape the development of long-term policies in OECD countries’.
It has a Trade Committee which plays an active role in the WTO negotiations,
‘identifying areas for further liberalization by governments’. The committee is
chaired by Nancie S. Johnson, vice president of DuPont Government Affairs (US)
(who also chairs USCIB’s Trade Policy Committee).*

ONGOING LOBBYING

Minutes of the LOTIS meetings from 1999 and 2000, leaked to the Corporate
Europe Observatory, give an idea of the extensive international networking that
the service industry coalitions were part of; the alliance of government officials
and corporate executives; and the high-level privileged access to which members
were privy.®!

The minutes also give an idea of the strategies that were being employed by
the more powerful nations to achieve their objectives. To cover the fact that the
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liberalization agenda was being pushed by the EU and the US, committee members
suggested a third country could promote their agenda:

Some felt that a small WTO member, such as Hong Kong or Singapore,
might be encouraged to take the initiative. .. The US shared this view
that the industrialized world should not be perceived to be pushing its
own agenda at this juncture.®

A similar strategy had been proposed by the CSI with respect to free movement
of skilled personnel between countries. The idea was ‘to encourage a country like
India to be a demandeur, enabling the EU and US to respond sympathetically’.
Tony Simms, a member of the UK Mission to the WTO and chair of the WTO
Working Party on GATS rules, suggested the LOTIS Committee approach the
Confederation of Indian Industry for this purpose. Over the next couple of months
PwC facilitated a paper by the Indians on the topic.*

The minutes also made it clear that there were differences between the US and
European business over the strategies to be employed in attaining liberalization
of trade in services. US trade barriers posed a particularly delicate problem for
European business. The EC was reluctant to push the US on their barriers in case
it would ‘undermine the important alliance between the private sector in the EU
and the US vis & vis third countries’. However, the LOTIS Committee agreed that
US barriers should be confronted.®

Business coalitions also became impatient with the slow process of individual
nation commitments. BIAC urged the OECD Trade Committee to get the WTO
Secretariat to investigate ways in which GATS negotiations could bypass the
process by which each nation makes offers to commit particular service sectors
to GATS because this was very slow and painstaking. It suggested a ‘top-down’
structure where, instead of offering sectors for market opening, all sectors would
be considered open unless a nation asked for an exception. It also sought ways to
have cross-sector issues taken out of the GATS negotiations and made part of the
WTO general agreements. An example would be movement of skilled personnel
across borders.®

Robert Vastine, president of CSI since 1996, also argued that the ‘request-
offer’ negotiations should be supplemented with ‘bold and innovative’ negotiating
methods, such as pressing for commitments that applied across all sectors; ‘the
negotiation of model schedules for each sector’; and pro-competitive regulatory
commitments. Such regulatory commitments ‘mean abandoning forms of
regulation by which governments limit the introduction of new products, restrict
use of market-based pricing, and in other ways constrain competition’.®

In the area of express delivery services, the CSI wants there to be WTO rules
against profits derived from national postal services being used to cross-subsidize
other postal services that US companies want to compete with. It also wants
rules to prevent taxes from private companies being used to subsidize national
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postal services. In terms of financial services, CSI wants nations to commit to
pensions policies that would ‘encourage private savings for retirement’ and thus
provide opportunities for foreign investment companies to profit from people’s
retirement, which would be precluded by a government pension scheme.®” The
Bush administration is currently pushing for this approach to aged pensions in
the US.

Healthcare services are another CSI target. The CSI makes the doubtful
claim that competition in the US healthcare field has enabled cost reductions to
occur while quality has improved. The companies involved stand to gain from
the opportunities that the rapid growth of healthcare expenditures in some other
countries might offer. This requires that nations open up their healthcare markets
to competition and allow majority foreign ownership of their healthcare
facilities.®®

US companies have been excluded from this profit opportunity by the fact that
healthcare has traditionally been a government responsibility in most countries. In
OECD countries, barriers such as restrictive licensing of healthcare professionals
and ‘excessive privacy and confidentiality regulations’ continue to be an obstacle to
US companies. In developing countries, while barriers are fewer, the danger for US
healthcare companies is that more will be put in place as the countries develop.®

The CSI also wants to facilitate the flow of US professionals and business
people to foreign countries by getting US negotiators to press for an agreement on
business mobility that would enable business people and qualified professionals to
enter a country without a visa to work on specific assignments. In furtherance of
this aim, it wants the negotiators to champion ‘freedom of association’ for these
professionals and the elimination of requirements or prohibitions that national
professional societies might have in place.”

The task of convincing developing nations that the foreign provision of services
is essential for their development is an ongoing task. BIAC recommended that
the OECD undertake a study of the economic benefits of liberalization in key
service sectors in order to ‘build a broader constituency for liberalization’. It also
recommended that it improve its collection of service-related statistics to show to
the public how important services are to the economy.”

ESF also plans to put together case studies of how liberalization in the service
sector has helped developing countries and to use them to persuade the govern-
ments of developing countries. Buxton told the 1999 World Services Congress
that European negotiators ‘need to have good news stories — examples of where
liberalization has shown clear benefits’. He recognized that there would be some
losers in the liberalization process and it was the threatened institutions that would
‘lobby hardest against the liberalization process’.”*

Examples of beneficial liberalization were somewhat contentious. Buxton,
for example, cited Enron’s controversial Dabhol power plant, which he said ‘will
bring much needed reliable electricity power to the country’. In fact, it ended up
producing electricity that was far too expensive for the locals to buy.”
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Service industries are particularly keen to open up government procurement
markets because procurement by government and public authorities and agencies
represents such a large share of government expenditure. They claim, without
any real evidence, that this opening up in developing countries will enable better-
quality services to be available at lower prices and facilitate technological and
knowledge transfer, which would promote sustainable development.”

The task of persuading local politicians of the need for services deregulation,
at home and abroad, also continues. CSI President Vastine told a Senate Finance
Committee hearing that because ‘foreigners have a high propensity to consume
US services” and because US service companies tended to be competitive in most
service sectors, reducing trade barriers would stimulate US trade and reduce the
US current account deficit. Vastine argued that US domestic policies should be
formulated to enhance the competitiveness of service companies — for example,
‘permitting US-based financial services companies to reinvest earnings overseas
without first being taxed by the US’.”> This would be an advantage that local
companies would not have.

A key role which the business coalitions play in the ongoing negotiations is
to provide access to key politicians and bureaucrats involved in the negotiations.
Members of CSI are assured that their membership ‘provides a cost-effective,
leveraged way to ensure’ that their interests are represented and their voices heard
in all the important places. For fees of up to US$25,000 per year (2003), they
are promised access to key people in US Congress, US government agencies,
international organizations such as the WTO, and foreign governments including
the European Commission. They are promised that they will be able to ‘help shape
US government positions on key issues of concern through frequent interaction
with US government officials’ and expand their business opportunities abroad by
taking part in ‘missions to key foreign markets’, such as China and India.”®

CSI, through its Research and Education Foundation, runs a World Services
Congress to bring together business people, government officials and academics
from around the world in support of liberalization of trade in services. In addition,
CSI runs conferences in the US in conjunction with the US Department of
Commerce to facilitate business—government dialogue, with the aim of enabling its
members to make recommendations to US negotiators regarding shaping the US
negotiating agenda and expanding US trade objectives.”” Such conferences attract
the highest level bureaucrats and officials, including the WTO director general
designate and the deputy USTR in 2002.

The CSI also has good relations with the media: ‘One of the things that
distinguish the American private sector from the rest of the world is its relationship
to the media, which is very good.””® It helps that various media organizations, such
as Reuters, are members and have their own interest in free trade in services. Reuters
is also a member of the LOTIS Committee.

All these business coalitions work closely together for similar goals, which is
perfectly understandable given their common origins and overlapping membership
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and leadership. For example, FLG press releases include contacts from CSI, British
Invisibles and ESE CSI and IFSL continue to jointly administer the group. In fact,
CSI has a hand in all but the European-based LOTIS groups and the ESE The
ESE nevertheless, works closely with the CSI and has a similar, if less strident,
agenda.”

The prominence of business coalitions in the UK and the US in promoting
services and creating business networks, global and regional, to augment their
efforts reflects the fact that these are the two largest exporters of services in the
world. Christopher Roberts, formerly UK director general of trade policy and
chair of LOTIS, recognizes that “The greatest pressure for liberalizing financial
services comes, as one would expect, from the EU and US. The views of both
reflect substantial input from the private sector.””

Service industry coalitions are supported in their efforts to gain unrestricted
access to global markets by think tanks and organizations such as the OECD.
For example, in 1999 the American Enterprise Institute (AEI), the Brookings
Institution, the Center for Business and Government of Harvard University and
the CSI’s Education and Research Foundation organized a conference on GATS
in Washington, DC. The papers given at the conference were published as a book,
and funding came from the CSI Foundation, the European Commission, the
Mark Twain Institute (founded by Freeman), and government bodies in Canada,
France and Japan.'”!
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Coercing Trade Agreements

Trade rules play a crucial role in the capacity of a company or corporation
to gain or lose in the market, and to serve its aim of achieving higher
profits. For TNCs [transnational corporations], trade and investment
rules determine their freedom to move freely around the globe, making
use of the cheapest labour and production, playing suppliers off against
each other, achieving economies of scale, and locating in the largest and
most lucrative markets. THE TRANSNATIONAL INSTITUTE!

During the1970s, Edmund Pratt, chief executive officer (CEO) of Pfizer, noticed
that his company was losing significant market share in developing countries ‘because
our intellectual property rights were not being respected in these countries’.? Pfizer
is a transnational pharmaceutical company that set up operations in developing
countries ahead of many other US pharmaceutical companies.

Some developing countries did not have patent laws at this time because there
was no economic incentive to do so. Others had patent laws but did not enforce
them properly. Some required the patent owner to license local firms to produce
the drugs if they weren't being produced by the patent owner in their country
at a reasonable price. In India and Argentina, the processes and methods of
manufacturing pharmaceutical drugs could be patented, but not the final products.
This allowed competitors to make the same drugs using different methods and sell
them at a much lower price.’

Although Pfizer’s overall profitability did not depend upon developing country
markets since they represented such a small proportion of its overall sales, the fact
that generic versions of Pfizer drugs could be manufactured and sold so cheaply
in these countries ‘raised embarrassing questions about the connections between
patents and drug prices’. Pfizer also viewed these countries as potential growth
markets.*

Through the 1970s and early 1980s, Pfizer together with IBM — another
‘clobally ambitious, intellectual property-intensive’ company where Pract had
spent his early career — unsuccessfully tried to persuade government officials in
the US and in developing countries that intellectual property rights needed to be
protected.” Nor were they successful at persuading the World Intellectual Prop-
erty Organization (WIPO), which administered a Convention on Intellectual
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Properties, of the need for high standards of protection for patents. Beinga United
Nations (UN) agency, each member nation of WIPO had a single vote and the
majority voted against tougher international patent protections.

For Lou Clemente, Pfizer’s general counsel, the ‘experience with WIPO was
the last straw in our attempt to operate by persuasion’. Instead, Phizer decided to
organize and mobilize business interests to pressure governments for change. It
was already a well-connected company (see Figure 8.1) and well placed to do this.
For example, during this time Pratt was head of the US Business Roundtable (see
Chapter 2).°

Phizer decided first that the GATT negotiations might be a more conducive
atmosphere to make rules about intellectual property, one where the US could
exercise its muscle to overcome developing country opposition. Pratt put himself
forward for the influential Advisory Committee on Trade Policy and Negotiations
(ACTPN) and by 1981 had been appointed as its chair by Ronald Reagan. He held
this position for six years until after the Uruguay Round had started and James
Robinson from American Express replaced him as chair (see Chapter 7).

Under Pratt’s leadership the advisory committee formed a task force on
intellectual property with John Opel, chair of IBM — also a leading member of the
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Association

Business
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Advisory
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Figure 8.1 Some of Pfizers business association connections

Source: adapted from Santoro and Paine (1995, pp7-8)
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advisory committee — at its head. In this way, the committee became a key source
of advice to the US Trade Representative (USTR) on the importance of including
intellectual property rights in the forthcoming Uruguay Round of GATT. In
addition, on ACTPN advice, the position of assistant USTR for international
investment and intellectual property was created in 1981.°

The task that Phizer set itself was to link intellectual property with free trade.
This was not so easy, given that intellectual property rights had traditionally been
associated with monopoly privileges that prevented competition and inhibited free
trade. In fact, patents are so readily granted in the US these days that companies
are patenting obvious ideas, such as the use of a shopping cart symbol on internet
sites, merely to obstruct competition.’

Moreover, GATT had been about trade barriers and it was not clear how
intellectual property rights fitted in with this, particularly if a nation applied its
patent laws without discriminating against foreign firms. The term Trade-Related
aspects of Intellectual Property Rights (TRIPS) was therefore employed to ensure
that opponents could not argue that GATT was not the appropriate forum for
intellectual property rights discussions."

Pfizer conducted an international and domestic campaign to associate
intellectual property protection with trade issues. Pratt made a series of speeches
to business audiences linking intellectual property with trade and investment,
and other Pfizer executives made the same case to national and international trade
associations. The Chemical Manufacturers Association and the Pharmaceutical
Manufacturers of America were amongst those that joined the campaign.'' Peter

Drahos and John Braithwaite outline this campaign in their book Information
Feudalism:

Like the beat of a tom-tom, the message about intellectual property
went out along the business networks to chambers of commerce, business
councils, business committees, trade associations and business bodies.
Progressively, Pfizer executives who occupied key positions in strategic
business organizations were able to enrol their support for a trade-
based approach to intellectual property. With every such enrolment, the
business power behind the case for such an approach became harder and
harder for governments to resist."*

The campaign popularized the term ‘piracy’ to denigrate countries that had
weak intellectual property laws and particularly to smear Asian countries, whose
booming economies were making inroads into US markets:

Japanese manufacturing triumphs began ro be seen as a portent of US
deindustrialization. Public myths began to be constructed in the US
about this success. American ideas, American know-how were being
stolen by the Japanese, it was widely believed."
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Although pharmaceutical companies readily appropriated the labour of indigenous
peoples, the story disseminated by Pfizer was one of innovative companies in the
US risking large sums of money and effort on research into new drugs and then
having their rightful rewards unfairly stolen from them when they finally discovered
a successful drug, by countries who ignored the rules.'*

The story told by developing nations was a different one — one that claimed
that a weaker intellectual property rights regime is necessary to aid development.
They argued that not having tough rules enabled local companies to manufacture
pharmaceutical drugs at a price that their citizens could afford, and similarly local
manufacture of herbicides and fertilizers enabled farmers to grow much needed
food. India was able to develop its own pharmaceutical industry, under its own
patent regime, so that it was self-sufficient and the price of drugs was much more
affordable to its poverty stricken population.”

In order to get the think tanks on side, Pfizer framed intellectual property as
an issue of liberal values, individual property rights, fair reward for labour, pride
in US achievements and national interest. Pfizer also donated funds to think
tanks such as the American Enterprise Institute, the Hoover Institution, the
Heritage Foundation and the Brookings Institution. It funded specific projects and
conferences that produced reports that reinforced Phizer’s version of the intellectual
property story.'

Once the Uruguay Round began, Pfizer and its allies had to persuade the US
government negotiators that not only was intellectual property a key element in free
trade, but that it was so important to the US economy that no GATT deal should
be agreed upon which did not include intellectual property protections. Pratt,
from Pfizer, and Opel, from IBM, formed the Intellectual Property Committee
(IPC) in 1983 to aid in this effort. Its membership of 12 large US transnational
corporations (TNCs) included General Electric, DuPont, General Motors, Johnson
and Johnson, and Monsanto, and the CEOs of these companies had direct access
to both the US president and the USTR because of the size of their companies.'”
Pratt later claimed:

The committee helped convince US officials that we should take a
tough stance on intellectual property issues and that led to trade-related
intellectual property rights being included on the GATT agenda when
negotiations began in Punta del Este, Uruguay, in 1986."

TRADE DECISION-MAKING

The GATT was a favoured forum for business interests to achieve international
rule changes because it was dominated by trade ministries and officials who were
sympathetic to business concerns. Pratt preferred GATT as a forum to make
intellectual property rules because the developed nations, and particularly the US,
held so much sway there:
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Unlike in WIPO [the World Intellectual Property Organization], we
thought we could achieve real leverage through GATT. Many of the
countries lacking intellectual property protection at least had important
trading relations with the United States and the rest of the developed
world. Moreover, through GATT we could forge intellectual property
standards that were supported by dispute resolution and enforcement
mechanisms, both of which were lacking in WIPO."

The undemocratic nature of decision-making in both the GATT negotiations, and
later in the World Trade Organization (WTO), has ensured that the trade rules
agreed to are skewed in favour of the more affluent nations that are pushing for free
trade. Of the estimated US$200 billion plus in benefits expected to be reaped from
the Uruguay Round by 2005, less than 30 per cent is likely to go to developing
nations and most of that to a few nations in Asia and Latin America.”

