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CHILE:
The costs of an economic miracle

Humanity has the ability to make development sustainable - to
ensure that it meets the needs of the present without compromising
the ability of future generations to meet their own needs.'

Oxfam began working in Chile in 1974. It was the year following the
coup that toppled the socialist government of President Allende
and marked the beginning of a military dictatorship, led by General
Pinochet, which was to last for sixteen years. At that time the aim of
Oxfam’s programme was to help to mitigate the terrible consequences of
the human rights violations associated with the new regime.

Eighteen years later, Oxfam is still working in Chile. Yet the country
has returned to democracy and undergone an economic transformation
which is often referred to as a ‘miracle’. Unlike many other developing
countries, for which the 1980s was a ‘lost decade’, Chile experienced
steady economic growth for much of that time. In contrast to many of its
Latin American neighbours, inflation was kept under control, averaging
20.8 per cent between 1980 and 1988 — a fraction of that in Brazil (188.7
per cent), Argentina (290.5 per cent), or Bolivia (482.8 per cent).?
Furthermore, Chile has made considerable progress in dealing with its
international debt. In short, it entered the 1990s in comparatively robust
economic health — a miracle indeed.

Why, then, the need for Oxfam? Over the years Oxfam’s programme
in Chile has been gradually responding to the profound changes that
have been taking place in the country. As a result, the emphasis of the
programme is no longer on alleviating the effects of human rights
violations. Instead it is on the social and environmental costs of Chile’s
economic transformation. In the words of one Oxfam field worker,
‘While the emphasis of the programme has changed, the need for Oxfam
support is greater than ever.”

The World Bank and IMF believe that Chile’s economic success is, in
large part, due to the neo-liberal, export-oriented policies adopted by the
military government in 1973 and pursued fo the present. These are
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policies based on the underlying principle of free trade and comparative
advantage, which underpin the rationale of the GATT and the
international trading system. However, as this chapter shows, a
development model such as that employed in Chile, which has a narrow
focus on economic growth, is likely to incur social and environmental
costs which may make it unsustainable. This chapter focuses on the
three economic sectors where the export drive has been most intense,
and where Oxfam supports a number of projects to assist the poor and
disadvantaged: the fishing, forestry, and fruit industries.

THE ECONOMIC MIRACLE

For the European visitor the area around Chile’s capital city is
reminiscent of the southern Mediterranean, with similar vegetation and
climate. In late summer, bougainvillaea scrambles over whitewashed
houses, while sturdy oleander bushes, resplendent with pink or white
flowers, line the straight, paved highways. Santiago itself is an elegant
city, its centre a mix of graceful old Spanish-style colonial buildings and
smart new shopping malls, complete with coffee shops and fountains.
There are wide, tree-lined streets and well-tended parks, chic restaurants
and high-quality clothes shops, museums, theatres, and art galleries. The
streets bustle with activity, giving the appearance and feel of a modern,
dynamic, and cultured city. It could just as well be Paris, Madrid, or
New York. From here Chile’s economic success is evident.

Until 1973 Chile, like many other Latin American countries, had
pursued a path of economic development which attempted to decrease
the economy’s dependence on the export of a few primary commodities.
In Chile these were copper and nitrates. Influenced by the ideas of Raul
Prebisch and others at the Economic Commission for Latin America
(ECLA), governments in many Latin American countries believed that
the only way that they could escape from the periphery of the world
economy as suppliers of food and raw materials was through a strategy
of industrialisation.! They did this by developing local industries to
produce the many manufactured consumer goods — clothes, shoes, and
processed foods as well as durables like electrical equipment — which
had always been imported.®> Such a policy affected trade, because the
government gave less support to the traditional export sector, and
instead invested in the new import-substituting industries. It also
imposed taxes on imported consumer goods, to discourage people from
buying foreign goods in preference to locally produced ones, effectively
protecting the new industries. '

