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Slide One- Globalization from Different Perspectives
Marx is dead. But his ideas, as espoused by Communist countries for nearly 90 years, are still practiced in some form or another. 

Certainly his theories are still in use around the world. 

Marx talked about the exploitation of the worker by the capitalist.

Lenin added to this by introducing Imperialism, is the dominant and exploitative relationship of industrial countries to the colonial possessions.  

“The History of all hitherto existing society is the history of class struggles”

-Marx

“Imperialism is Capitalism in that stage of development in which the domination of monopolies and finance capital has established itself; in which the exports of capital has acquired pronounced importance; in which the partition of all the territories of the globe among the great capitalist powers has been completed.”

-Lenin

1/1/94 marked the day a small group of rebels, made of up of Peasant guerrillas, seized six towns in the Mexican states of Chiapas. This event, called “The Chiapas Awakening” by some, was a protest against a political and economic system that the peasants saw as fundamentally biased against them.   

Like man revolutionary groups, these guerillas picked a specific day to make their move, the day NAFTA came into effect. 

NAFTA would, the rebels believed, serve to increase the exploitation by the capitalist system of them and the people they came from. 

They were revolting against inherent injustice in the system, as they saw it. 

We will see more of Marx in later chapters, but he appears here is remind us that Globalization is most definitely NOT appreciated by everyone. 

Democracy and Markets- The IPE of NAFTA

The controversy over NAFTA illustrates a key issue in political economy: the tension between the “logics” of democracy and the market. 
NAFTA stoked the fear of the US about the impact of an emerging world economy on their jobs and communities as well as heightening their frustration at their inability to influence the international economic forces that were increasingly shaping their lives.  

The pressures of international economic competition and the global mobility of capital may threaten the health, safety, labor and environmental standards enjoyed by citizens in the advanced industrial democracies. 

Critics of free trade agreements like NAFTA see growing tensions between citizen’s democratic claims to rights of clean air and water, safe working environments, healthy food and decent wages and the prerogatives of business leaders seeking to maximize economic efficiency.

 The issue of free trade with Mexico stirred passions rarely seen in US politics. 

For some, NAFTA symbolized the US acceptance of the globalization of the world economy and marked the start of an effort at hemisphere integration to meet the European and Asian challenges of the new century. 

Free trade with Mexico would be a boon to the US, ensuring freer access to Mexican markets and creating thousands of export based jobs. 

For others, however, NAFTA was a lightening rod for concerns about a lingering rescission and for deeper fears of long term erosion in the strength of the US economy. 

Critics of NAFTA feared that Mexico’s low wages and weak environmental, health, and safety regulations would lead US companies to divert investment and production south of the border. 

These concerns resonated with pessimistic workers who had experienced declining incomes and seen mass layoffs and were apprehensive about their economic futures. 

After a furious public debate and in the face of sharply divided opinion, NAFTA narrowly passed congress. 

The public row over free trade with Mexico was in sharp contrast to the consensus among economists that the agreement was desirable and that all parties would benefit from the lowering of barriers to trade. 
During the NAFTA debate some 300 economists signed a letter to Clinton stating their support for the agreement. .

They argued that free trade with Mexico would have minimal but ultimately positive effects on incomes and employment in the US.  
US trade barriers against Mexican products were low before NAFTA, and US workers were much more productive than their Mexican counterparts; few economists believed that even completely eliminating barriers from trade would produce huge shirts in investment and employment from the US to Mexico. 

NAFTA’s advocates, steeped in the tradition that free trade maximizes efficiency and welfare fro all parties, saw the deals advantages as self-evident. 

They dismissed their opponents as narrow-minded protectionists trying to hold back an overwhelming tide of global economic change. 
MIT economist called NAFTA “economically trivial” for the US and denounced the “simplistic rhetoric” by its critics. 