According to the UK charity Panos, most developing nations are likely to
be ‘worse off than before. Sub-Saharan Africa is expected to lose around US$1.2
billion a year from freer trade.” This skewing of benefits is not only because poorer
countries export less, but also because ‘the most dynamic exports of developing
countries’ remain the most protected products in developed countries.?!

Although the GATT holds free trade to be the ideal, it does allow many excep-
tions to the rules, particularly those preferred by the more powerful nations who are
calling the shots. As a result, many subsidies, tariffs and ‘voluntary export restraints’
remain in place. Developing world nations have not only been disadvantaged by
such protectionism, but also by the opening of markets in industrial goods in their
own countries because they have not had a sustained opportunity to develop under
a protective regime, as have more affluent countries. Panos notes:

Despite successive trade rounds, products in those sectors where develop-
ing countries have a comparative advantage still face high barriers in
industrialized countries. These include textiles and clothing, vegetables
and fish, processed foods, leather and rubber goods, cars and electronics.
According to UNDP [United Nations Development Programme]:

* Average tarifs on industrial country imports from developing
countries are 10 per cent higher and for the least developed countries
30 per cent higher than the global average.

*  Developing countries lose abour US$60 billion a year from agri-
cultural subsidies in the industrial nations and from the barriers
they face on exports of textiles and clothing.”

Activists from low-income countries have argued that free trade might be fair
and mutually beneficial between equal partners — but not where there are large
differences in economic power and stages of economic development. The analogy
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of a race between a poorly fed African child and a world champion sprinter has been
used. Applying the same rules to each of them so that they both start at the same
time and run the same distance would hardly be considered a ‘fair’ race. Similarly,
free trade between high-income nations and nations with much less development
that have been exploited by developed nations in the past is not fair. It results in
multinational corporations taking control of industries in low-income countries,
and local companies being unable to develop and compete.”

It is generally the nations that are economically dominant that push for free
trade because they are able to ensure that they will reap the benefits. During the
19th century, when Britain was a leading industrial power, it was also ‘the most
vigorous proponent of free trade’, utilizing the arguments of Adam Smith and his
followers to make their case. During the late 1940s, following the war, half of the
world’s production was being produced in the US and it was the US that dominated
the push for free trade. Throughout the following decades the US government
pressured US allies to allow free trade and made its loans to other nations dependent
upon facilitating policies that would suit the needs of US companies. These policies
included the dismantling of European colonial empires and trade barriers, all with
a view to establishing an international regime of free trade.**

By the 1990s, Europe was also a major driver of free trade. Leon Brittan, a
European Union (EU) trade commissioner at the time (see Chapter 7), has since
argued that “The reality, as opposed to the myth, is that Europe has evolved, and
is increasingly evolving, in the direction of free markets and free trade.”” However,
the concept of ‘evolution’ as a natural and inevitable process disguises the lobbying
and public relations (PR) efforts and power exercised to achieve that ‘evolution’.

In fact, Brittan says of his own role: ‘I like to think that my work bulldozing
through reforms which levered open markets, intensified competition and put
public-sector monopolists on the back foot contributed to changing the terms of
the debate.” He is particularly proud of being able to head off ‘social regulatory
burdens’ — that is, regulations that sought to achieve social goals.?®

When GATT was first formed in 1947, decisions were passed by majority
vote, with each country having one vote. Major amendments required a two-thirds
majority to pass and those countries that voted against them were not bound by
them. From 1959, after many developing nations had joined GAT'T, decisions
required a consensus rather than a majority vote in order to prevent any block of
nations, particularly developing nations, from taking control of GATT decision-
making.”’

Although the US had originally preferred some form of weighted voting where
countries with larger economies had more votes, it soon recognized that this would
have deterred many countries from joining GATT. As US economic power grew,
it saw that it could ‘influence’ voting without a formal and obvious weighting
mechanism. Countries that did not accept the wishes of the major economic
powers could lose access to International Monetary Fund (IMF) and other loans
and suffer from trade sanctions.?®
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The WTO also uses consensus decision-making, although its constitution
allows for voting. As with GAT'T, a consensus is deemed to have been reached if
no individual member country formally objects to a decision. This is certainly very
different from full agreement on the part of all members. “This system makes it
easier for powerful countries to overcome opposition through threats and pressures,
since critical delegates need only remain silent for the “consensus” decision to go
through.””

Many people infer that, because a consensus is required, no agreements can be
made within the WTO that would disadvantage individual countries or result in
an unfair distribution of benefits, since those who are disadvantaged would oppose
them. Consensus decision-making therefore carries with it a certain legitimacy that
is exploited by those who should know better. For example, Brittan argues that
the conspiracy theorists might claim that the purpose of the WTO is to ‘open the
markets of the world to the domination of Anglo-Saxon multinationals and their
business practices. On the contrary, whatever its imperfections, the enormous
strength of the WTO is that its rules can only be agreed by consensus on a global
basis and are then just as enforceable by the poor against the rich as the other way
round.” Similarly, former WTO Director General Mike Moore presented the WTO
as ‘built on democratic values’ that give it legitimacy: ‘No country is forced to sign
our agreements. Each and every one of the WTO?’s rules is negotiated by member
governments and agreed by consensus.”®°

However, in practice, some countries exert much more power and influence
than others in such agreements and small countries do not feel that they can object.
A Caribbean delegate claimed: ‘It requires superhuman conviction of one of the
members to oppose what the major countries want.”' Larger countries are able to
threaten to prevent imports from or reduce investment in a dissenting nation if
they do not go along with an agreement.

The US and the European Commission (EC) have not only dominated GATT/
WTO negotiations, but set the agenda:

Most initiatives, proposals and alternative packages that evolve into
documents presented for formal approval have usually been developed
first in Brussels and Washington, discussed informally by the trans-
atlantic powers, then in increasingly larger caucuses (for example,
Quad countries [US, EU, Japan and Canadal, G7 [Canada, France,
Germany, Italy, Japan, the UK and the US], OECD [Organisation for
Economic Co-operation and Development]).*

In other words, a consensus is formed amongst the most powerful nations first
and then presented to other countries as a fzit accompli — a done deal. The formal
WTO sessions are merely a time for speech-making when ministers get the
opportunity to express themselves; but the real decisions are made in back rooms
where many smaller, poorer countries are excluded. When developing countries
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object to the proposed agreements, they are listened to and then ignored. They have
the option of objecting to the final consensus; but as a former Indian ambassador
to GATT, B. L. Das, says: “The immediate political cost of withholding consensus
appears to them to be much heavier than the burden of these obligations in the
future.’*

Pressure applied to the developing country delegations include attempts to
discredit negotiators back in their home capitals, threats to withdraw tariff pref-
erences and other retaliatory measures, and promises of rewards for acceding.
Developing countries that export to the EU or the US ‘fear that bilateral trade
relations will be affected” or that aid will be cut.®*

Time frames are also too short to allow delegations to consult with their own
citizens, stakeholders or other government ministers. Having been presented with
a final text, agreed upon in back rooms by selected powerful countries, national
delegates are lucky to have more than a day to consider it before the final decision
is taken. They are told that there is no time to make changes and that they either
have to take the text or leave it.

Aileen Kwa notes in her study of Power Politics in the WTO that:

When efficiency is prioritized before democracy, special interests
can prevail over the interests of the majority. This may be the rich
countries over the poor or an elite in rich countries over the rest of their
population.®®

The same process is used for proposal development. This is facilitated by the fact
that the higher levels of the secretariat are staffed with Europeans and North
Americans. The secretariat’s bias becomes significant in its tabling of proposals
and negotiating texts, the setting and promotion of meetings and agendas,
the presentation of consensus views, and their selection of dispute settlement
panels.”

The strong countries also tend to benefit most from the disputes procedure.
In its first two and a half years, the WTO received 100 complaints. Of these, 34
were lodged by the US and 21 by the EC.%

Trade issues have traditionally been considered to be an area that should be
handled by specialist experts in trade who make technocratic decisions, rather than
elected officials accountable to the public. WTO papers are not published and
trade negotiators do not discuss the likely trade-offs that they will have to make
with citizens of their countries before they embark on the negotiations, nor are
the citizens informed of the content of the negotiations and the positions taken
by their negotiators:*

... the trade regime was operated as a tight-knit ‘club’... For a long
period of time, the trade regime’s clubbishness, low profile and obscure
workings were seen as a virtue. A clique of committed economists and
diplomats and a small secretariat in Geneva toiled quietly in pursuit of
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a vision of open markets. .. The closed and secretive nature of the regime
isolated — and insulated — the trade policy-making process from day-to-
day politics, keeping at bay the protectionist interests that are active in
many countries.”

However, the political nature of trade rules is now very evident, even though the
process of making the rules continues to be undemocratic, and the bullying tactics
of the large economic powers acting on behalf of transnational corporations have
increased.

Chakravarthi Raghaven in his book Recolonization describes how the solid-
arity of developing world countries was broken down by pressure early in the
Uruguay Round. This pressure from the US, Europe and Japan involved offering
political ‘support to beleaguered regimes against their domestic opponents or
externally against neighbours’; financial pressure ‘in terms of debt negotiations’;
and using their ‘vast panoply of powers to reward or punish — capacity to maintain
or deny [preferential] benefits, threat of harassing actions like anti-dumping and
countervailing proceedings, quotas’.*!

URUGUAY ROUND NEGOTIATIONS

Originally, GATT merely aimed to reduce tariffs on manufactured goods. In
doing so it recognized that developing countries still needed to retain some tariff
protection while they developed and some preferential treatment for entry into the
markets of industrialized nations.”> However, the Uruguay Round went far beyond,
in both power and scope, the limited objectives of lowering tariffs on manufactured
goods. Pressured by transnational corporations, negotiators from the US and the
EU sought to include services, intellectual property rights and investment rights
as part of GAT'T despite the opposition of developing nations.

Since the end of the Cold War, US negotiators have been free to overtly exercise
their power, and they did this during the Uruguay Round when developing nations
were refusing to agree to Trade-Related Intellectual Property Rights (TRIPS),
Trade-Related Investment Measures (TRIMS) and a General Agreement on
Trade in Services (GATS; see Chapter 6). Developing countries had little to gain
from these expansions of the free trade agenda and much to lose. For example,
because around 96 per cent of all patents are held by corporations based in affluent
countries, a TRIPS agreement was of no benefit to poor nations and would only
cost them money and inhibit their development.®

The Uruguay Round was supposed to start during the early 1980s; but
developing countries, particularly the Group of 10 industrialized nations (G10)
— India, Brazil, Argentina, Cuba, Egypt, Nicaragua, Nigeria, Peru, Tanzania and
Yugoslavia — opposed the broadening of the GATT agenda to include these services,
intellectual property and investment rules.*
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To get recalcitrant countries to submit, the US exercised its economic muscle
by taking retaliatory trade actions against South Korea and Brazil. According to
Michael Ryan in his Brookings Institution book, Knowledge Diplomacy, this was
a bullying strategy: “The action was intended to signal that negotiations would go
on one by one under threat of bilateral trade sanctions or they could take place
within the GATT round; but negotiations would take place. The gambit worked’
and the Uruguay Round got under way in 1986.%

However the developing nation opposition to these issues continued through-
out the negotiations, as did US trade sanctions aimed at pressuring these countries
to comply. Countries such as Mexico, Thailand and India suffered losses of millions
of dollars during the Uruguay Round from US retaliatory trade measures because
they refused to reform their intellectual property laws. The US made aid to Brazil
conditional upon its cooperation on patent reforms.*

At the start of the Uruguay Round, only the US was pushing for TRIPS. The
US Trade Representative told US business leaders: ‘I’'m convinced on intellectual
property and trade; but when I go to Quad meetings, they are under no pressure
from their industry. Can you get it?” Pfizer and the newly formed Intellectual Prop-
erty Committee (IPC) therefore went to work at the international level to persuade
corporations in Europe and Japan that it was in their interests to get intellectual
property rules into the GATT agreement.”

IPC set up a tripartite coalition with the Union of Industrial and Employers’
Confederations of Europe (UNICE) and the Japanese federation of economic
organizations (Keidanren), which has more than 1000 corporate members in
Japan, including Toyota, Mitsubishi, Nissan and Sony. Each member organization
persuaded its own government of the need for intellectual property protection to
be included in GATT. The coalition produced a 100-page blueprint for negotiators
entitled Basic Framework of GATT Provisions on Intellectual Property: Statement of
Views of the European, Japanese and United States Business Communities. Such a
consensus report from powerful businesses in the three most powerful sectors of
the world was clearly influential and difficult to ignore. IPC also put direct pressure
on the EC and the Japanese government, threatening to oppose US Congressional
ratification of GATT if a strong TRIPS agreement was not included.*®

According to Richard Steinberg, professor of law at the University of
California:

In late spring of 1990, US negotiators decided ro try to build a US
government consensus on what some at the office of the US Trade Repres-
entative (USTR) referred to internally as ‘the power play,’ a tactic that
would force the developing countries to accept the obligations of the
Uruguay Round agreements. The State Department supported the
approach and, in October 1990, it was presented to EC negotiators,
who agreed to back it.
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The ‘power play’ was an all or nothing approach that involved incorporating
GATT, GATS, TRIPs and TRIMs and various other agreements as integral parts
of the WTO, ‘binding on all members’. After joining the WTO, the EC and the
US would withdraw from earlier GATT commitments and be free to erect tariffs
and barriers to imports from countries that did not join the WTO. This provided
a powerful incentive for countries to join the WTO despite disliking many of the
rules it embodied. From 1991, the unpopular agreements were integrated within
all negotiating drafts.”

Ryan has referred to this sort of strategy as linkage bargaining. The idea is that
various issues are linked together, whether or not they have anything to do with
each other, so that unpopular rules can be linked with those that opposing countries
want and the whole package is agreed to. In the case of GATT, developing countries
wanted better access to textile, apparel and agricultural markets; but they had to
agree to GATS and TRIMS and TRIPS to get that improved access.”!

The draft text, which included all the various agreements, was named the
Dunkel draft text, after GATT Director General Arthur Dunkel:

In India, the Dunkel draft text was labelled ‘DDT and thought to
be just as dangerous for the health of the country as the chemical of
that name. For those who had seen the Indian-designed patent system
produce a flourishing pharmaceuticals sector capable of competing in
global markets, DDT was very hard to swallow. .. Hundreds of thous-
ands of Indian farmers protested in the streets about the patenting of
seeds; but there were no negotiations in which the mass unrest could
have been utilized to support a position.*

The GATT Secretariat, and particularly the director general, had control of the
negotiating drafts, and after Dunkel was replaced by Peter Sutherland as director
general, a senior US trade official told Braithwaite and Drahos that Sutherland was
‘conspiring with us’ so that it was virtually impossible for most countries to change
the texts. Countries wanting to change the text had to get consensus support to
do so: “That meant effectively that only [we] and possibly the EU could do it.”?
Other nations had neither the staff resources nor the economic power to build
such a consensus in a short time.

The final TRIPS agreement ensured that patents last for at least 20 years and
copyright for 50 years — very generous given that most companies would have

recouped their research and development (R&D) costs in a much shorter time
than this.>*

MILLENNIUM ROUND NEGOTIATIONS

Following the successful outcome of the Uruguay Round and the establishment of
the WTO in 1995, various business lobbies worked to get a new round of WTO
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negotiations started that would include issues such as investment and the opening
of government procurement to tender from foreign companies. The US Council
for International Business (USCIB) claims to have ‘helped secure the launch of the
new round of WTO trade negotiations’ using the networks of the International
Chamber of Commerce (ICC) and the Business and Industry Advisory Council
of the OECD (BIAC) ‘to build overseas support for US business objectives’ in the

new round. It states:

American business stands to be a major winner from the new round
of trade liberalization talks, launched in November 2001 under the
World Trade Organization. USCIB worked diligently to help set the
table for a new round, laying out benchmarks for US negotiators in a
variety of areas and exploring the possible inclusion of new issues like
competition policy, environment and investment.”

The Europeans have also played an active role in promoting the new round. The
European Round Table of Industrialists (ERT; see Chapter 2) established a working
group on foreign economic relations in 1998, chaired by Peter Sutherland, now an
ERT member but formerly director general of GATT. It led a delegation to meet
with the director general of the WTO, Renato Ruggiero, to discuss the launch of a
new round of negotiations and continued to make the case when Mike Moore took
over from Ruggiero. The ERT continues to work with the US Business Roundtable
(BRT) to ensure the success of this Millennium Round of negotiations.*

Similarly, the European employers’ association, UNICE, has 7 working
groups and more than 20 lobbyists on WTO issues. It worked with the EC to
gather support for a new, comprehensive round that would include issues such as
investment and government procurement. It was ‘by far the most visible European
lobby group’ at the 1999 Seattle WTO ministerial meeting.”