The World Bank and the IMF have been critical of such policies. They
argue that countries which have adopted a protectionist trade policy in
order to promote industrialisation through import-substitution have
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industrialised less quickly than those countries which have adopted an
outward-oriented or free-trade strategy. The reasons given for this are
that a protectionist strategy promotes the inefficient allocation of
resources, because countries end up producing goods which they could
import more cheaply. In addition, such a strategy requires a costly
administrative system to enforce taxes on trade and other trade barriers,
and this system often becomes corrupt. The Bank also argues that
protected industries are less efficient, because they are not exposed to
the discipline of international competition, and they show little interest
in adopting new technologies.® Protectionism also prevents an economy
from diversifying along lines determined by its ‘comparative advantage’
in the world economy. '

Free-market ideology guided the development of economic policy in
Chile after the coup in 1973. Trade barriers were dismantled, and the
exchange rate devalued, in an effort to shift the economy from
protectionism to an outward-oriented strategy. Markets were
‘liberalised’, and government price controls and subsidies removed. The
result of this shift in the structure of the economy, which occurred very
rapidly, was great hardship for many Chileans. Many manufacturing
firms in the import-substituting sector were shut down, which led to
massive job losses.” The repression of all forms of trade union activity
meant that protest was impossible.

The government’s economic policy-makers believed that this
hardship was a necessary, if painful, short-term sacrifice, which would
be followed by the development of new export industries as productive
resources and investment shifted to sectors in which Chile had a
comparative advantage in production. These would provide new jobs
and bring a lasting dynamism to the economy. By the end of the 1980s
there seemed to be much reason for optimism. The country’s export base
had changed. Its dependence on copper, which in 1973 accounted for 82
per cent of export earnings, had declined to only 47 per cent in 1990.
Three new export industries had emerged - fishing, fruit, and forestry -
and were providing Chile with 30 per cent of its foreign-exchange
earnings.’ There has also been an impressive growth in manufactured
exports linked to these sectors, particularly in paper, wood, cellulose,
and fishmeal. In 1988 manufactures accounted for 32 per cent of export
earnings, compared to only 12 per cent in 1971.

The success of Chile’s export policy is clear from Figure 8, which
compares the total value of exports from Chile and Bolivia between 1970
and 1989. While exports in Chile have displayed an upward trend,
particularly in the second half of the 1980s as the new export industries
have started to contribute significantly to export earnings, Bolivian
exports have shown a steady decline.
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Figure 8: Export values for Chile and Bolivia, in US$m, 1970-1989
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(Source: UNCTAD Commodity Yearbooks, 1986, 1989, and 1990, New York: United
Nations)

The greatest success story among the new export industries has been
the fruit industry. The central valleys around Santiago are almost
entirely devoted to fruit production. The Mediterranean-type climate
and easy access to the ports are natural advantages favouring fruit
production, but the availability of cheap labour has been crucially
important too. Apples and grapes are the two largest exports, but plums,
apricots, peaches, lemons, oranges, avocados, pears, and kiwi fruit are
also grown.

The highway that cuts through the middle of Chile acts as the
industry’s central nervous system, along which the boxed-up fruit is
transported for export. Orchards and vineyards fan out from it,
interspersed with huge packing houses, many of them foreign-owned,
with the big US companies, United Fruit and Dole, very much in
evidence. Production is increasing each year, as newly planted areas
become productive. There is enormous potential for continued increases:
a further 300,000 hectares of land could be allocated to fruit farming.

The forestry industry has also thrived. Chile’s extensive forest
reserves are among the most important in Latin America. The country
has 7.6 million hectares of natural forest, including larch, native pine,
soapwood, and tamarugo. Following a change in the law in 1974
designed to encourage tree planting, Chile now has 1.3 million hectares
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of planted forest, 87 per cent of which is radiata pine and 4.8 per cent
eucalyptus.’ Forest plantations are projected to reach 2 million hectares
by the mid-1990s."” Chile boasts considerable comparative advantage in
its forestry industry, because its climatic and soil conditions yield high
growth rates. Combined with low labour costs, this makes Chile one of
the world’s lowest-cost timber producers, and means that it is poised to
become one of the world’s top exporters of forestry products in the
1990s.