In order to talk about this, we need to first talk about NAFTA

NAFTA

NAFTA was the culmination of a process set in motions by two Mexican presidents in response to the Mexican economic crisis of the 1980s.   

The collapse of world oil prices and the failure of Mexico’s long standing efforts at import substitution had left the country facing crushing foreign debt, staggering federal deficits, soaring inflation high unemployment and collapsing standards of living. 

Mexico was effectively bankrupt by 1982 and announced that it could not pay its foreign debts. 

In response to this and in response to demands by the IMF, the leadership strove to liberalize the Mexican economy. 

The Mexicans lowered tariff barriers on many products, sold off numerous government owned enterprises and signed the GATT to buy into the opening up of world markets. 

In addition, Mexico negotiated debt relief with the US, cut public expenditures, relaxed laws inhibiting foreign investments and re-privatized the largest Mexican banks.  

In essence, Mexico fervently embraced economic liberalism in order to turn things around. 

These policies proved to be successful in attracting foreign investment and promoting exports. 

Foreign direct investment nearly doubled from 17 billion in 1986 to 34 billion in 1991. 

Mexico’s manufacturing sector also grew rapidly and manufacturing displaced oil as the country’s most important export. 

Trade with the US nearly doubled between 1987 and 1991. 

85 percent of Mexican exports were shipped to the US and the leadership was searching for a way to ensure stable access to the US market; this issue was increasing in importance. 

In June, 1990 Mexico officially requested a free trade agreement with the US. 

This decision was controversial in Mexico, which had and still has a long tradition of suspicion and even hostility towards its northern neighbor. 
However, Mexico was determined to enter the first world and a trade agreement was an integral part of this. 

This leader, President Salinas, made NAFTA the focus of his presidency and he envisioned it as a vehicle of economic change for his country. 
Once Mexican writer stated that NAFTA was political theology; either we will go to heaven or hell.

The US, on the other side of the border, saw a different reality. They believed that Mexico was Latin America’s most Authoritarian state except for Cuba and Peru. 

Through this authoritarianism Mexico could maintain the foreign investment, low wages, and weak regulations while keeping dissent and labor agitation to a minimum. 
Salinas was reelected in 1988 in an election widely regarded to be riddled with fraud. 

The “new Mexico” was still plagued by poverty and extreme inequality and the 1994 peasant rebellion reminded the world of this. 

Critics of NAFTA worried about the impact of the integration on US employment, wages and environmental regulation because of these issues in Mexico. 

How did US officials see this call for a free trade agreement?

The Bush administration was hesitant at first but a number of economic and political factors changed this. 
Bush was frustrated at the slow pace of the GATT negotiations and also wanted to take action on the growing problem of illegal immigration.

Bush was also interested in shoring up the liberalizing forces and keeping the Mexican president friendly to US interests. 

As early as the 1980s, Mexico and the US were increasingly interdependent on each other. The announcement that Mexico would not be able to pay its foreign debts nearly put 7 of the 9 leading US banks on the brink of bankruptcy. 

Bush hoped that the Salinas policies would strengthen the Mexican economy in order to avert future problems as well as buttress the political order.

Also NAFTA did offer substantial benefits to US firms which could team their capital and technological expertise with low wage Mexican labor in joint production efforts. 

Japan was doing much the same in other Asian states, Bush hoped to see more of this. 

The advantages of participating in a trading bloc were also attractive to the Bush administration. 

Export wise, Mexico offered a market that was growing (70 percent of Mexico’s imports came from the US).

The US had a substantial interest in this: a 1$ increased in the Mexican GDP was a 0.15$ increase in US exports. 

The Bush Administration received “fast-track” approval from congress. This basically allowed negotiations to proceed and once things were set in motion, no amendments were allowed to be tacked on. 
This method was insurance for Mexico and Canada for these two states were afraid of the treaty becoming torn apart during the legislative process in DC. 

8/92 saw the finalization of the deal.