The BRT claimed that any delay in the Millennium Round negotiations
would ‘result in slower world economic growth. .. Trade liberalization of goods
and services could create annual global income gains of up to US$2.8 trillion by
2015’ — gains that would be made primarily by BRT members. For BRT, the round
offered ‘unrivalled opportunities’ to ‘increase US access to international markets
throughout the world’. BRT joined with ERT, the ICC and the Canadian Council
of Chief Executives in 2003 to launch a multimillion dollar advertising campaign
to support the Millennium Round. The aim was to persuade the public that further
free trade will create billions of dollars’ worth of wealth for all concerned.’®

Business groups had hoped that a new round would begin at the WTO
ministerial meeting in Seattle in December 1999 and spent millions lobbying to
that end. President Clinton had even promised to cancel the debts owed to the US
by the poorest countries, particularly in Africa.*

The Seattle host committee was chaired by Bill Gates, CEO of Microsoft,
and Philip Condit, CEO of Boeing and chair of BRT’s Taskforce on International
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Box 8.1 US ALLIANCE FOR TRADE EXPANSION
(US TRADE)

The newly formed US Alliance for Trade Expansion (US Trade) ran a series of ‘education’
events across the US in the lead up to the Seattle WTO ministerial meeting. It also
organized a ‘war room’ in Seattle in the week before the WTO ministerial meeting ‘to
provide rapid response from the pro-trade business community to the many allegations
expected to be raised by protestors’.%®

US Trade was chaired by executives from Boeing, Caterpillar and Procter & Gamble.
Its steering committee included members of the American Chemistry Council; the
National Association of Manufacturers (NAM); the Coalition of Service Industries (CSI; see
Chapter 7); the Emergency Committee for American Trade (ECAT); the National Foreign
Trade Council (NFTC; see Chapter 10); Ford Motor Company; Texas Instruments; the
Business Roundtable (BRT); the US Council for International Business (USCIB), which
proclaimed itself a leading member; and the US Chamber of Commerce. It was housed
at NAM.®°

As with other coalitions, its members featured a who’s who of American corporations
and trade associations, including the American Petroleum Institute, Bayer, Chubb,
Consumers for World Trade, DaimlerChrysler, DuPont, Federal Express, Hewlett-
Packard, the National Mining Association, Nestlé and Pfizer. It aimed to:

...promote the benefits of economic growth, job expansion and
higher living standards in the United States as a result of free trade,
with a special emphasis on the advantages the US receives by its
participation in the rules-based multilateral trade liberalization through
the World Trade Organization (\WTO).®'

Trade and Investment. The host committee offered corporations various levels of
access to negotiators and ministers according to their level of donation: ‘All emerald
corporate donors, for example, which gave over a quarter of a million dollars, would
receive special access to private events with top government and trade officials at
the WTO meetings in Seattle.”®

However, at the meeting the US and the EU could not agree on agricultural
trade concessions, and developing countries claimed that while they were having to
open up their markets, the affluent countries were not making similar concessions.
Developing countries, sick and tired of being marginalized in the decision-making
process and encouraged by the vigorous street protests going on outside (see
Chapter 10), refused to passively go along with any negotiated deal that they had
not participated in.®*

As a result of the developing countries’ demands for greater participation,
new guidelines were formulated for WTO negotiations that included the need
to inform all countries of informal consultations; giving those with an interest an
opportunity to be heard; not assuming that one country represents other countries;
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and informing all countries of the outcome of informal consultations. However, in
practice the only real change in subsequent negotiations was the inclusion of several
less developed countries in some consultations. At the next ministerial meeting
in Doha in 2001, developing countries again found themselves marginalized.
However, this time the US and the EU were more united. This was partly because
of the efforts of the TransAtlantic Business Dialogue (TABD).®

Box 8.2 TRANSATLANTIC BUSINESS DIALOGUE
(TABD)

The TransAtlantic Business Dialogue (TABD) is a coalition of over 100 European and
US top corporate executives, which was formed in 1995. Because its membership
consists of corporate chief executive officers (CEOs) of large transnational corporations,
TABD has high-level daily access to governments and uses it to pressure them to
remove trade barriers, ‘including costly inefficiencies caused by excessive regulation’.
TABD is jointly convened by the US administration and the European Commission, but
‘managed and driven’ and funded by industry. The Clinton administration ‘established
an entire inter-agency working group just to work on the TABD’s demands’.5¢
The Corporate Europe Observatory notes that:

Over the past few years, the TABD has presented its demands in the
form of a ‘scorecard’, setting ‘priorities’ for governments to focus on,
and even going as far as to set ‘deadlines’ for completion. The audacity
of this ‘scorecard’ approach reflects the cosy relationship the TABD
enjoys with government, and its conviction that its recommendations
will be carried out.®”

TABD develops policies that suit big business. The US and the EU then present them to
the World Trade Organization (WTO) as ‘done deals’. Public Citizen notes:

The TABD has been labelled the ‘new paradigm for trade liberalization’
by its proponents because it eliminates the ‘middle man’ from trade
policy-making. That middle man is the US and EU governments, and by
extension, US and EU citizens and consumer, labour and environmental
NGOs [non-governmental organizations].®

The TABD gives the US-EU block strategic direction in the WTO negotiations,
and this provides a formidable power block to bully and marginalize smaller
countries. This was evident at the WTO ministerial meeting in Doha in 2001. An
African delegate claimed: “We made so many suggestions before Doha but they
were ignored. .. We gave texts. We didn’t know where they went; but they didn’t
find their way to the draft declaration.” Similarly, a South Asian delegate pointed
out: “We would object to a text; but it would still appear. We would state we
wanted a text added in, and still it would not appear.”® Ambassador Chidyausiku
of Zimbabwe noted:
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In Doba, the spin-doctors had realized that in Seattle, ministers felt
ignored, and developing countries were prepared to bite the bullet. In
Doha, they created a process, where ministers could go to the Committee
of the Whole (COW) and discuss and raise issues; but nobody was taking
into account what they said. They were just venting their frustration.
That feeling of being part of the process dented their anger of being
uninvolved. But, in fact, there was a smaller group taking the decisions

of the whole.”

Developing nations were denied access to ‘green room’ discussions. This is a
system of private, informal negotiations between self-selected nations, typically
the US, EU, Canada, Japan, Australia, New Zealand, Switzerland and Norway,
and a few others including a few trusted developing countries. Excluded nations
have to ‘hang around in the corridor’ waiting to find out what has been decided.
Negotiations continued day and night and small delegations from poorer nations
were worn out from lack of sleep. In addition, the US and the EU put pressure on
the presidents and prime ministers of various African and Asian countries to reign
in their delegates at Doha.”!

US Trade Representative Robert Zoellick, WTO Director General Mike
Moore and EU Trade Commissioner Pascal Lamy were all promoting the message
that free trade, and, in particular, the proposed new trade round, was part of the
war against terrorism. ‘Launching new trade talks and security issues, before only
remotely connected, became one and the same cause... The US and EU WTO
trade agendas, though starkly self-interested, became a small concession in return
for continued good political relations and being part of the new coalition against
terrorism.” In particular, Pakistan and Malaysia, both of which had initially been
very opposed to the new round, became less strident after 11 September 2001.
Both also received some sort of US aid package at this time.”

A supposed link between terrorists and those who were opposed to free trade
was also made by various business lobby groups. The ICC stated on its website that
if the Doha talks failed it would ‘be acclaimed by all enemies of freer world trade
and investment, including those behind the attacks at the World Trade Center
and the Pentagon.” O’Hare, chair of USCIB, also lumped ‘the forces of terror and
anti-globalization’ into the same anti-trade category.”® It was a theme taken up by
US negotiators. Mokhiber and Weissman noted in Alterner. ‘No one has been more
shameless in linking their agenda to the terror attack than US Trade Representative
Robert Zoellick.”

On the last day the assembly was presented with a document that was even
worse, from the perspective of developing nations, than the previous versions that
they had been negotiating. At this late stage the only choice that countries had was
to acquiesce or object to the text and be blamed for the failure of the talks. In the
post-September 11 atmosphere, where the US was on the lookout for enemies to
blame, no country was willing to do this.”” Thus, the new round was launched.
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Following Doha, a coalition of developing nations presented the WTO with a
set of reform measures to ensure that future negotiations would be more fair, open
and democratic. However, the powerful players continued to meet in secret to set
the agenda of the forthcoming ministerial meeting at Canctin, Mexico, in 2003,
and the ‘arm-twisting and blackmailing practices’, to use EU Trade Commissioner
Lamy’s words, also continued.”®

The draft text presented to the Canctin meeting was put together by the WTO
without consultation with the full WTO membership and reflected the position of
the US and the EU, rather than the developing nations. After days of ‘negotiations’,
a revised draft was presented to the meeting, a day before it was due to end, that
still ignored the views of the developing countries, still contained the issues that
they had rejected, including investment and government procurement, and failed
to make any progress on the issue of free trade in agriculture.””

A major reason for the intransigence of the US and the EU in the negotiations
was the pressure put on them by business. Not only were various powerful business
coalitions pushing for free trade to be expanded in order to incorporate free invest-
ment (see Chapter 9), but the agribusiness lobby was well represented at Cancin.
The US delegation alone included some 70 corporate advisers, including those
representing the interests of agricultural corporations. These interests were also
well represented in the EC delegation. In addition, some high-level officials had
backgrounds in agribusiness, including the US secretary of agriculture and the
chief US agricultural trade negotiator.”®

While corporate advisers were included in many delegations and had access to
negotiating documents, non-governmental organizations (NGOs) and civil society
representatives were excluded. Those developing nations that tried to include them
were pressured not to, according to an ActionAid report that cited Uganda and
Kenya as examples. Similarly, the UK criticized some EU countries for sharing too
much information with civil society representatives.”

For this round, developing countries had formed coalitions and negotiating
blocks to counter the power of the developed nation coalitions, and US and EU
attempts to break down these developing nation coalitions were unsuccessful.
Although George Bush personally telephoned the heads of state of individual
countries, and other countries were offered expanded export quotas and bilateral
free trade agreements with the US, most nations stuck to their groupings.*

The betrayal felt by the developing nations at seeing the revised draft, the
obstinacy of the EU and the US in refusing to give any ground, and the ability of
developing countries to maintain a united front and not give in this time led to the
failure of the negotiations. The brinkmanship of the powerful countries, which had
worked so well in the past, in insisting on agreement to a total package that would
include investment and government procurement backfired this time.*!

Efforts to break down developing nation unity continued after the meeting.
The ActionAid report on the negotiations notes:



COERCING TRADE AGREEMENTS 169

The central strand to this strategy is to turn developing countries against
each other, breaking off individual countries from broader coalitions
and offering preferential treatment to favoured groupings if they distance
themselves from more critical voices at the WTO. This divide-and-rule
strategy is particularly dangerous at a time when WTO negotiations
have again become increasingly secretive.®

Chakravarthi Raghavan, editor of the South—North Development Monitor (SUNS),
says that in talks during 2004, the chair of the WTO’s Non-Agricultural Market
Access (NAMA) negotiating group met with individual and small groups of
countries, during which he showed them proposals to get their comments but
would not give them the documents so they were unable to take them back to
their governments to discuss them.*

Further negotiations in 2004 resulted in the dropping of investment,
government procurement and competition policy from the agenda of the current
round of negotiations; but in return ‘developing nations will have to open up their
economies to imports of manufactured goods and to large service companies in
return for vague promises on agricultural reform’. According to Peter Hardstaff
from the World Development Movement (WDM), speaking in August 2004 after
a framework agreement had been reached for ensuing WTO negotiations:

... the negotiating process has once again been characterized by secrecy,
power politics and the exclusion of the poorest countries. The past week
of talks has seen Africa sidelined, while the group of five interested
parties — USA, EU, Brazil, Australia and India — has negotiated on
the rest of the worlds behalf**
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9

Deregulating Investment

...the primary objective of the corporate ‘investment’ agenda is to
ensure the ability of speculators and multinational corporations to move
capital in and out of countries without governmental involvement or
public interest rules. PusLiC CITIZEN'

This [Multilateral Agreement on Investment] could well be the most anti-
democratic, anti-people, anti-community international agreement ever
conceived by supposedly democratic governments. DaviD KORTEN?

In 1991, while the Uruguay Round of the General Agreement on Tariffs and
Trade (GATT) negotiations was still under way, the US Council for International
Business (USCIB) began working on the idea of a ‘free investment agreement that
would enable US corporations to unconditionally invest their money in any sector
of any country, and for those investments to be protected. ‘For US multinationals,
the new world trading order was being increasingly conceptualized in terms of
investment flows rather than movement of goods.”

The USCIB was founded in 1945 to promote free trade and to represent
US businesses in the United Nations (UN). Today, its membership includes over
300 transnational companies, law firms and business associations and it remains
committed to ‘promoting open markets and freer trade around the world’. Its
executive committee includes executives of 3M, ExxonMobil, General Electric,
AT&T, Du Pont, Nike, Dow Chemical and Chubb Corporation.*

The USCIB works through a number of committees and working groups made
up of corporate executives. ‘Members are frequently invited to join US government
or business observer delegations to major international summits, conferences
and meetings.” The USCIB claims to give ‘business a seat at the table’, enabling
it to influence regulatory decisions around the world through the organization’s
‘unparalleled global network of industry affiliations’, its access to domestic and
international policy-makers, and its ‘reputation for reliable policy advice’.”

USCIB’s Investment Committee sought ‘the establishment and maintenance
of an international environment conducive to foreign investment’.® Some
elements of investment deregulation had been included in the existing World
Trade Organization (WTO) agreements. The Trade-Related Investment Measures
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Box 9.1 THE ORGANISATION FOR ECONOMIC
CO-OPERATION AND DEVELOPMENT (OECD)

Formed in the 1960s, the Paris-based Organisation for Economic Co-operation and
Development (OECD) brings together representatives of the 30 wealthiest countries.
The OECD operates as an economic think tank for its member countries, providing
research and analysis. Its agenda is neo-liberal reform — trade and investment dereg-
ulation, privatization, workplace ‘reform’ and so on. These countries get together to
make agreements and set policies and ‘to promote rules of the game in areas where
multilateral agreement is necessary for individual countries to make progress in a
globalized economy’.™

(TRIMS) agreement prevents member nations from discriminating in favour of
companies based in their own country, even if it is for the purpose of developing
national productive capability, local skills or helping national industries to mature.
Nor can member nations impose conditions on foreign investment, or provide
incentives to encourage foreign companies to use local labour or local materials
or to sell their product to local consumers. Such policies, usually put in place to
ensure that foreign investment will benefit local people, were to be phased out over
two to seven years depending upon a nation’s level of development.®

The General Agreement on Trade in Services (GATS) also included elements
of an open investment agreement, allowing foreign investment in agreed service
sectors without discrimination. However, transnational corporations want foreign
investment to be deregulated in all areas of trade and services. Similarly, the
1997 Financial Services Agreement contains elements of financial investment
deregulation, but not enough to satisfy major corporations.

A comprehensive multilateral agreement on investment became a ‘top priority
for lobby groups such as the European Round Table of Industrialists (ERT), the
European employers’ federation [Union of Industrial and Employers’ Confederations
of Europe] (UNICE) and the International Chamber of Commerce (ICC)’, as well
as for US-based lobby groups. The 1000 largest transnational corporations (TNCs)
headquartered in OECD countries — particularly the US, the European Union
(EU) and Japan — are responsible for most of the foreign investment around the
world.”

Yet, the Uruguay Round negotiations showed that an international investment
treaty would meet strong resistance from developing countries. In order to bypass
this opposition, it was decided to secretly negotiate a comprehensive treaty in the
OECD, and then to pressure developing countries to sign up.

To this end, the USCIB worked with the Business and Industry Advisory
Committee (BIAC), which has consultative status with the OECD. The USCIB
represents US business on BIAC. BIAC became an enthusiastic supporter of
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an OECD agreement on investment and worked on it from 1991. In March
1995, the USCIB put together a statement of US business objectives which it
submitted to BIAC, and this ‘formed the basis of the formal BIAC submission to
the OECD’."°

In May 1995, formal negotiations began within the OECD for a Multilateral
Agreement on Investment (MAI). This was applauded by the USCIB, which stated:
‘Over the past four years, the USCIB and its counterparts in BIAC have provided
business views on pre-negotiation work on the MAI and have urged the OECD
to move toward negotiation of a wider investment instrument.’"!

BIAC was involved in the formal negotiations with the OECD’s MAI
Negotiating Group, as well as informal consultations and lobbying:

BIAC reiterates its strong urging to all OECD member governments
to conclude an MAI embodying high standards of liberalization and
protection of investors in the shortest possible time. In our view, this
continues to be the most important OECD work."?

In Australia, the MAI was supported by the Australian Chamber of Commerce and
Industry (ACCI) and the Business Council of Australia (BCA) — both members
of BIAC — as well as the Centre for Independent Studies (CIS) think tank and
the Treasury, which argued that it ‘would help Australian companies gain greater
access to foreign markets’. In fact, the ACCI, BCA and the CIS criticized the draft
agreement for being too weak."