Before 1973 the forestry industry was largely state-owned and geared
principally around meeting the needs of the national market. Since then
it has been privatised. Foreign investment has been successfully
encouraged, and the export of forestry products promoted. In terms of
value, only about 30 per cent of exports take the form of logs or sawn
wood. Nearly half comes from cellulose. There is also expansion in the
export of forestry products with a higher value-added content, such as
newsprint and wood panels. Sales of wood products were estimated at
US$762 million in 1989, up from US$231 million in 1981." The Director of
the National Forestry Corporation (CONAF) predicts exports of US$1.2
billion by 1993."

A similar policy prescription has produced comparable results in
Chile’s fishing industry. Once again, with 6,435 km of coastline at its
disposal, Chile has considerable comparative advantage in this industry.
The foreign fishing fleets moved in in the late 1970s, together with
foreign investment in the processing industry. More recently Chile has
traded shares in the national fishing industry to private companies, in
return for reductions in the national debt; this is known as a ‘debt equity
swap’. Such changes have massively boosted production.

Unilever is among a number of companies which have invested
heavily in Chile’s fishing industry. Unilever has three companies
engaged in fishmeal processing, the seaweed industry, and salmon
farming. Today Chile is the world’s largest exporter of fishmeal (which
represents about two thirds of total fisheries output), ranks third among
salmon exporters, is the sixth-largest producer of seaweed, and
accounted for 6 per cent of the world’s fish catch in 1988. Revenues from
sea products have soared from just US$22 million in 1973 to US$900
million in 1989, making it the country’s third-largest export earner after
copper and agriculture.”

The USA is Chile’s most important trading partner. Japan and West
Germany are also significant markets for Chilean exports, with Britain
taking up fifth position, after Brazil (see Table 10 on the following page).
Imports of Chilean products into the United Kingdom amounted to
£1,796 million in 1988, mainly copper, wood products, animal feed
(fishmeal) and fruit."
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Table 10: Chile’s main trading partners (% of total value)

Exports to: 1985 1990 Imports from: 1985 1990
USA 25.5 17.1 USA 21.8 18.9
Japan 115 16.2 Japan 6.2 7.8
West Germany 10.8 11.0 Brazil 8.3 7.8
Brazil 6.1 5.7 West Germany 7.0 7.2
UK 7.5 ‘6.5 Argentina 3.5 6.9
Italy 5.8 4.7 France 2.6 4.1
France 4.2 4.7 Venezuela 8.9 2.6

Total (inc. others) 100.0 100.0 Total (inc. others) 100.0 100.0

(Source: The Economist Intelligence Unit: Chile Country Report No.4, 1991, London:
Business International Ltd.)

THE SOCIAL COSTS OF THE ECONOMIC ‘MIRACLE’

One concern expressed by a number of Oxfam’s project partners is that
nutritional levels have declined among the poorer and more vulnerable
sectors of Chilean society. Various statistical surveys show that, on
average, people are eating much less than they were at the beginning of
the 1970s. The per capita consumption of animal protein is estimated to
have fallen by between 15 and 25 per cent, while calorific intake has
fallen by between 10 and 22 per cent.” This is a worrying trend, and
there is considerable evidence to link it with the priority that has been
given to export production rather than food production, since 1973. The
trend has been most visible in the fishing communities:

In the Calbuco area we talked to inshore fishermen who used to be
involved in collecting shellfish. They described how there used to
be abundant supplies of shellfish, which formed an important part
of the local diet. Then the big companies moved in and started to
sell to foreign markets. Now all of the banks of shellfish in the area
are cleaned out and the shellfish gatherers have moved into
fishing. But the same thing is happening to fish. Now there is a
scarcity of fish in the local markets, or the fish that is available is
too expensive for local people to buy. As a result they are eating
-less protein. The local diet now mainly consists of bread, noodles
and potatoes.™

Because of Chile’s long coastline, fish and seafood have always been an
important source of protein in the national diet. However, from 1973 the
per capita consumption of fish and seafood fell by a third; from 6.3 kg
per capita in 1973 to 4.4 kg in 1986, at a time when the fishing industry
was expanding rapidly.” The major reason given for this is that 97 per
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cent of production is exported.” It is this decline in seafood consumption
that is most responsible for the overall decline in protein consumption.