The Core of the Deal

In book form, NAFTA is in five volumes and weighs 15 pounds, not counting the supplements which deal with issues on labor, the environment and other issues. 
Despite all of this, NAFTA’s core is simple: eliminate or lower trade barriers to trade in goods and many services and to create a limited common market from the Yukon to the Yucatan.

Two major elements are contained within the agreements

-Reduction or elimination of tariffs on many goods produced in North America as well as facilities investments across the borders on the continent. 

It is important to note that NAFTA did not eliminate all trade barriers- the agreement contained measures protecting economic interests in all three countries against free trade. 

Mexico had fare higher tariff and non-tariff barrier place before NAFTA; consequently Mexico made far more concessions.
Duty Free goods are also part of the deal, but in order to be duty free the goods must originate from within the NAFTA states. Goods imported in pieces are only eligible if the final product is substantially different. 

For example if timber from Brazil is imported to Mexico it cannot be shipped duty free to the US. But Mexican paper made from Brazilian Wood pulp could be. 

Some products must also have a sufficient “North American Content” in order to remain duty free. (Autos, shoes and chemicals must have at least 50%)

The second element is that NAFTA protects the property rights of those who invest across borders in North America and eliminates practices that had long discouraged foreign investment in Mexico. 

NAFAT requires each signatory country to treat foreign investors no different than domestic investors and prohibits governments from imposing any “performance requirements” on foreign investors. 

For example, before NAFTA, Mexico often required foreign owned firms to buy certain inputs locally or export a certain percentage of goods.  

Such a requirement was a nontariff barrier to trade.

Another NAFTA provision, aimed at Mexico, prohibits nationalization or government seizure of private enterprises by requiring governments to pay immediate and fair compensation.  

These provisions have undoubtedly fueled Mexico’s hungry appetite for foreign investment. 

While NAFTA lowers many trade barriers, it does offer protectionist safeguards for certain domestic producers.

First there are the “snap-back” provisions, which allow governments to reimpose tariffs temporarily to protect specific economic sectors suffering substantial losses due to import surges. 

For example, if Mexican tomatoes flood the US market and drive down prices, Washington can throw up new tariff barriers against imported tomatoes while US growers adjust to the new competitive environment. 
Each country insisted on protecting certain domestic industries and the agreement contains many such arrangements. 

For example, Mexico protected its oil and gas drilling enterprises and the US protected its shipping industry. 

Many protectionist provisions emerged from the political process in the US. Many concessions were made to members of congress. 

One such agreements empowered the US to impose steep tariffs on orange concentrate is Mexican exports rise and the price drops to a specified level. 

While these provisions violate the spirit of free trade, they were necessary to complete the free trade agreement.  

NAFTA supporters believed that US regulations would not be in jeopardy. However US laws regarding tuna caught in ways that kill dolphins as illegal was ruled as restrictive by GATT in Mexico’s favor. 
Supplemental Agreements

The concerns about free trade on US labor and environmental standards clouded NAFTA’s prospects for acceptance by the Congress. 
Like many poor countries, Mexico is an environmental laggard with weak enforcement of laws and virtually no infrastructure for dealing with environmental problems. 

NAFTA critics feared that:
1- Mexico’s weak environmental regulations would be a magnet for firms seeking to escape tougher laws in the US and Canada.

2- The pressure of competition would force laws the US to lowers it’s own environmental standards

3- Substantial unregulated economic growth in Mexico would be environmentally disastrous 

Tim Golden of the NY Times:

As officials evoke images of a vast consumers market with boundless opportunities for investments, Mexico’s basic lack of environmental services is glaring; in the Valley of Mexico, home to the capital and 16 million people, almost nine-tenths of the waste water goes untreated. For some 60,000 industrial companies there is a single toxic waster landfill. 

A crucial source of concerns was the condition of the border region, which had become an environmental disaster area as a result of the success of the so-called “maquiladora” program. 