The International Chamber of Commerce (ICC) has been credited with
designing the first draft of the MAI The ICC includes members such as USCIB
and the ACCI. The MAI negotiators relied heavily upon the ICC so that ‘almost
all of the proposals in the ICC’s April 1996 Multilateral Rules for Investment report
can be found in the first MAI draft, completed nine months later’. What is more,
‘the draft MAI proposed the ICC’s own court of arbitration as one of the three
possible bodies to be used by corporations to resolve disputes’.'*

The ICC was able to use its ready access to government leaders and its con-
sultative status at major international summits to lobby for the MAI at the highest
levels. It argued that governments should have to guarantee the security of invest-
ments made in their countries but should not be able to impose performance
requirements on foreign investors."

The USCIB had various other points of access to the MAI negotiations (see
Figure 9.1). It arranged direct access for its members to the chair of the OECD’s
MAI Negotiating Group, Frans Engering. It had its own working group on MAI,
which claimed to have ‘helped shape US negotiating positions by providing
business views and technical advice on specific policy issues at regular meetings with
US negotiators before and after each MAI negotiating session’.'® It lobbied other
business groups such as Keidanren in Japan, which became an active supporter

of the MAI.
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Keidanren

US Negotiators

MAI

Figure 9.1 Business lobbying for the Multilateral Agreement on Investment (MAI)

Note: The US Council for International Business (USCIB) was able to influence the Organisation
for Economic Co-operation and Development (OECD) on the MAI both directly and through its
influence with US negotiators and various lobby groups. The USCIB was the US representative on
the Business and Industry Advisory Council (BIAC) and the International Chamber of Commerce
(ICC). It was also influential with like-minded business organizations such as the European Round
Table of Industrialists (ERT) and Keidanren in Japan.

The European Round Table of Industrialists (ERT; see Chapter 2) had also
been pushing for a ‘GATT for investment’ since the early 1990s. The European
Commission (EC) played a key role, led by Commissioner Leon Brittan, in co-
ordinating the positions of member states in the negotiations. Brittan stated:

We need to tear down the existing obstacles to investment and stop new
hurdles being thrown up in its way. Nothing short of a comprehensive
set of binding international rules will create the level playing field
which is so vital for the European economy."’

Transnational corporations (TNC:s) lobbied national governments and the OECD
individually, and through sectoral industry associations and lobby groups. Business
coalitions in various other countries also actively lobbied for the MAI. In Canada,
for example, MAI proponents included the Canadian Business Council on
National Issues (a BIAC member and the Canadian equivalent of the US and
European business round tables), the Canadian Chamber of Commerce and the
Canadian Council for International Business.'®

The Corporate Europe Observatory noted that the ‘cosy consultations between
governments and corporate lobby groups throughout the MAI drafting process’
were evidence of the way in which ‘the business agenda is wholeheartedly embraced
by several of the most influential negotiating delegations’."”
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FOREIGN INVESTMENT

Until the 1980s, developing nations got most of their foreign capital through
loans from banks, governmental and international institutions, and from aid.
These sources of capital declined during the 1980s, to be partly replaced by direct
investment by private investors. At the same time, interest rates increased and com-
modity prices fell, further depleting the capital that poorer countries had access to.
A Corporate Europe Observatory briefing reported in early 1998 that ‘since 1995,
governments all over the world have made some 600 changes in national investment
legislation, 95 per cent of which have resulted in greater liberalization’.?”

There are two main forms of foreign investment: foreign direct investment
(FDI), in which the owner has a controlling share, and portfolio investment, such
as the purchase of stocks, bonds or other financial assets. FDI has been growing
rapidly around the world, ‘outstripping growth in international trade’. The figures
have fluctuated over the years; but during the late 1990s about 85 per cent of FDI
came from OECD-based corporations.*!

The difference between loans and foreign investment as a source of capital is
primarily in who decides where the investment will go. With loans, a government
can borrow money for projects it wishes to see completed, including public services.
In contrast, foreign investors decide which projects they will invest in on the basis
of likely financial returns. With a loan, the outflows, in terms of interest payments,
are scheduled and regular, whereas foreign investment, particularly portfolio
investment, can be withdrawn at the discretion of the investor. Furthermore, the
rates of interest on loans, even from commercial banks, are often far less than the
rates of return expected by foreign investors. The actual rates of return on FDI in
developing countries during the late 1990s were around 16-18 per cent annually,
according to the World Bank, and even higher in sub-Saharan Africa, where they
were 24-30 per cent per year.”

Increasingly, corporations based in OECD countries have invested in dev-
eloping countries to take advantage of cheap labour, weak environmental standards
and access to cheap raw materials. Some developing countries have also become
increasingly attractive because of their growing markets, or their proximity to
growing markets. As markets in affluent Western countries become more saturated
and opportunities are reduced, the attractiveness of developing countries to TNCs
has increased.*

Free market advocates argue that a deregulated investment regime is good
for developing countries because it attracts foreign investors and provides those
countries with much needed capital for jobs, infrastructure and technological
advancement. However, the extent to which this foreign investment makes
additional capital available for such development is questionable. Between one half
and two thirds of FDI worldwide consists of mergers and acquisitions of existing
companies.*
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Developing countries have tried to impose conditions on foreign investment
to ensure that it is compatible with development needs and that outflows of capital
are controlled.”” Conditions include requirements and regulations:

* to prevent the practices of TNCs and cartels that ‘distort trade through
allocation of global markets and by restraining or blocking exports from a given
country’;*

* for investors to purchase some local products and materials;

* to prevent transfer pricing and ‘predatory pricing to eliminate competitors’;”

¢ for technology transfer and technology licensing on reasonable terms;

* to ensure that foreign companies operate for a minimum time after they are set
up so that they will reinvest some of their profits within the country.”®

It is just such requirements and regulations that an investment agreement would
prevent. The South Commission argued that:

... 1t is a travesty of the facts to describe as trade distortions measures
adopted by the host countries to minimize the harmful and maximize
the favourable impact of foreign investments on the national economy.
In a world of monopolies, transfer pricing and internationalization
of economic processes represented by the TINCs, investment regulatory
measures are not trade distorting.*

Critics of deregulated foreign investment have also argued that investment dereg-
ulation would give foreign companies the same logging or mining rights as local
companies, and that this would inevitably lead to more rapid environmental de-
gradation.”® Oxfam International points out:

The economies of many developing countries are often dominated
by sectors, such as mining or agriculture, which require careful man-
agement if they are to generate long-term benefits for local people and
not be overexploited for short-term gain. Oxfam research shows that
investment in the extractive sector can have adverse consequences for
the environment and long-term development, locking countries into
patterns of export activity that are prone to boom-and-bust cycles,
which generate weak gains for human development. Many governments
consequently restrict foreign ownership of these key industries, require
approval for such acquisitions or insist that they be carried out as joint
ventures.>!

William Witherell, director of finance, fiscal and enterprise affairs at the OECD,
noted: ‘Although investment regimes have become much more open and welcoming
in the recent past, there is no assurance that they will remain so in the years to
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come.” The aim of any investment agreement is not only to further deregulate
investment, but to lock in any deregulation that has already occurred. However,
as the Corporate Europe Observer has recognized:

The events now unfolding in Argentina and other Latin American
countries, for example, where there is growing demand for more socially
Just policies following the failure of the neo-liberal economic model,
demonstrate how crucial it is that economies refrain from permanently
binding investment liberalization with the W10.%

Investors have pushed for deregulation of investment in various fora, including the
WTO, the International Monetary Fund (IMF), the World Bank and the OECD,
as well as through bilateral and regional agreements. This forum-hopping’ avoids
the risks of putting all of the deregulation eggs into one basket. Another tactic
associated with forum-hopping is ‘leap-frogging’ — that is, establishing greater
promotion and protection of foreign investment in one forum (for example, a
bilateral or regional agreement) and then attempting to match, or exceed, those
standards in other fora.*

THE MULTILATERAL AGREEMENT ON INVESTMENT (MAI)

Speaking at an informal OECD conference in 1994, Jonathan Startup, head of
multilateral trade negotiations in the UK Department of Trade and Industry
(DTI), noted the difficulties in reaching agreement on investment deregulation.
He suggested: ‘It may be that the best way forward is to start by developing a set
of rules in the OECD before trying to widen the debate into the WTO.®

Proponents believed that confining the negotiations to the OECD would enable
a ‘high standard’ agreement to be reached fairly quickly — that is, a comprehensive,
binding agreement with high levels of investment protection.*
then be put on developing countries who wanted to attract foreign investment to
sign up to it. According to Witherell at the OECD: ‘Signing up to the MAI will
indicate loudly and clearly to investors that the country concerned subscribes to the
highest standards in market access, legal protection and equitable treatment.” Such
countries would not be able to renegotiate the MAI as it would be a done deal, but
would be able to lodge temporary reservations to some of its provisions.”’

The ICC recognized that ‘most of the problems addressed under the agreement
occur outside the OECD membership. It is thus crucial that as many non-OECD
countries as possible accede to the agreement.””® Witherell admitted that many
WTO members were unlikely to sign up to the MAI; but when negotiations for
a WTO investment agreement were undertaken in the future, ‘it is reasonable to
expect that the MAI would serve as a reference, as would other recent investment

agreements such as the North American Free Trade Agreement (NAFTA)’.%

Pressure could
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Another advantage of using the OECD as a negotiating forum was that
it was easier to keep negotiations secret. Although the commencement of the
negotiations was announced, early drafts of the MAI were not publicly available
until a confidential draft of the MAI was leaked to the Council of Canadians,
who posted it on the internet in 1997 (later drafts were put on the internet by
the OECD itself). There was so little media coverage of the progress of MAI
negotiations before this that the MAI was voted the number one under-reported
story in the US mainstream media in 1998 by Project Censored, based at Sonoma
University.’

Knowledge of the MAI negotiations was even limited in certain business and
government circles. A few government ministries and departments (for example,
commerce and trade) were heavily involved, while others were excluded. Even
the US Congress was not kept informed of the negotiations. A Business Week
report in February 1998 noted that ‘most law-makers have never even heard of
the Multilateral Agreement on Investment because secretive talks by the Clinton
administration have been carried out beneath congressional radar’. It described the
MALI as ‘the explosive trade deal you've never heard of.*!

The details of governmental negotiating positions were also kept secret to a
large degree, especially in the early phases of the negotiations. By contrast, many
corporations and their lobby groups had considerable involvement in developing
national positions on the MAI. The MAI was, in fact, driven by OECD-based
TNC:s and their political allies.

The MAI would have enabled corporations ‘to move capital in and out of
countries without governmental involvement or public interest rules’; to compete
with local companies in every sector of the economy; and to buy any business or
property, from natural resources to defence industries. On top of this, corporations
wanted ‘the right to sue governments for cash damages (paid from public funds)
for restitution’ if investor rights were violated.*

The MAI would have reduced the ability of national governments to put re-
strictions on foreign investment in their countries or to favour local companies
over TNC:s. Such restrictions were called ‘disciplines’. The agreement was to cover
all forms of investment in all sectors and at every level of government, including
health, education, cultural, banking and essential public services. As a resul, a
nation would not be able to favour national firms as owners of a privatized water or
electricity company. Nor could it restrict foreign investment in fishing, agriculture
or forestry in order to restrict exploitation of natural resources.*

Sanctions against companies on the basis of their environmental or human
rights records would not have been allowed. Government policies, including those
that gave preferences to small businesses, minorities or women and those in dev-
eloping countries that sought to keep farmland under peasant control, could all
have been challenged. Countries that wanted to foster local development through
conditions on investment, such as use of local suppliers, materials or labour or
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technology transfer, would have been prohibited, as would restrictions on capital
flows out of a country.

The MAI would have prevented environmental legislation that could be argued
to impose barriers to free investment in the same way that the WTO prevents
environmental legislation that provides barriers to free trade (see Chapter 6). And
environmental regulations that imposed costs on foreign investors or reduced
their profits may have been cited as ‘uncompensated expropriations’. Similarly, the
MAI cited boycotts, public protests and strikes as actions that might be considered
expropriations because of their impact on profits, for which taxpayers might have
to compensate investors.”

The MAI was intended to be binding, and non-compliance would have re-
sulted in corporations suing governments for millions of dollars, perhaps hundreds
of millions, in compensation. Corporations would have no obligations placed
on them in return for the added protections, and any attempt by governments
to impose such obligations would be banned by the MAI. According to one
commentator:

The treaty, in effect, subordinates the right of elected governments to
set national economic policy to the right of national corporations and
investors to conduct business — investing and divesting — however they

see fit.*¢

MAI negotiations bog down

In February 1997, OECD governments each submitted a list of exceptions — that
is, sectors that they wanted to be exempt from MAI coverage. These exceptions
turned out to be numerous and, in some cases, open ended. This generated
considerable conflict amongst member governments and their business lobbies.
Disputed exceptions included the EU’s intention to retain positive discrimination
for investment within regional economic integration organizations (such as the EU
itself); the French-led push for cultural industries to be entirely exempt from MAI
provisions; the US intention to apply MAI disciplines to the federal level only;
and the determination of the US government to maintain sanctions on foreign
companies that invest in or trade with Cuba, Libya or Iran.

After the MAI draft text was leaked, public debate escalated. What the inter-
national community found ‘was so serious and shocking, that the MAI has now
emerged as a top or high priority campaign issue for many citizen organizations’.’
National governments came under increasing pressure to reveal details about their
negotiating positions and to modify those positions.

In October 1997, non-governmental organizations (NGOs) from over 70
countries presented their concerns to the OECD secretary general and MAI nego-
tiators from various countries:
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The NGOs included Friends of the Earth International, the World
Wide Fund for Nature International, the Third World Network,
Public Citizen . .. the World Development Movement (UK), as well as
groups based in Canada, Germany, France, Holland, Central Europe,
Mexico, Ghana, India, Bangladesh and Nepal.*®

A joint statement presented to the OECD, endorsed by over 565 NGOs based in
68 countries, said: “The draft MAI is completely unbalanced. It elevates the rights
of investors far above those of governments, local communities, citizens, workers
and the environment.” It went on:

There is an obvious need for multilateral regulation of investments in
view of the scale of social and environmental disruption created by the
increasing mobility of capital. However, the intention of the MAI is not
to regulate investments but to regulate governments. As such, the MAI
is unacceptable.”

Critics noted that the MAI would undermine international environmental
agreements, such as the Kyoto Protocol on Climate Change, the Basel Convention
on Hazardous Waste and the Convention of Biological Diversity. The World
Business Council on Sustainable Development (WBCSD) lent its support to the
MAI in an attempt to give it green credentials. WBCSD’s agenda of ‘promoting
global market liberalization and self-regulation by business instead of government
intervention as a recipe for sustainable development” accorded with MAI goals. Its
membership also overlapped with BIAC.*

There were moves to belatedly include some token environmental and labour
clauses in the MAI in order to assuage critics and to help national governments
ratify the agreement; but this was very much opposed by business groups.”® BIAC
threatened to withdraw its support if this happened and the USCIB argued
vociferously against the proposed clauses. Australia and New Zealand were amongst
the countries that most strongly opposed the inclusion of labour or environmental
standards in the MAL>

ICC President Helmut Maucher proclaimed that he had lost his enthusiasm
for the MAI as a result of the proposed extra ‘social wording’. The ICC argued
that the ‘MAI is not the right place in which to set specific levels of environmental
protection’ and that ‘any attempt by OECD governments to use the MAI as a basis
for defining and promulgating core labour standards would pre-empt ongoing
discussion on these issues at the International Labour Organization’.>

In effect, attempts to water down the MAI to mute the growing opposition
were out of the question from the corporate point of view because that would
defeat the whole goal of a ‘high standard’ agreement.’* This meant that elements
of the opposition could not be co-opted with promises of compromises, as so often
happens with other agreements.
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The anti-MAI campaign picked up pace in early 1998. Because of the wide
scope of the proposed agreement, opposition was broad. It included unions,
environmental and consumer groups, human and indigenous rights groups,
local and regional governments, and church groups. Opposition to the MAI
in developing countries also grew, and links were forged between anti-MAI
campaigners in those countries and those in OECD countries.”

The MAI negotiations were suspended for six months in April 1998 to allow
time for proponents to build up popular support for it. An OECD Ministerial
Statement argued that investment was ‘an engine of growth, employment,
sustainable development and rising living standards in both developed and
developing countries’. The USCIB wrote in the Washington Times that the MAI
would benefit the US and increase ‘the economic pie’ globally.*

The OECD embarked on a ‘strategy of information, communication and
explication” and belated consultations. These consultations did not aim at true
participation, but persuasion. Public Citizen described the ‘MAI charm offensive’
as aiming ‘to lull with false satisfaction and pacify by presentation of seats near the
“table” the MAT’s critics who have been effectively demanding major substantive
changes in trade and investment policies. However, Public Citizen pointed out that
there was no intention to significantly change the text of the MAI and the seats
near the table would merely allow NGOs ‘to observe already done deals’, while
distracting them from making ‘meaningful substantive demands’.”’