This program, begun in the 1960s, offered companies operating on the Mexican side of the border tariff advantages to the extent that their material inputs came from the US. 

The success of this program led to a proliferation of virtually unregulated labor-intensive factory operations in the border area, new population concentrations without the infrastructure to support them and a massive pollution problem. 

Visitors to Big Bend Nation Park in Texas could see the brown haze from the area. 

Estimated cleanup costs ran from 5 to 15 billion dollars. 

This was a symbol to some of the environmental consequences of economic growth in Mexico. 

There were also substantial fears about NAFTA”s impact on US employment. 

The average hourly wage for Mexican workers was $2.35 an hour. 

The average for US workers was $16.17 an hour.

NAFTA critics believed that Mexico’s low wage strategy for attracting investment and employments would decimate parts of the US industrial base. 

This would, they said, cause massive job losses in high wage, blue collar sectors of the US. 

Economists argued that the productivity advantages of US workers made them competitive against Mexican labor, even at a much higher wage. 

Others argued that this was already in decline and that it would disappear entirely soon. 

In any event at a time of unemployment and slowly growing wages, many US workers perceived a direct threat from NAFTA. 

Indeed, NAFAT became a focal point for unskilled and less skilled workers in the US.

During the 1992 Presidential election, Clinton endorsed NAFTA in general terms but argued that it would have to be supplemented by side agreements protecting the environment and US labor before he could give full support.  
The side agreements negotiated by Clinton did not create any new labor or environmental regulations and required no harmonization of the three countries’ labor or environmental standards. 

Instead, they set up mechanisms to encourage the three countries to enforce existing environmental and labor laws and to sanction those that try to use lax enforcement to attract investment and create competitive advantage for their firms. 

Further, the US and Mexico created a North American Development bank to help finance the costs of cleanup in the border area and the construction of sewage and water treatment facilities. 

These side agreements received mixed reviews from environmental organizations and wholly negative ones from organized labor. 

NAFTA did not take environmental standards out of competition. By forcing Mexico to conform to US or Canadian laws, but some environmental groups were pleased with the deal. 
However, the AFL-CIO called NAFTA a poison pill.

Markets Democracy and Protectionism

The theory underlying NAFTA is well established. Most economic liberals insist that free trade yields the most efficient allocation of resources, greater incomes, and higher productivity for all partners.
Obviously NAFTA will hurt some sectors in all three economies; like the US agricultural sector and will cost some US industrial workers their jobs. 

But, in theory, free trade should raise all three countries’ incomes, generating growth in relatively more efficient sectors. 

While protectionism may serve the interests of some industries, from a national perspective it is simply foolish.

Nations choosing to pursue protectionist policies are, in effect, choosing to be less efficient and ultimately poorer in the long run. 

In this view, protectionists’ policies emerge when inefficient domestic industries lobby government for protection from foreign competition. 

Politicians, after all, have electoral interests, funding interests and lobbyists. 

Consumers in the protected country pay higher prices for goods; protected industries lose the spur of foreign competition and grow ever more inefficient. 

The most charitable mainstream economist view of protectionism is that it is shortsighted. 

Protectionism is seen as blatant political interference with the natural and efficient workings of the market. 

But in the NAFTA debate, different kinds of arguments-some that might be called democratic- were raised in opposition to those of the economic liberals. 

At one level these democratic critics scored the process of negotiation and ratifications for insufficiently open to input from citizens groups. 

They attacked the secrecy of the trade negotiations and argued that citizens groups and workers should have been directly represented in the process. 

The “fast track” procedure was questioned as well as complaints about the unaccountable international commissions that set the health and environmental standards by which the validity of the US regulations would be judged. 

Their arguments went a little deeper than this, to the very logic of democracy and the market.

Democracy and Markets

POLS Charles Lindblom argues that the free market constrains democratic decision making processes and that at a fundamental level; democracy and the market are at odds. 
Market economies are marked by private control of decisions about investments and production. 