The Financial Times lamented that the OECD had been ‘ambushed by a horde
of vigilantes’. The Economist described the ‘sinking of the MAI" and speculated
that an expected extension of MAI negotiations ‘will most likely be a stalling tactic
until the MAI can be transferred to the WTO’.*®

In September 1998, the USCIB defended the collusion between business
and OECD governments, and the exclusion of other interested parties from
deliberations on the MAI, by asserting that ‘civil society has become a mantra’ and,
in any case, the corporate sector has a ‘vital — and unique — role in civil society’.
Governments needed the ‘technical expertise’ of the business sector, the USCIB
argued, whereas ‘one-issue groups cannot possibly provide the same breadth
of advice needed by governments in any sophisticated trade negotiation’. The
USCIB also claimed that corporations often provide governments with proprietary
information to help in formulating negotiating positions, and that it would be
inappropriate to share this information with NGOs and unions.”

Timothy Deal, senior vice president of the USCIB, characterized MAI
opposition as ‘Flat Earth Society meets the black helicopter crowd’. Deal asserted
that the media often acted as the unwitting tool of activists determined to stop the
MAL In line with the free market dogma that what is good for business is good for
everyone, Deal asserted that “We in the American business community believe that
MAI is good not only for business but for the United States, generally.*

The exclusion of developing countries from the negotiations was particu-
larly difficult to justify since they were expected to sign on later. A March 1998
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article in the Economist neatly summarized a number of developing country
objections:

Few developing countries seem prepared to sign something they did
not help to shape. Instead, the governments of developing countries
increasingly see MAI as an exercise in neo-colonialism, designed to give
rich-world investors the upper hand. This unease has been handled
badly. The OECD’s constant reference to MAIs “high standards’ has
given the impression that standards in non-OECD countries are
decidedly low. Developing countries also object that MAI would offer
them little because they cannot trade concessions on foreign investment
for advantages in other areas, such as freer access to rich countries for
their farm products.®!

In April 1998, OECD ministers welcomed the ‘full participation as observers’
of eight non-OECD countries to the MAI negotiations ‘with a view to their
becoming founding members of the MAI'. The eight countries were Argentina,
Brazil, Chile, Estonia, Hong Kong, China, Latvia, Lithuania and the Slovak
Republic.* However, ‘consultation’ with developing country governments, or even
their ‘full participation as observers’, was clearly no substitute for their inclusion
in negotiations.

Support for trade and investment deregulation was further undermined by
the 1997 East Asian financial crises. It is generally believed that the crisis was
caused by the unregulated flow of foreign investment capital into and then out of
Asia (see Chapter 3). For example, Professor Jagdish Bhagwati, a former adviser to
the director general of GATT and world authority on trade liberalization, blamed
excessive capital mobility for the financial crises in Mexico in 1994 and in Asia
in 1997.%

Significant unilateral financial deregulation had occurred during the 1990s,
even without any multilateral agreement. Developing countries were sometimes
coerced into unilateral deregulation in fulfilment of their loan conditions. Financial
deregulation, like privatization and trade liberalization, were common elements of
World Bank and IMF structural adjustment programmes (see Chapter 3).%

Developing countries now try to regulate the flow of speculative capital in
order to avoid the sort of crisis that hit Asia in 1997. They put restrictions on how
much money can come into their countries so that domestic economies are not
swamped by it and they try to favour long-term over short-term investment. Some
countries, such as Chile, even tried to limit the outflow of capital by having rules
requiring investment finance to be in the country for at least one year, although
returns on that investment could still leave the country. It is just such restrictions
that financial ‘liberalization’ seeks to prevent. Nevertheless, business coalitions
blatantly cite the Asian crisis in support of their liberalization efforts.®
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In October 1998, French Prime Minister Lionel Jospin announced that
France would not participate in the upcoming MAI Negotiating Group meeting,
announcing that it would prefer discussions on investment deregulation to take
place in the WTO. He referred to the Asian financial crisis: ‘in light of recent
turmoil — the hasty and sometimes unreasonable movements that have gripped
markets — it does not seem wise to us to see, to an excessive degree, private interests
encroaching on the state’s sphere of influence’. Other countries withdrew soon
after, including Canada, Australia and the UK.%

The MAI corpse was buried in early December 1998 when senior officials
from OECD countries met informally, agreeing only to carry out ‘analytical’
work and for OECD members and interested non-member countries to cooperate
on investment deregulation. The OECD released a statement after the meeting
confirming that ‘negotiations on the MAI are no longer taking place’.®’

ONGOING EFFORTS

The combination of internal dissent and public opposition meant that efforts to
achieve an MAI within the OECD were abandoned. However, the objective was
not withdrawn. Both the USCIB and Keidanren continue to promote investment
liberalization as a top priority in other fora, including the WTO.% Together with
these business coalitions, the OECD pushed for an investment agreement to be
included in the Millennium Round of WTO negotiations.

In the meantime, cash-strapped developing countries have continued to
loosen regulations on foreign investment. By 2002, there were over 2000 bilateral
investment agreements that protect foreign investments, but contain no social and
environmental protections for the citizens of the countries involved. Even regional
free trade agreements such as NAFTA tend to aim at protecting investments as
much as freeing up trade. A WTO investment treaty would not replace these
agreements but reinforce and augment them.®

The IMF not only plays a major role in opening up markets in developing
countries for foreign investors, but it bails those investors out in times of crisis.
After the 1997 Asian crisis the IMF ‘recovery packages’ for South Korea, Thailand
and Indonesia ‘included a number of provisions that might have been taken straight
from the text of the MAI'.”® Public Citizen explains:

Prior to the Asian financial crisis, for example, the IMF pressured South
Korea to remove restrictions on foreign capital flows. South Korean law
required companies seeking to borrow more than a certain amount
on international markets to obtain government approval. These rules
were removed after IMF pressure. Subsequently, South Korean firms
piled up a heavy burden of short-term, dollar-denominated debt, a key

Jactor in the Asian financial crisis. When the South Korean currency
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crashed, these companies could no longer meet their debt obligations.
Yet, in the wake of the crisis, the IMF insisted that the South Korean
government remove the few remaining restrictions on foreign speculators
and multinational corporations. South Korea was forced to comply
while its currency remained crushed. The second wave of IMF-fuelled
liberalizations has now led to [the] buy-up, often at fire sale prices,
of many Korean government and private assets by multinational
corporations.”!

Nobel winning economist James Tobin has said: ‘It is hard to escape the conclusion
that the countries’ currency distress is serving as the opportunity for an unrelated
agenda — including the obtaining of trade concessions for US corporations and
expansion of investment possibilities.””*

The IMF’s role after the Asian crisis was reinforced by the US government,
which set up a monitoring system to make sure that countries receiving IMF loans
undertook the liberalization required of them by the IME Those countries found
to be not complying would be faced with termination of IMF loan payments.”

After the failure of the MAI, the IME with the backing of some of the wealthier
countries, sought to expand its official articles of agreement so that it would have
official power to require member countries, and not just those receiving emergency
loans, to remove capital flow and investment regulations. This would cover money
invested in a nation’s stock market and not just loans related to trade and direct
investment.”* According to the Washington Times: “The IMF is moving on a plan
that could override national and even local limits on how and where corporations
can spend their money.” The IMF has taken up where MAI negotiators left off.”

The dream of an international agreement to protect the right of investors to
invest in any country, not just those beholden to the IMF and the World Bank, with
minimal conditions and maximum guarantees, lives on despite the failure of the
MAL. Transnational corporations and their lobby groups continue to lobby for it in
the WTO although it has been dropped from the current round of negotiations.

NOTES

1 Public Citizen, ‘Multilateral Agreement on Investment (MAI)’, www.citizen.org/trade/
issues/mai/ accessed 3 July 2003.

2 David Korten (author of When Corporations Rule the World) quoted in Ad Hoc
Working Group on the MAI, MAI Multilateral Agreement on Investment: Democracy
for Sale? New York, Apex Press, 1998.

3 John Braithwaite and Peter Drahos, Global Business Regulation, Cambridge, Cambridge
University Press, 2000, p182.

4 USCIB, About USCIB’, US Council for International Business, www.uscib.org/index.
asp?documentID=697 accessed 18 May 2003.



10

11

12

13

14

15

16
17
18

19
20

DEREGULATING INVESTMENT 187

USCIB, ‘Policy Advocacy’, US Council for International Business, www.uscib.org/
index.asp?documentID=824 accessed 18 May 2003; USCIB, ‘About USCIB’.
USCIB, ‘Policy Advocacy’.

OECD, About OECD’, Organisation for Economic Co-operation and Development,
5 February 2005.

Jonathan Startup, ‘An Agenda for International Investment’, in OECD Documents:
The New World Trading System: Readings, Paris, OECD, 1995, p189.

Oliver Hoedeman, ‘Corporate Lobbying for a ‘MAI in the WTO’, in Investment
and Competition Negotiations in the WTO — Whats Wrong with It and What Are the
Alrernatives, Brussels/Berlin, Seattle to Brussels Network, 2002, p12; Patricia Ranald,
‘Disciplining Governments: The MAI in the International and Australian Contexts’,
in James Goodman and Patricia Ranald (eds) Stopping the Juggernaus: Public Interest
Versus the Multilateral Agreement on Investment, Sydney, Pluto Press, 2000, p22.
Belén Balanyd, et al., Furope Inc. Regional and Global Restructuring and the Rise of
Corporate Power, London, Pluto Press, 2000, p112.

USCIB, ‘USCIB Applauds Launch of OECD Negotiations on Multilateral Investment
Agreement’, US Council for International Business, 24 May, 1995, www.uscib.org/
dboecdnego.asp.

BIAC, ‘Priorities for OECD and WTO Work: BIAC Submission on Trade-Related
Issues to the OECD’, Paris, Business and Industry Advisory Committee to the
OECD, June 1998, p3.

Quoted in James Goodman, ‘Stopping a Juggernaut: The Anti-MAI Campaign’, in
James Goodman and Patricia Ranald (eds) Stopping the Juggernaut: Public Interest
Versus the Multilateral Agreement on Investment, Sydney, Pluto Press, 2000, p37.
Tony Clarke, By Whar Authority! Unmasking and Challenging the Global Corporations
Assault on Democracy through the World Trade Organization, Polaris Institute and
International Forum on Globalization c. 1999, p11; Balanyd, et al., Europe Inc.,
ppl12-3.

InvestmentWatch, ‘Letter to WTO Delegates Warning of the High-Standard
Agreement WTO-Investment Agreement Demanded by the ICC’, Coporate Europe
Observatory, 25 April, 2003, www.investmentwatch.org/articles/shefali2 5april.heml;
Debi Barker and Jerry Mander, ‘Invisible Government. The World Trade Organization:
Global Government for the New Millenniun’, Sausalito, CA, International Forum
on Globalization (IFG), October 1999, p38.

Quoted in Joel Bleifuss, ‘Building the Global Economy’, I These Times, 11 January,
1998, p13.

Balanyd, ez al., Europe Inc., p110.

Belén Balanyd, ez al., ‘MAlgalomania! Citizens and the Environment Sacrificed to
Corporate Investment Agenda’, Corporate Europe Observatory, February, 1998,
www.xs4all.nl/-ceo/mai/mmania07.heml.

Ibid.

David Woodward, ‘Financial Effects of Foreign Direct Investment in the Context of
a Possible WTO Agreement on Investment’, Paper presented at the NGO Workshop
on WTO Negotiations on Investment and New Issues, Geneva, 18—19 March, 2003,
pl; Balanyd, ez al., ‘MAlgalomania!’.



188  SUITING THEMSELVES

21
22
23
24
25
26

27
28

29
30
31
32
33
34
35
36
37
38

39
40

41

42

43

OECD, ‘MAI: The Multilateral Agreement on Investment’, Policy Brief, vol 2, 1997a;
OECD, ‘Open Markets Matter: The Benefits of Trade and Investment Liberalisation’,
Policy Brief, vol 6, 1998b.

Woodward, ‘Financial Effects of Foreign Direct Investment’, p5.

‘The Need to Regulate Foreign Investment’, Third World Resurgence, vol 90/91, 1998,
pl7.

Chakravarthi Raghavan, ‘FDI Is No Panacea for South’s Economic Woes’, Third
World Resurgence, October/November, 1999, www.twnside.org.sg/title/woe-cn.htm.
Chakravarthi Raghavan, Recolonization: GATT, the Uruguay Round & the Third
World, London, Zed Books, 1990, p148.

1bid., p148.

1bid., pp149-50.

OXFAM International, “The Danger of an Investment Agreement under the WTO’,
in Investment and Competition Negotiations in the WTO — Whats Wrong with It and
What Are the Alternatives, Brussels/Berlin, Seattle to Brussels Network, 2002, p5.
Quoted in Raghavan, Recolonization, p157.

Balanyd, et al., Europe Inc., pp 115-6.

OXFAM International, “The Danger of an Investment Agreement’, p5.

William H. Witherell, ‘An Agreement on Investment’, 7he OECD Observer, vol 202,
1996, p6.

Corporate Europe Observatory, ‘Corporate Conquistadors in Cancun: The EU
Offensive for WTO-Investment Negotiations’, InvestmentWatch, July 2003.

These terms are used by Patricia Ranald, ‘Global Institutions, Democracy and
Accountability: The WTO after the MAI and Seattle’, The World In Context, 2000,
www.context.co.nz:8080/stories/storyReader$601 accessed 3 July 2003.

Startup, ‘An Agenda for International Investment’, p191.

Goodman, ‘Disciplining Governments’, p36; Witherell, ‘An Agreement on Invest-
ment, p7.

Witherell, ‘An Agreement on Investment, p7.

ICC, ‘Business States Its Views on OECD Investment Agreement’, International
Chamber of Commerce, 16 January, 1998, www.iccwbo.org/home/news_
archives/1998/business_states_its_views.asp.

Witherell, ‘An Agreement on Investment’, pp7-8.

Noam Chomsky, ‘Domestic Constituencies’, Z Magazine, May, 1998, www.zmag.
org/ZMag/articles/chomskymay98.htm; Project Censored, ‘Censored 1999: The Top
25 Censored Media Stories of 1998’, Project Censored, 1999, www.projectcensored.
org/c1999.htm.

Balanyd, ez al., ‘M Algalomania!’; Paul Magnusson and Stephen Baker, “The Explosive
Trade Deal You've Never Heard Of’, Business Week, 9 February, 1998.

Public Citizen, ‘Multilateral Agreement on Investment (MAI): Background Informa-
tion on the MAT’, Public Citizen, 2003, www.citizen.org/trade/issues/mai/ accessed
3 July 2003.

Oliver Hoedeman e al., ‘MAlgalomania: The New Corporate Agenda’, The Eco-
logist, vol 28, no 3, 1998; OECD, Progress Report on Multilateral Agreement on
Investment’, OECD MAI Negotiating Group, May, 1997b, www.oecd.org//daf/
investment/fdi/mai/mairap97.htm.



44

45
46
47
48
49
50
51
52
53
54

55
56

57

58
59
60
61

62

63
64

65

66

DEREGULATING INVESTMENT 189

International Forum on Globalisation, ‘Should Corporations Govern the World?’
Third World Resurgence, vol 90/91, 1998, p9; Bleifuss, ‘Building the Global Economy’,
p13; Hoedeman ez al., ‘MAlgalomania’; International Forum on Globalization,
‘Should Corporations Govern the World?” 7hird World Resurgence, 1998; Bleifuss,
‘Building the Global Economy’, p13; Tony Clarke, “The Corporate Rule Treaty’,
Third World Resurgence, vol 90/91, 1998, p11.

International Forum on Globalisation, ‘Should Corporations Govern the World?’,
plo0.

Martin Khor, “What Is MAI?* Third World Resurgence, vol 90/91, 1998a, p7; Bleifuss,
‘Building the Global Economy’, p13.

Khor, “What Is MAI?’, p6.

1bid., p6.

565 Groups Say ‘No’ to MAL, Third World Resurgence, vol 90/91, 1998, pp23—4.
Balanyd, er al., ‘MAlgalomania!’.

Balanyd, ez al., Europe Inc., p115.

Goodman, ‘Disciplining Governments’, p38; Balanyd, ¢z al., ‘MAlgalomania!’.
Balanyd, er al., Europe Inc., p119; ICC, ‘Business States Its Views on OECD
Investment Agreement’.

Goodman, ‘Disciplining Governments’, p36.

Khor, “What Is MAI?’, pp5—8; Goodman, ‘Disciplining Governments’.

OECD, ‘Ministerial Statement on the Multilateral Agreement on Investment (MAI),’
Organisation for Economic Co-operation and Development, 27-28 April, 1998,
www.oecd.org/media/release/nw98-50a.htm; Washington Times cited in Balanyd, ez
al., ‘MAlgalomania!’.

Goodman, ‘Disciplining Governments’, p42; Balanyd, er al., Europe Inc., p120;
Public Citizen, ‘OECD & Governments Launch ‘MAI Charm-Offensive”, Public
Citizen, May, 1998, www.citizen.org/print_article.cfm?ID=1095.

Guy de Jonquieres, ‘Network Guerillas’, Financial Times, 30 April, 1998; “The
Sinking of the MAD’, The Economist, 14 March, 1998, pp85-6.

USCIB, ‘Civil Society and Trade Negotiations: A Business Perspective’, US Council
for International Business, September, 1998, www.uscib.org/civsocst.asp.

Timothy Deal, ‘Investment E-Paranoia’, jJournal of Commerce, 7 January, 1998,
p7A.

‘The Sinking of the MAT, pp85-6.

OECD, ‘Communique: Ministerial Statement on the Multilateral Agreement on
Investment (MAI),” Organisation for Economic Co-operation and Development,
27-28 April, 1998a, www.oecd.org/media/release/nw98-50a.htm.

Goodman, ‘Disciplining Governments’, p31.

Razeen Sally, ‘Developing Country Trade Policy Reform and the WTO’, Caro
Journal, vol 19, no 3, 2000, p405; Gregory Palast, IMF’s Four Steps to Damnation’,
Observer, 29 April, 2001, p7.

Martin Khor, ‘US and IMF Putting More Squeeze on the South?” MAI discussion
list/ Third World Network Features, 14 April, 1998b; Dean R. O’Hare, ‘The Future of
the Global Trading System: Where to from Here?’ Paper presented at the APEC CEO
Summit 2001, Shanghai, 20 October, 2001.

‘French Government Announces Withdrawal from MAI Negotiations’, Reuters,
14 October, 1998; Balanyd, et al., Europe Inc., p109.



190 SUITING THEMSELVES

67

68
69

70
71

72
73
74

75

OECD, ‘Informal Consultations on International Investment’, Organisation for
Economic Co-operation and Development, 3 December, 1998.

Balanyd, ez al., ‘MAlgalomania!’.

Marrianne Hochuli, ‘Investment Agreements as One-Sided Enforcement of Investor
Rights I', in Investment and Competition Negotiations in the WTO — Whats Wrong with
It and What Are the Alternatives, Brussels/Berlin, Seattle to Brussels Network, 2002,
pl.

Balanyd, ez al., ‘MAlgalomania!’.

Public Citizen, ‘MAI Shell Game — IMF’, Public Citizen, www.citizen.org/print_
article.cfm?ID=1098 accessed 3 July 2003.

Quoted in Balany4, ez al., ‘MAlgalomania!’.

Khor, ‘US and IMF Putting More Squeeze on the South?’.

Public Citizen, ‘MAI Shell Game — IMF’; Khor, ‘US and IMF Putting More Squeeze
on the South?’.

Quoted in Khor, ‘US and IMF Putting More Squeeze on the South?’.



10

Globalization Versus Democracy

We should put the business ‘horse’ before the government ‘cart.
TIMOTHY J. HAUSER (FORMER ACTING US UNDER
SECRETARY FOR INTERNATIONAL TRADE)!

Business coalitions feared that the collapse of the Multilateral Agreement on
Investment (MAI), and the controversy surrounding it, might stall or reverse
precariously balanced moves to progress investment deregulation in the World
Trade Organization (WTO). These fears were realized at the WTO ministerial
meeting in Seattle in 1999. Developing nation opposition to a new round of
negotiations was supported by over 1000 non-governmental organizations (NGOs)
— environmental, labour, consumer and development. Their petition, ‘Stop the
WTO Round’, which was circulated before the Seattle meeting, claimed that
the international trading system was unfair and was shaped ‘around the offensive
interests of large transnational corporations’. More than 50,000 people from all
over the world protested at the meeting itself. At that time, they were the ‘largest
demonstrations witnessed in the US since the Vietnam War’.?

The failure to reach an agreement on a new round of negotiations at the Seattle
meeting was due to conflict between WTO nations (between the US and Europe
and between developed and developing countries). Developing nation governments
were strengthened in their resistance by public opposition all over the world and
mass protests in the immediate vicinity. The MAI controversy had instilled greater
public scepticism about the claimed benefits of trade and investment deregulation,
and the failure of the MAI negotiations instilled a belief in opponents that it was
possible to slow — perhaps even reverse — the corporate agenda.

Fred Bergsten, director of the Institute for International Economics (IIE)
and former US assistant secretary of the Treasury for International Affairs, told
the 2000 meeting of the Trilateral Commission (see Chapter 1) that the backlash
against globalization was threatening ‘the prosperity and stability of the world
economy’:

All this occurs after two decades when a market-oriented philosophy,
the so-called “Washington Consensus,” seemed to gain near-universal
approval and provided a guiding ideology and underlying intellectual
consensus for the world economy, which was quite new in history.?
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De Jonquieres noted in the Financial Times that ‘the unexpected success of the
MAT’s detractors in winning the public relations battle ... has set alarm bells
ringing’. From now on, it would be ‘harder for negotiators to do deals behind
closed doors and submit them for rubber-stamping by parliaments. Instead, they
face pressure to gain wider popular legitimacy for their actions by explaining and
defending them in public.”

Similarly, Dan Esty wrote in the World Economic Forum’s bimonthly magazine
World Link that, following Seattle:

While the received wisdom within the trade community has been that
the best trade policy outcomes arise from quiet diplomacy and decisions
made outside the glare of publicity (and the scrutiny of self-serving
special interests), this approach to governance has resulted in deep
suspicion that multinational corporations dominate the trade regime.

Also writing in World Link, Walter Mead, a senior fellow from the US Council on
Foreign Relations, noted that public concern ranged from people in Europe who
are concerned that free trade ‘will eviscerate the European social system and impose
an unwanted alien dog-eat-dog capitalist model’, to people in Asia who are bitter
about the impacts of a financial crisis which they blame on the workings of the
financial markets, to people in Latin America who believe that market economic
systems concentrate wealth but do nothing for mass poverty, to people in the
developing world generally who are disappointed that free trade promised by the
WTO has not helped their situation.®

As Mead recognized, it was becoming clear that free trade was not benefiting
the majority of people. Hundreds of millions of people in the world went hungry
while food was exported to countries where people were more likely to suffer
from being overweight. A decade of trade and investment liberalization had left
54 countries worse off than they had been at the start of the decade. Only those
developing nations that had maintained some protection for their economies,
China and India, made gains.”

It was also clear that prioritizing free trade rules over national legislation was
very unpopular. A survey conducted by MORI for 7he Ecologist found that the vast
majority of people in the UK (around 90 per cent) felt that governments should
be able to protect the environment, employment conditions and human health
— and restrict the imports of goods to do so — even if the interests of transnational
companies were damaged in the process.®

To counter the growing public opposition to free trade negotiations, particularly
with regard to services and investment, business launched a new public relations
campaign. Opposition to the expansion of free trade rules was labelled ‘globophobia’,
and business groups sought to portray free trade in a more favourable light.

Hoedeman and Doherty from the Corporate Europe Observatory describe
how: ‘Since Seattle, US business has engaged in a multifaceted, multimillion dollar
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counter-campaign involving individual corporations, lobby groups like the Business
Roundtable and the US Chamber of Commerce, corporate-sponsored think tanks
and, of course, the ever-faithful PR [public relations] industry’. Similarly, Phillip
Babish from the National Radio Project noted how ‘corporations are showering
the US Congress with well-funded lobbying campaigns and pro-free trade think
tanks are engaging in an information war for public opinion’.”

The US Business Roundtable (BRT), for example, has a Taskforce on Inter-
national Trade and Investment whose priorities included implementing ‘a trade
education programme to increase general awareness and understanding of the
importance of trade to US economic growth’.'* One of BRT’s goals was to reinstate
‘fast-track’ or Trade Promotion Authority for the president that would enable
him (or his representatives) to negotiate international trade agreements without
referring the details to Congress. Congress would only have the power to approve
or reject the final agreement. This was a way of bypassing democratic and non-
business input into the negotiation process and, of course, it was opposed by many
sectors of society, including labour, environmental and consumer groups.

BRT spent millions on lobbying, public relations and advertising to support
‘fast-track’ authority. Its reported lobbying expenditure went from US$8.3 million
in 1999 to US$21.5 million in 2000. It utilized a front group, goTrade, to make
the running on the issue: ‘to pay office visits to members of Congress, generate
letters and phone calls, and work with local media outlets to generate stories about
the value of trade’.!" Fast-track authority was restored in August 2002.

The European business response was more indirect, according to the Corporate
Europe Observatory: “While the US corporate world has engaged in an all-out
confrontational counter-offensive, EU-based transnationals have generally tried to
steer clear of direct confrontation with their critics.” European business coalitions
such as the European Round Table of Industrialists (ERT) and the European
Services Forum (ESF) ‘intensified their behind-the-scenes lobbying and left the
public’ campaigning to Trade Commissioner Pascal Lamy and industry-funded
think tanks such as the European Policy Centre (EPC) and the Centre for European
Policy Studies. Exceptions included an information campaign by Swedish employer
organization Svenskt Nringsliv, targeting high school students and a campaign by
the Association of German Industries (BDI).!?

Not all business coalitions were willing to leave the campaign to others. The
Union of Industrial and Employers’ Confederations of Europe (UNICE) called
for business to be more proactive in its lobbying efforts in order to ‘counteract’
the activists’ ‘impressive media campaign’. Similarly, in the UK, Leon Brittan (see
Chapter 7) argued that ‘the business voice must make itself heard above the noise
being generated from other sources threatening the ongoing health of the system’.
Brittan argued that business could not afford to ignore the protesters, particularly
since ‘there are worrying signs that political resolve is weakening in some parts of
the globe’. The business community had to ‘strengthen the resolve of governments’
by presenting a strong, united front."
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It was generally recognized that the internet had played a major role in
mobilizing opposition to the MAI and the WTO at Seattle and PR firms advised
that business interests also utilize the internet to promote the pro-free trade message
and attack anti-WTO NGOs.'* A host of new websites emerged, including the
BRT’s goTrade site, www.gotrade.org/. goTrade included:

... [the] establishment of locally organized pro-trade networks, each
complete with a comprehensive local trade story, and a pro-trade
advertising campaign for those districts where such a campaign would
be effective. .. Other elements of the programme include a schedule of
special community events and forums; educational outreach to local high
schools and other educational institutions; timelines for meetings with
officials from the Congress and Executive Branch; as well as introductory
outreach to local and regional news media. The programme is reviewed
annually, with success measured through Congressional voting records,

polling, learned’ media coverage and public feedback."

In its counter-offensive, corporate interests had three goals: to present globalization
in the form of free trade and investment as in everyone’s interests; to undermine
opponents; and to prevent non-trade issues, such as labour or the environment,
from taking priority over trade concerns.

IN EVERYONE’S INTEREST

For two decades the issue of whether free trade was a good thing had not been
on the public agenda. Politicians who favoured unrestricted free trade presented
globalization as an inevitable fact of life, an unstoppable force of progress. Bill
Clinton had clearly spelled it out as US president by saying that ‘globalization is not
a policy choice; it is a fact’. Similarly, UK Prime Minister Tony Blair emphasized
that the process was ‘irreversible and irresistible’.'®

Transnational corporations (TNCs) had focused their efforts on lobbying
government officials and politicians. Now the business community was faced with
the stark reality that they had taken their free trade agenda beyond the point where
the public would meekly accept it. It was necessary to regain public confidence
in the business agenda. IIE’s Bergsten argued that public ‘education’ was required
‘first and foremost’ to show how globalization was beneficial to all countries and
most groups, although clearly there would be costs and losers."”

The US Council for International Business (USCIB) took part in PR efforts,
including ‘business community outreach efforts to inform the American public and
US Congress on the benefits of trade’ and international ‘outreach activities’ to ‘civil
society’. USCIB Chair Dean O’Hare argued that since World War II, peace had
been ‘built to a large extent by the growth of international trade that has woven
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this world together’. He urged business to ‘constantly advance the arguments in
support of trade liberalization in all our communications with our customers, our
employees and with our government representatives’.'®

The habit of associating free trade with world peace was a long one. The US
administration had used the slogan ‘If goods can't cross the borders, soldiers will’
when it was pushing for free trade during the 1940s. The International Chamber
of Commerce (ICC) claims to have been founded, after World War I in 1919, on
the idea of ‘world peace through world trade’.” This phrase was also a campaign
slogan of Thomas J. Watson, one-time president of ICC and founder of IBM,
which later did business with Nazi Germany. Now, ICC not only claims that
world trade brings world peace, but also that it eradicates poverty and represents
the poor people of the world, as well as world business. In a statement to G8 heads
of state in 2002, it said:

Business is concerned that the anti-globalization groups are pressuring
governments to hinder progress in the very areas that can eradicate
poverty and narrow the gap between rich and poor. Opening export
markets, expanding foreign direct investment ... ICC calls upon the
G8 governments, with the authority they derive from mass democratic
elections, to stand firm in the face of groups that are mostly unaccountable
and represent small minority views or narrow vested interests. We
cannot curb the chances of poor people to profit from participation in a
thriving global economy.™

World Economic Forum (WEF) members and associates also claim that they are
only thinking of what is best for the poor. Bill Gates, at the WEF’s Asia-Pacific
Summit in September 2000, dismissed the thousands of protesters outside the
meeting, arguing that globalization was good for the poor. This was a theme that
the WEF was promoting.

The protests against the WTO at Seattle provided one of the main focuses for
WEF discussions at Davos in 2000, which were also beset by protesters outside
the meeting venue. Those attending, from business people to presidents and prime
ministers, agreed that free trade was good and should be promoted; but ‘nearly
everyone in Davos agreed that globalization has an image problem’.”! There was
much discussion on how to present globalization as more than just a market or
economic force.

WEF members recognized that free trade leads to winners and losers, and
often results in greater inequalities in developed and developing nations; but
this was not their concern. Their problem was how to strengthen ‘public faith
in a market economy’ and show ordinary people that they, too, can benefit from
it. Mead pointed out that for the first time there is a ‘broad degree of consensus
among economists and policy-makers about what ought to be done. .. The trick,
as always, is winning public support for good policies.”*
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While continuing to promote free trade and globalization, the WEF now
stresses the need for economic development ‘with a human face’. It wants to ensure
that ‘the concerns and questions of an anxious public’ are answered convincingly.
WEF President Klaus Schwab declared the 1999 Davos meeting as ‘a kind of
landmark in reintroducing the notion of social responsibility to the corporate
sector’. He coined the term ‘responsible globality’ to use in place of ‘globalization’.
The meeting literature for the 2000 Davos meeting announced: ‘Among the many
facets of the globalization process is the realization that the process cannot have
only an economic and business face. It also needs to acquire a full social and ethical
dimension to be sustainable.’”

This concern with development ‘with a human face’ is not because members
are concerned about the plight of the poor and dispossessed, but because the
political instability that might arise from opposition to globalization and free trade
is bad for business. Schwab claimed that the lack of social cohesion produced
by community opposition to globalization and to corporate activities creates
vulnerabilities for the corporate sector. ‘Globalization is seen as a heartless economic
process that destroys jobs and cultures. It has become a scapegoat for everything
which is bad.’*

International Financial Services, London (IFSL) also embarked on a com-
munications campaign in 2000 to promote the benefits of free trade, particularly
the General Agreement on Trade in Services (GATS): “We thought this required a
very wide-ranging campaign and a combined effort between government and the
private sector.” The Global Services Network (GSN) was preparing ‘cuff-notes’ to
enable businesspeople to respond to anti-GATS claims.”

At a meeting of the Liberalisation of Trade in Services Committee (LOTIS),
Malcolm McKinnon, from the UK Department of Trade and Industry (DTI),
pointed out ‘that the pro-GATS case was vulnerable when the NGOs asked for
proof of where the economic benefits of liberalization lay’. Peter Maydon, from
the UK Treasury, suggested ‘that developing countries should be encouraged to
refute the arguments put forward by the NGOs’. Another strategy, recommended
by David Wood of the Confederation of British Industry (CBI), was to build
‘an industrial voice in those countries’. Henry Manisty from Reuters offered his
company’s help in publicizing the business view.*

The problem of gaining acceptance for services liberalization in developing
countries was repeatedly discussed at LOTIS meetings. Members noted that the
Koreans and Thais who had opened up their markets had done so under pressure
from the International Monetary Fund (IMF), rather than out of a ‘genuine
conviction’ about the benefits of liberalization. It was recommended that more
effort be put into ‘selling’ free trade ideas to the developing world, and this would
require that papers prepared for LOTIS that ‘expressed a unified UK, EU and
US industry view’ be modified with this objective in mind. The papers would
then be forwarded to government officials in advance of the WTO ministerial
meeting’.”
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Various other reports on the benefits to developing nations were compiled. The
European Commission (EC) ‘had worked up a research report on the benefits of
[market] opening which they hoped would lead to a more liberal approach on the
part of developing countries’. IFSL also initiated a research project by Professor John
Dunning of the Economists Advisory Group on the economic benefits of services
liberalization for developing countries in order to persuade developing countries
and to counter hostile NGOs. The project would feature case studies and be funded
to the tune of UK£50,000—-£70,000 by IFSL and corporate sponsors.*®

The Business and Industry Advisory Committee (BIAC) also argued that free
trade and open markets provide the essential ingredients for economic growth and
poverty reduction in developing countries. It claimed: “What matters most is to
ensure that the mechanics, dynamics and benefits of further trade liberalization
are positively perceived and understood by all.” It argued that the special treatment
available for developing countries as a result of the Uruguay Round impeded their
‘access to the benefits of trade and competitive markets’ and therefore should be
phased out.”