Business leaders decided, on the basis of rational calculations of self-interest, whether to invest and where, when, how much to produce. 

These are private decisions, and business leaders have a right and responsibility to maximize the return on their investments. 

However, Lindblom observes that these private decisions have enormous public consequences. 

That is, if the leaders of a local manufacturing firm decide that it will be profitable to invest in new facilities and to expand output, local employment will rise and with it the economic health of the community. 

What is good for Boeing is good for the citizens of Seattle, while GM is good for Detroit. 

The converse is true as well, if business leaders decide to shut down or move employment. 

What is the relationship between capitalism and democracy? 

Lindblom contends that business leaders’ control of investment and production decisions give them a privileged position in democratic political systems.

Politicians considering raising taxes or increasing regulatory burdens on business must take into account the impact of their actions on the calculations of business leaders. 

The threat of disinvestment can often be enough to prevent citizens and politicians from building on existing reforms and may even cause them to back away entirely from making reforms. 
The political and social consequences of disinvestment give business leaders substantial leverage over policy making processes, and a kind of trump against political decisions that impinge upon their interests. 

It is important to remember that Lindblom does not argue that business leaders are villains. 

He sees them as rational actors seeking to maximize the return on their investments. 

They respond to public policy that increases profitability by expanding output and to bad policy by reducing output to seek better grounds. 

Democracy, Markets and NAFTA

What does this have to do with NAFTA?

Linblom characterizes the market as a prison, suggesting that while there is room for policy markers to increase taxes, redistribute wealth or impose regulations, there are basic limits set by the privileged position of business. 

Some argue that the globalization of the economy and the increasing mobility of capital have tightened the constraints that the market places on democratic decision making processes by making the threat of disinvestment much more real. 

Trade agreements like NAFTA facilitate disinvestment from countries with higher wages and stricter regulations to places like Mexico where goods can be produced at lower cost.  

The social, political and economic gains by workers in developed countries are increasingly harder to sustain in the emerging world economy because they increase the cost of doing business for firms that can move their operations to lower cost environments.

Lindblom suggests that trade deals like NAFTA make the punishment that society suffers for efforts to reform the market swifter and swifter and surer in coming. 

Obviously production jobs have been moving to Mexico before NAFTA. 

 Many economists think that NAFTA will barely accelerate the process. 

Some argue that NAFTA would have negligible effects on the US economy and that the trade agreement should be understood as foreign policy. 

NAFTA is the first tangible target for citizens who were increasingly frustrated about the impact of the globalization of capital on the scope of democracy and quality of life in the US

Dissatisfaction with free trade is likely to grow more and more intense with time. 
The new rights of citizens will increasingly bring them into conflict with business leaders. 
Through history, rights claims have evolved from the purely political (vote, speech) to rights to basic economic security (unemployment, welfare) to what now might be termed social and politico-economic conditions (healthy environment, decent wages, safe working conditions).

The language of rights is powerful in the west- it has torn down monarchies, established universal suffrage and shattered legal segregation.  

In recent years it has made government benefits like Social Security untenable (right to money!).

Citizen and labor groups opposing NAFTA made expansive claims to rights in jobs, good wages, viable communities, safe food and clean air and water. 

They raised radical questions about property rights and mobility of capital superseding the social and political rights of citizens.  
When democratic claims and the logic of the market collide, how should the conflict be resolved?

It would be simplistic to characterize the NAFTA fight as a struggle between democratic forces and anti-democratic business groups, economists and politicians. 
The power of economic arguments for free trade should not distract us from the fact that NAFTA and other international trade agreements are part of a process- the emergence of a global economy marked by tremendous capital mobility-that challenges citizens capacities to exercise control over fundamental decisions shaping their life prospects. 

Free Trade may maximize economic efficiency and wealth but it also restricts the scope of democratic decision making.