The Emergency Committee for American Trade (ECAT) ran public information
programmes, including a web-based ‘employee outreach’ programme entitled
Trade: Discover the Opportunity (TDO), which teaches ‘how trade is helping
employees achieve a better life and offers real life examples of ordinary Americans
who are achieving their dreams because of expanding trade opportunities. Member
companies receive ‘educational materials’, such as posters and newsletter templates,
to adapt for their own employees.*

Box 10.1 EMERGENCY COMMITTEE FOR
AMERICAN TRADE (ECAT)

The Emergency Committee for American Trade (ECAT) was formed in 1967 by executives
of large American companies who were concerned that a global trade war would
eventuate as a result of import restrictions that the US government was bringing in and
that other nations would retaliate. Today, ECAT supports expansion of the World Trade
Organization (WTO) agreements through lobbying US Congress and US administration
officials; testifying at government hearings; networking with like-minded organizations;
and ‘public information programmes’.®

Although ECAT is not forthcoming about who its members are, it claims that its
membership:

...Is comprised of the heads of major American companies with inter-
national operations, representing all major sectors of the US economy.
The annual sales of ECAT member companies total over 1 trillion dollars,
and the ECAT companies employ approximately 4 million people.*?
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ECAT also commissioned various studies to show how important free trade
and investment are to economic growth. Its fourth study in 2002, subtitled 7he
Public Opinion Disconnect, addressed the growing public opposition to free trade
and investment. It recognized that ‘the majority of Americans think trade and FDI
[foreign direct investment] hurt the US economy, on balance, with large majorities
also worrying that trade and investment generate labour-market costs in terms of
job destruction and lower wages’. However at the same time, most Americans see
information and communication technologies (ICTs) as a ‘main driver of economic
growth’ and will even tolerate job losses in the name of technological progress. The
study therefore sought to show that free trade and investment were necessary to the
development of innovation in ICT. It urged ‘policy-makers and business leaders’
to ‘articulate the essential role that trade and investment play in the creation and
use of ICT goods and services — and thereby play in the improvement of US living
standards’.”’

UNDERMINING OPPONENTS

Various tactics were used to undermine opponents, ranging from attacking them
as selfish and ill informed to attempting to co-opt and placate them. In an example
of the first tactic, Mexican President Ernesto Zedillo referred to opposition to
unconstrained globalism as ‘globaphobia’ and characterized protesters as ‘a peculiar
alliance’ of ‘forces from the extreme left, the extreme right, environmentalist groups,
trade unions of developed countries and some self-appointed representatives of civil
society’ whose primary aim was to stop developing countries from developing.
Similarly, former USCIB President Abraham Katz labelled the anti-globalization
movement as enemies of an open market system, business and free enterprise.*

Public relations firms prepared information for the business world about
anti-globalization protesters and how to deal with them. The PR firm Hill and
Knowlton prepared a background briefing for corporations in the lead up to the
September 2000 Asia-Pacific World Economic Forum Summit, warning of the
planned protests. The briefing included information on the protest organizers,
the s11 group (named after the date of the summit on 11 September). Hill and
Knowlton offered corporations assistance in dealing with protests and a strategy
from Hill and Knowlton’s crisis and issues management team.*

Burson-Marsteller subsidiary, Black, Kelly, Scruggs and Heally, distributed a
Guide to the Seattle Meltdown to its corporate clients, describing the various NGOs
who protested in Seattle against the WTO. The accompanying memo said: “We
wanted to share this Guide with you, not so much as a retrospective on the past,
but as an alarming window on the future.”

In Europe, as in the US, public relations firms eagerly offered their services
in bridging what the International Chamber of Commerce (ICC) secretary
general sees as the ‘communications deficit’ that has contributed to the ‘backlash
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against globalization’. For example, Edelman, one of the PR giants, offered corp-
orate clients help with ‘EU and WTO public affairs, media relations and crisis
preparedness’.”’

Free trade advocates in the UK, following the Seattle meeting and subsequent
mass protests at high-level business and trade meetings, demanded that NGOs be
better ‘controlled’ through codes of conduct and certification processes requiring
‘appropriate’ standards of behaviour. Those NGOs that complied would be offered
a seat at the negotiation table. Those that did not would be marginalized.?® Leon
Brittan urged business to ‘take up the cudgels’, attract media attention and show
that NGOs were advocating solutions that would ‘harm growth and employment
here [in Europe] and overseas’.”’

At LOTIS meetings, government officials and corporate executives discussed
strategies for countering the anti-globalization movement. The possibility that the
World Development Movement, which had initiated an anti-GATS campaign, was
‘open to persuasion’ was raised but dismissed as doubtful by a DTT representative
attending the meeting. Members speculated that ‘Not all NGOs would be turnable
and this was enabling certain governments with protectionist tendencies to hide
behind them.*

The European Commission established ‘dialogues with civil society’ to enable
NGOs, both business and non-profit, to discuss their concerns about trade policy
with EC bureaucrats. However, activists were cynical of the process: ‘On the
premise of taking into account the concerns of civil society, the EC would present
its position, listen to the supportive comments of the business lobbyists and the
fierce critiques of the campaigners ... and keep its WTO policies unchanged’.*!

These dialogues were also a way of removing the debate from the public arena
to a forum behind closed doors and separating the moderate NGOs who were
willing to work with the EC from the more radical NGOs that would see this as an
attempt at co-option. While NGO personnel wasted their time trying to persuade
the bureaucrats rather than the public, business would have the opportunity to
hear the best arguments of their opposition and adjust their ‘own lobbying strategy
and public rhetoric” accordingly.”

Token consultation has also been adopted by the WTO. In answer to allega-
tions of secrecy, the WTO ‘equipped its new council chamber with a public
gallery and invited representatives of more than 150 NGOs’ to its next ministerial
meeting.®

The need to appear to be more open and avoid the appearance of backroom
dealings was not lost on WEF organizers, either. They sought to present a more
open, humane persona and to raise WEF’s public profile. Its meetings now have
sessions that are open to carefully screened journalists and are reported on its web
pages. These sessions are sometimes addressed by invited representatives of NGOs,
some of whom are critics of unrestrained economic globalization. However, the key
part of the WEF meetings are the many private discussions that take place during
these meetings and the WEF’s web pages have sections that are only accessible by
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members. One journalist described how the ‘working press” at Davos (as opposed
to the WEF club of Media Leaders) are kept in a ‘dungeon-like basement’ and fed
‘reams of handouts, session summaries and snatches of the proceedings watched

on live, closed-circuit TV’.#4

REGULATIONS AND SANCTIONS

Business coalitions are opposed to any efforts to incorporate labour, environ-
mental or social issues within WTO rules unless they facilitate free trade. ECAT
is typical in its argument that ‘these issues are, for the most part, best addressed
in alternative fora and through alternative policy approaches’. Business coalitions
are also opposed to national regulations that seek to protect the environment or
workers at the expense of free trade and investment. Additionally, they generally
oppose sanctions imposed on trading partners for political reasons. ECAT refers
to these as ‘ineffective and counterproductive’.”

The USCIB opposes any policies that might impede free trade, including
regulations based on precaution; use of trade sanctions for non-commercial policy
purposes; and approaches to sustainable development that do not emphasize the
importance of open markets, free trade and economic growth. The US Coalition
of Service Industries (CSI) would like national regulations to be ‘more market
oriented’ and ‘pro-competitive’ in their interpretation and application. CSI’s
regulatory prescription is aligned with that put forward by Claude Barfield from
the American Enterprise Institute (AEI). He promotes ‘minimally intrusive’
regulations. Consumer protection laws should merely allow consumers ‘to have
adequate information to make informed and independent judgements’.*®

Leaked documents indicate that LOTIS was influential in getting EC nego-
tiators to push for a strict ‘necessity test’ within GATS that would require govern-
ments wanting to regulate services to prove that such regulations were not ‘more
burdensome than necessary’ to companies involved. A WTO secretariat memo
states that trade ministers had agreed that if such regulations were challenged in the
WTO, a defence of ‘safeguarding the public interest’ would be rejected. The memo
suggests that if the WTO adopted ‘efficiency’ as a criterion rather than public
interest, then government leaders would have more excuse to eliminate unwanted
regulations even if their citizens wanted them. If regulatory authorities or citizen
groups demand regulation of a particular hazard, politicians could avoid it by saying
that WTO rules would not allow this as it was too burdensome to industry.*’

In this way, WTO rules favour trade over public welfare even more than those
in the North American Free Trade Agreement (NAFTA), which require regulatory
measures to be ‘least trade restrictive’. For example, NAFTA administrators had
ruled — after appeal from the Canadian maker of the petrol additive MTBE — that
California could not ban MTBE from petrol to prevent groundwater pollution.
This was because banning MTBE was not the ‘least trade restrictive’ way of dealing
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with the problem of polluted groundwater. The alternative of digging up and
repairing petrol-holding tanks all over the state to stop them from leaking into
groundwater, although expensive, was considered to be preferable because it was
less trade restrictive.”s This ‘least trade restrictive rule’ is also part of WTO rules.

USCIB and BIAC both oppose attempts to include environmental and social
provisions in trade agreements. The USCIB is particularly concerned about uni-
form standards, sanctions and any trade-related measures to achieve social and
environmental ends. BIAC also opposes labelling schemes used by individual
countries to differentiate between goods on the basis of environmental and other
criteria: ‘Non-product related processes and production methods (PPM) labelling
discriminates unfairly against identical like products and influences consumer
spending and, consequently, market access.” It hopes this issue of ‘discriminatory
labelling’ will be dealt with in the WTO.%

Although the USCIB is a participant in the International Labour Organization
(ILO), it is loath to see ILO recommendations made mandatory in any trade or
other multilateral agreement. USCIB President Thomas Niles told a US House
Sub-Committee that USCIB opposed the inclusion of labour issues in the WTO.
He argued that any trade sanctions based on non-compliance with labour standards
would be ‘the first step toward a new protectionism’ and that imposing trade
barriers based on labour standards would not promote better compliance. Rather,
‘the key to better labour standards is economic development, which can be achieved
through increased trade and investment flows, not sanctions’.*

Similarly:

BIAC has long held the view that the ILO, not the WTO, is the competent
body to deal with conditions of work. .. We continue to believe it would
be damaging to trade and investment, and counterproductive to the
improvement of labour conditions, to introduce trade sanctions for
violations of any agreed labour standards or to include binding social
clauses in trade agreements or investment treaties.”'

BIAC is also concerned about corporate codes of conduct which, it argues, raise

the costs of doing business and can undermine the competitiveness of corporations

based in countries that introduce them. International codes such as the OECD

Guidelines for Multinational Enterprises and the ILO Tripartite Declaration of
Principles Concerning Multinational Enterprises and Social Policy are okay so long

as governments do not make them binding. Government-enforced or third-party

labelling schemes and external auditing of companies for compliance to codes of
conduct would also be unacceptable.*

Government and business members of LOTIS wrestled with how to publicly
differentiate between the regulations that corporations wanted to outlaw and
those that they wanted to keep or establish. The use of the term ‘pro-competitive
regulation’ or ‘pro-competitive regulatory principles’ (PCRPs) was repeatedly



202  SUITING THEMSELVES

discussed. Michael Foot from the Financial Services Authority (FSA) said that the
term “pro-competitive” gave the wrong impression” and others thought it was not
a term that could be sold to developing countries. The US had proposed using
‘trade-related regulatory principles’. Matthew Goodman from Goldman Sachs
International suggested ‘getting rid of the term “pro-competitive” but holding on to
the concept’ and Steve Robson from Her Majesty’s Treasury suggested ‘using a code
on the lines of “transparent, fair and effective”.*® Indeed, the terms ‘transparent, fair
and effective’ have become common in the free trade literature on regulation.

The National Foreign Trade Council (NFTC) is the leading business coalition
in the campaign against sanctions. It has taken legal action to prevent state and local
governments from discriminating against companies who do business in countries
where governments abuse human rights. For example, it won a precedent-setting
case in 1999 against Massachusetts legislation that added 10 per cent to government
tenders from companies that did business with Burma (Myanmar).**

Box 10.2 NATIONAL FOREIGN TRADE COUNCIL
(NFTC)

The National Foreign Trade Council (NFTC) is one of the oldest business coalitions lobby-
ing for free trade and open markets. It was formed in 1914 and currently has over 300
US companies as members.* Its board of directors includes the American International
Group (AlG); Bechtel; Boeing; BP America; Caterpillar; Citigroup; ExxonMobil; Ford
Motor Company; General Electric; Halliburton; Hill and Knowlton; Pfizer; and Procter
& Gamble.

On its website, the current US Trade Representative (USTR) thanks the NFTC for ‘all
your efforts to help us prepare for the WTO ministerial in Doha’ and for its ‘tremendous
amount of work to promote the launch’ of a new round of WTO negotiations. And US
Vice-President Richard Cheney, former chief executive officer (CEO) of Halliburton,
says: ‘From the point of view of Halliburton, one of the most valuable organizations we
are a part of is the NFTC.’%®

The NFTC offers its members influence, access to the US Congress and the Executive,
information and expertise. It claims to shape and support free trade agreements such
as the North American Free Trade Agreement (NAFTA) and the WTO through providing
‘a broad-based US business voice and leadership’ in negotiations and engagement
‘at the highest levels with key decision-makers’. The NFTC’s contribution to portraying
regulations as trade barriers include presentations to embassies of developing countries
and a White Paper on the economic harm that regulations do when they seek to reduce
risks but are not fully based on science.®”

The NFTC's interest in free trade is based on the financial interests of its members
rather than free market ideology; therefore, it is also a big supporter of export credit
agencies such as Overseas Private Investment Corporation (OPIC) and Ex-Im
Bank, which basically subsidize companies operating overseas. It spends well over
US$1.5million each year on government lobbying.%®
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It is common in many US states and cities for locals to express their disfavour
of foreign regimes through ‘selective purchasing’ laws. For example, during the
1980s such laws had succeeded in getting some large US companies to withdraw
from South Africa, and in the late 1990s companies such as Apple computer, Levi
Strauss, Eastman Kodak and PepsiCo were withdrawing from Burma to ensure
that their US business continued.”

NFTC President Frank Kittredge stated in relation to the court case that
NFTC won against the Massachusetts law: “This ruling has broad, nationwide
significance, and should help to putan end to local efforts to make foreign policy.’
In other words, he opposed local democratic efforts to influence local government
purchasing decisions. The NFTC had also lobbied in Washington to have the law
overturned by the federal government.*

USA*Engage is a corporate front group that was formed in 1997 by the
NFTC to promote the business case against sanctions. The NFTC continues to
play a leading role in its activities and maintains its website. As a front group,
USA*Engage enables corporations to push for trade with dictators and regimes
who abuse human rights without fronting up themselves and suffering a loss of
corporate reputation. According to Frank Kittredge, president of NFTC and vice
chairman of USA*Engage, ‘USA*Engage was formed because a lot of companies
are not anxious to be spotlighted as supporters of countries like Iran or Burma. ..
The way to avoid that is to band together in a coalition.”®'

USA*Engage succeeded in getting dozens of supportive newspaper editorials
following its formation. The results seemed to be paying off in 2000 when ‘the
House Republican leadership agreed to ease the trade embargo against Cuba ...
the House voted to make permanent China’s normal trading rights in the United
States ... the Clinton administration announced it would lift economic sanctions
against North Korea’ and a House bill proposed lifting sanctions on food and
medicine to Libya, Iran and Sudan.®

The Institute for International Economics (IIE) conducted a study on the cost
of sanctions, which was partly funded by the NFTC and released at USA*Engage’s
first press conference. USA*Engage has also made good use of reports and studies
funded by NAM, the Cato Institute, the Center for Strategic and International
Studies and the Center for the Study of American Business. These think tanks all
receive funding from USA*Engage members.*?

USA*Engage managed to get its allies in Congress to sponsor a bill in 1997:
the Enhancement of Trade, Security and Human Rights through Sanctions Reform
Act. The act would make sanctions very difficult to impose unless they were to
remedy unfair trading practices. It would require a comprehensive assessment of
the ‘likely impact on US foreign policy, economic and humanitarian interests” of
any proposed sanctions, as well as a cost-benefit analysis of the economic impact
on private companies. It would exempt companies with pre-existing contracts from
sanctions imposed, and would require sanctions to be reauthorized every two years.



204 SUITING THEMSELVES

Box 10.3 USA*ENGAGE

USA*Engage has more than 600 corporate members from all sectors of the economy,
as well as 40 national and state associations and organizations. It campaigns against
selective purchasing laws and sanctions by persuading ‘policy-makers, opinion leaders
and the public’ of the economic costs and ineffectiveness of sanctions.5*

It seems that the National Foreign Trade Council (NFTC) hired public relations (PR)
consultants and coalition builders, the Wexler Group (see Chapter 6), to set up and
maintain USA*Engage. Members include the National Association of Manufacturers
(NAM); Unocol and Caterpillar, which do business in Burma; Mobil and Texaco, which
do business in Nigeria; and Boeing, Westinghouse and ABB, which are all keen to do
business in China.®

USA*Engage argues that ‘American values are best advanced by engagement of
American business and agriculture’ — hence its name. It claims that this engagement
inevitably improves the lives of people worldwide and therefore advances democracy
and human rights. In contrast, unilateral economic sanctions impose costs on the
US by spoiling relationships with allies; increasing costs of imported goods; and
compromising the competitiveness and investment opportunities of US companies by
giving competing foreign companies the opportunity to access markets that the US is
boycotting.®®

USA*Engage claims direct access to US Congressional, administration, state and
local officials. It particularly targets members of Congress by estimating the cost of
sanctions to their constituents. It also recruits ‘respected foreign policy and economic
experts to speak out against sanctions, actively engage the media and provide
outreach’ in key states. In this way, USA*Engage claims to have ‘effectively recast the
political debate on sanctions’.®”

USA*Engage is chaired by Caterpillar Inc’s director of government affairs, William
Lane, who also played an active role in lobbying for the General Agreement on Tariffs
and Trade (GATT). Lane detailed USA*Engage’s strategy:

We engaged the academic community and think tanks. We engaged non-
traditional business allies ranging from religious and humanitarian organ-
izations to human rights groups. We engaged Congress and the Clinton
administration.®

An internal memo obtained by Mother Jones magazine suggests that the bill was
initially drafted by the Wexler Group.®’

As part of the lobbying for this bill, USA*Engage wrote to its members in
1998 asking for their help in ‘mounting a grassroots letter writing campaign’ in
favour of the bill. Such a campaign would involve ‘senior executives, suppliers,
facility managers and, wherever possible, employees’, and would support ‘our
Congressional champions’ who were asking for help to make the bill a top priority:
‘if we are going to prevail we must act now.... In their view and ours, a successful
legislative strategy hinges on our ability to rapidly assemble large, bipartisan
cosponsor lists.””
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The Trade Sanctions Reform and Export Enhancement Act was passed in 2000
but lacked some of the teeth that USA*Engage would have liked, and it continued
to lobby for further legislative reform until the issue was sidetracked by the events
of 11 September 2001.7!

CORPORATE COALITIONS

Business coalitions and networks work on the principle that a ‘combined voice is
more powerful than one that is fragmented’.”> Companies that are theoretically
competitors in the market cooperate with each other to protect business interests
against democratic regulations and restrictions. Individual firms network with
national sectoral associations, national sectoral associations network within national
peak associations such as the US Chamber of Commerce or the US Council for
International Business (USCIB), and national peak associations network with
international peak associations such as the ICC.”

The USCIB notes that:

Leading American companies increasingly recognize that to succeed
abroad, they must join together with like-minded firms to influence
laws, rules and policies that may undermine US competitiveness, wher-
ever they may be... By helping shape international regulation and
expand market access for US products and services, USCIB members
can lower the costs of doing business abroad and enhance their long-

term profitability.”

The European Services Forum (ESF) similarly recognized that ‘By tabling a
coordinated document, the industry will be stronger within the European Union
and vis-a-vis the other WTO member states, and will give to their sectoral
requests a political dimension that individual sectors will not be able to achieve.”
The Intellectual Property Committee (IPC) used the same strategy in putting
together the Basic Framework document on intellectual property with UNICE
and Keidanren (see Chapter 8).

A great number of trade coalitions have been formed for this purpose of
presenting a combined and powerful voice for business. These coalitions are
tightly networked, as shown in Figure 10.1. They are also closely interrelated
through their common corporate membership, as depicted in Table 10.1. This
multiplicity of coalitions with heavily overlapping membership and leadership
enables corporations to multiply their power and influence.

Corporations are interconnected through overlapping board memberships,
and in the US those with the most extensive connections — American Express, Sara
Lee, Chase Manhattan Bank, General Motors, Procter & Gamble — tend to play
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Figure 10.1 The interlinking of some US trade groups

Note: In this figure, the overlapping US trade groups and business coalitions are shown. Each
arrow represents a relationship between two groups, ranging from membership to leadership.

a central role in the network. Their directors are 90 to 95 per cent male, 95 per
cent white, usually business executives, bankers or corporate lawyers, and tend to
vote Republican. The few business leaders who don't fit this profile, nevertheless,
adhere to corporate values.®” These directors, along with the leaders of supporting
think tanks and policy groups, constitute a corporate class with common interests
in fostering a pro-business political climate that has minimal scope for democratic
intervention.

The inner circle, people who are directors of more than one company, provide
the leadership for the corporate class: organizing and running the business coalitions
where common goals and strategies are worked out; coordinating the public
relations specialists, think tanks and media outlets that manipulate public opinion;
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210 SUITING THEMSELVES

setting the agendas for policy groups; guiding their policy recommendations onto
government agendas; filling positions in successive government administrations and
as government advisers; and thereby ensuring conducive public policy outcomes.
In this way, government is intimately connected with the corporate power elite, or
inner circle, and this is increasingly the case in other nations around the world.

The key leadership role of a few corporate executives in mobilizing and organ-
izing free trade coalitions confirms Useem’s theory about the ‘inner circle’ of corp-
orate power (see Figure 10.2 and Table 10.2).

The inner circle are powerful within the corporate community because of their
top-level management positions within large corporations, their board membership
of other large corporations and their leadership positions in business associations.
Because of these multiple positions, they are able to network with others in similar
positions and mobilize resources and express support for political goals shared by
others in the circle. Their views tend to ‘reflect the broader thinking of the business
community rather than the concerns of an individual company.®

The enlistment of regulators, bureaucrats and politicians in their cause has
been a key achievement of those lobbying for various agreements within the GATT
and the WTO. This is made easier by the phenomenon of the revolving door. Large
financial corporations are able to offer lucrative positions, including directorships,
to those who are supportive of their aims. Some government officials have also
gone on to play key roles in business coalitions (see Table 10.3).

Leon Brittan, former UK minister and EU trade commissioner (now Lord
Brittan of Spennithorne), went on to be vice chair of UBS-Warburg, a key lobbyist
for liberalization of financial services, and chair of the High Level LOTIS Group.
Christopher Roberts was director general of Trade Policy at UK’s Department of
Trade and Industry (DTI) until 1997 and the UK’s chief trade negotiator during
the Uruguay Round before becoming chair of the LOTIS Committee and vice chair
of its High Level Group. Some do not even wait until they leave their government
jobs. For example, Alistair Abercrombie, one of the DTT’s ‘lead services negotiators’,
took a ‘two-year secondment’ to British Invisibles where he was director of trade
policy and secretary to its LOTIS Committee.”

The ‘unprecedented levels of strategic alliances and global networks’ created
by transnational corporations (TNCs) have been referred to as a new form of cap-
italism: ‘alliance capitalism’. In this new form of capitalism, TNCs have more in
common with and show more loyalty to TNCs from around the world than with
the countries they are headquartered in.*® Despite this shift in allegiance, national
governments still go out of their way to facilitate the business activities of these
TNC:s and to ensure that their policies do not unduly impede those activities.
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Conclusion: The Triumph of
Corporate Rights

The most effective way to restrict democracy is to transfer decision-
making from the public arena to unaccountable institutions: kings and
princes, priestly castes, military juntas, party dictatorships, or modern
corporations. NoaM CHOMSKY'

Towards the end of the 1970s we witnessed a turning point in history. The rise
of Thatcherism in the UK and Reaganism in the US, as well as the conversion of
labour and social democratic governments in countries such as Australia and New
Zealand to free market policies, marked a shift in government priorities. Corporate
interest began to take priority over national interests and the nation state began to
fade as the pre-eminent organizing principle for human societies.

This was no natural or inevitable evolution but an outcome fostered and
nurtured by the transnational corporations (TNCs) who have most to gain from
it. They have used their power and influence over governments to promote free
trade and deregulated business enterprise as the highest goal of government policy.
They have augmented their economic power by creating and supporting vast and
far-reaching corporate networks dedicated to political persuasion. These corporate
power blocks are able to manipulate and coerce elected and appointed members
of governments and international institutions around the world to adopt policies
that suit TNCs.

The rise of corporate power and the increasing importance accorded to markets
mean that TNCs are eclipsing the nation state as the driving force behind policy-
making. So-called ‘free’ markets are becoming the new organizing principle for the
global order. The idea that governments should protect citizens against the excesses
of free enterprise has been replaced with the idea that government should protect
business activities against the excesses of democratic regulation. As a consequence,
the ideals of the nation state have been diluted and distorted.

After several centuries of development, these ideals were ultimately expressed
in the Universal Declaration of Human Rights, adopted by the United Nations
General Assembly in 1948, after World War II. It was a significant statement of
moral and political principles that formed the basis of subsequent human rights
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treaties and national constitutions and has become part of international customary
law, which binds all nations.

Human rights include the right to life, liberty, health and well-being. They
apply to every human being throughout their lives, no matter where they live or
what their religion, occupation, race, colour, gender or age. They are regarded as
essential to human dignity and as inalienable, which means that they cannot be
taken away, sold or given away. Governments have a duty to ‘respect, protect and
promote them’. Human rights are supposed to have absolute priority over any
political lobbying or economic trade-offs.?

The Universal Declaration was later reinforced by the International Covenant
on Economic, Social and Cultural Rights and the International Covenant on Civil
and Political Rights. These covenants, adopted by the UN in 1966, elaborate the
rights in the Universal Declaration and are binding on the 130 or more nation
states that have signed them. The Universal Declaration of Human Rights, together
with the two international covenants, make up the International Bill of Human
Rights.

The International Covenant on Civil and Political Rights (CCPR) includes
the right to freedom of thought, conscience and religion; freedom of association
and peaceful assembly; the assumption of innocence until proven guilty at a fair
trial; freedom from arbitrary arrest or detention; freedom from torture and cruel,
inhuman and degrading treatment; and freedom from slavery or forced labour.
Most significantly, it protects the right of citizens to participate in the governance
of their nations.

The International Covenant on Economic, Social and Cultural Rights
(CESCR) includes rights to an adequate standard of living, health, education,
social security, work in proper working conditions for fair wages, participation
in cultural life, and the benefits of social progress. These are rights that place an
obligation on governments to adopt policies to ensure that individuals and groups
are equally able to develop to their full potential.’

However, with the eclipse of the nation state and the mobilization of corporate
power, corporate rights and the priority of free trade are progressively trumping
human rights and undermining democratic efforts to protect those rights. The
World Trade Organization (WTO) and its rules represent the culmination of
years of corporate political mobilization, much of it carried out before civil
society became aware of what was being accomplished. The WTO is today an
instrument of business interests. It represents the triumph of corporate coalitions
over democratic regulations that are intended to protect the human rights of
workers, consumers and communities, as well as the environments in which they
live and work or which they value.

An early indicator of the shape of things to come occurred in 2004, with a
victory of transnational gambling corporations over democratic governance. A
WTO panel ruled that the US government could not ban internet gambling. The

panel conceded ‘that the measures at issue were indeed designed so as to protect
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public morals or to maintain public order’, but decided that the measures were
not allowable because:

... the United States had failed to demonstrate that they were ‘necessary
since it had not shown that there was no W1TO-consistent alternative
measure reasonably available that would provide the United States
with the same level of protection against the risks it had identified.*

In answer to the issue of whether a nation had the right to regulate in response to
democratically formulated policy, the panel of three trade experts that made the
gambling ruling stated: ‘Members’ regulatory sovereignty is an essential pillar of the
progressive liberalization of trade in services; but this sovereignty ends whenever
rights of other members under the GATS [General Agreement on Trade in Services]
are impaired.”

In other words, the ban on internet gambling was ruled to be a trade restriction
that interfered with the rights of another member of GATS — in this specific
case, the complainant state, Antigua — where at least one transnational gambling
corporation had its nominal base of operations. According to the ruling, if the US
wants to protect public morals, it has to find a way to do it which does not restrict
corporate rights to trade — otherwise the onus is on the US government to prove
that no such alternative exists.

The WTO ruling requires US regulations to be changed at both the state and
federal levels of government. Gambling is subject to a variety of restrictions that
may now be challenged under this ruling. These include ‘state monopolies on
lotteries, exclusive rights granted to native tribes to operate casinos, and local bans
on certain forms of gambling [such as] slot machines’.®

The ruling is significant because it shows that the WTO can overrule the
right of democracies to decide to legislate in order to protect public morals and
to maintain public order when such legislation interferes with the rights of other
nations — and, by implication, TNCs — to trade globally without impediment.
Yet, even if free trade is more economically efficient, markets are supposed to serve
society, rather than societies serving the imperatives of free markets.

Some people may argue that an original commitment to opening sectors of a
nation’s economy to liberalization was made democratically; therefore, the WTO
is merely enforcing an earlier democratic decision. However, this book has shown
clearly that such decisions are far from democratic. In the case of developing
nations, such decisions are coerced, and in the case of more powerful nations such
as the US, they result from the exercise of corporate power and manipulation.
However, what is significant about the WTO is that it locks such decisions in place
so that democracies are unable to subsequently respond to changing circumstances
or public pressure.

At the time that the US government made its GATS commitments to open-
ing up its recreation services in 1993, it was unable to foresee the technological
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changes that would lead to internet gambling being such a major problem, and
so it did not specify gambling as an exception. Now that internet gambling has
turned out to be such a major issue, the government is no longer able to ban i,
even if this is what a majority of citizens want to do. Instead, it must find a way
to protect public morals that does not interfere with the rights of TNCs to exploit
gamblers via the internet.

The implications of the judgement are far reaching. It has been suggested that
the ruling would mean that under Europe’s unlimited GATS commitments for
solid and hazardous waste disposal services, ‘no European jurisdiction — be it local,
regional or national — can prohibit foreign-owned operations from disposing of
hazardous waste by “incineration or other means”, even if these means are totally
illegal for domestic firms under local laws’.” As with the gambling case, governments
will have to find alternative ways of protecting public health that do not interfere
with the rights of TNCs to dispose of hazardous waste as they see fit.

The protection of public health and morals has traditionally been given
priority in democracies, and even human rights are subject to limits that enable
governments to protect them. In other words, individual human rights may be
democratically limited by governments in order to protect public health and
morality. The International Covenant on Civil and Political Rights, which came
into force in 1976, states that:

The above-mentioned rights shall not be subject to any restrictions
except those which are provided by law, are necessary to protect national
security, public order (ordre public), public health or morals or the
rights and freedoms of others. (Article 12)

Even in these exceptional circumstances, human rights can only be limited by
governments if they can ‘demonstrate that the limitations do not impair the
democratic functioning of the society’.®

The WTO, however, places the corporate right to free trade above these
democratic priorities. In the process, corporate rights have become even more
important than individual human rights. Governments may protect public health
and morals only in so far as this does not interfere with corporate rights to free
trade and investment. In addition, as we saw in Chapter 3, any backtracking on
free market policies will be punished by international financial institutions and
foreign investors.

According to Article 25 of the Universal Declaration of Human Rights
(1948):

Everyone has the right to a standard of living adequate for the health and
well-being of himself and of his family, including food, clothing, housing
and medical care and necessary social services, and the right to security
in the event of unemployment, sickness, disability, widowhood, old age
or other lack of livelihood in circumstances beyond his control.”



CONCLUSION: THE TRIUMPH OF CORPORATE RIGHTS 223

The world has never achieved this worthy goal; but it was once a democratic ideal.
However, this ideal conflicts with corporate goals, and corporations have ensured
that such rights have become mere privileges that must be paid for. In a corporate-
dominated world, the right to an adequate standard of living is subordinate to
the right of corporations to make profits out of providing every human service.
Essential services such as water and electricity that are crucial to the fulfilment of
this human right are increasingly denied to poor people when these services are
turned into tradeable commodities that TNCs can make profits from.

The right of every member of society to ‘take part in the conduct of public
affairs’ has been usurped by corporations who have avoided and bypassed demo-
cratic decision-making and rendered it meaningless. The right to work in proper
conditions for fair wages and to benefit from social progress has been whittled away
as corporations and their executives appropriate an ever larger share of national
income and encourage governments to remove worker protections and welfare
entitlements in the name of economic growth and competitiveness in a global
market.

The right to life and health are neglected as millions die each year from con-
taminated air and water, and millions more suffer the health impacts of industrial
and agricultural chemicals that are used to boost industrial production and profits.
Efforts to regulate pollution and environmental degradation are resisted by corp-
orations and, according to the WTO, must be proven to be necessary and the
least trade-restrictive option or otherwise must give way to the greater right of
corporations to trade.

Democratic ideals such as an adequate level of health and education for all
have been sacrificed to provide business opportunities for corporations. The tragedy
is that by the time the world’s citizens realize the consequences of this loss, their
ability to regain power and to reorder priorities democratically will be obstructed by
the WTO. The collective corporate ambition to rise above the reach of democratic
controls will have attained its ultimate success.

NOTES

1 Noam Chomsky, ‘Domestic Constituencies’, Z Magazine, May 1998, www.chomsky.
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