The export orientation of agricultural production has had a similar
impact. Investment has been concentrated on large-scale production for
export. Peasant producers supplying local markets with traditional
staples like beans have received very little support, and many have been
forced to sell their land to the fruit exporters. The result has been a fall in
the production of basic foods relative to export agricultural production,
even in absolute terms in some years."” This shortfall in production has
not been matched by a corresponding increase in food imports. These,
too, have declined since 1973.%

On the positive side, Ministry of Health Statistics show a consistent
decline in rates of infant malnutrition between 1975 and 1989, apart from
a slight rise in the mid-1980s.” Several studies suggest that this has been
achieved as a result of government nutrition programmes that have
targeted babies and young children, and pregnant and lactating
women.”? However, what the statistics do not show is what is happening
to the health of other sectors of the population, for example school
children, adolescents, men and non-nursing women, and the elderly.

Poor employment practices
Chile is, and always has been, a very legalistic society. It has a labour

code dating back to 1978/9 which, if it were followed, would go some

way to ensuring workers’ rights. Yet in the experience of Oxfam’s project
partners, Chile’s economic ‘miracle’ has been achieved at the expense of
good employment practices, and even the minimum standards laid out
in the labour code have been flouted. Concern is greatest in the areas
where the export drive has been most intense: the fruit, fishing, and
forestry industries.

In 1988 official figures showed Chile’s unemployment rate to be 12
per cent.” A survey carried, out in areas of Greater Santiago showed
unemployment to be more like 30 per cent. The inconsistency between
these two figures can probably be explained by high levels of under-
employment, which has grown alongside the expansion of the fruit
industry over the course of the last fifteen years. In 1990 it was estimated
that the fruit industry, which stretches the length of Chile’s fertile central
valley, requires a workforce of around one million during harvest. A
staggering 80 per cent of these are needed only for the harvest, leaving a
mere 20 per cent on permanent contracts. These seasonal workers can
expect employment for anything between two and six months of the
year, depending on how mobile they can be. To get longer periods of
work, some of them turn themselves into migrant workers, following the
season as it works its way down the central valley, living in temporary
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camps that they set up on the edge of the vineyards or orchards.

Clarita is one Chile’s seasonal fruit workers. She lives in a small
village in the heart of the Aconcagua Valley, a major fruit-growing
region north of Santiago. She has eight children and several
grandchildren. Not all of them live with her. Two of the eldest girls have
left home to join the industry’s migrant workforce. The small plot of
land on which Clarita’s family built their house is the property of a local
landowner. Clarita pays her rent by working as a domestic for him. The
landlord also controls their supply of water and electricity, which they
have to pay for separately. If they do not, he cuts them off. Their water
supply comes from a single tap, situated about 100 metres from the
house, and is shared with 17 other households.

Clarita has been working in the fruit industry for nearly thirty years.
She used to be able to work all the year round. When the grape harvest
was over, a nearby factory, which canned a variety of locally grown fruit
and vegetables destined for the home market - tomatoes, olives,
peaches, and beans — would pick up the employment slack. The factory
closed down soon after the 1973 coup. Since then people living in the
area have had to rely for work on an increasing monoculture of fruit.
Nowadays there is hardly anyone in the area in full-time employment,
and many people are forced to migrate south with the harvest.

Clarita normally expects about four months” work a year in the local
fruit farm. At this time she usually works a twelve-hour day in the
packing house, cleaning and packing the grapes. Most of the workers are
women, and they get paid by the number of boxes they fill. In July or
August she is sometimes able to get work doing maintenance on the
vines, such as pruning, and in October there is a brief spell of work
picking the leaves off the plants to let the sun get to the ripening grapes.
Field work is paid at a daily rate of 1,000 pesos (equivalent to US$3.20).
All the workers suffer from time to time from the effects of the chemicals
used on the grapes. According to Clarita, skin and digestive problems
are the most common.”

Business has been bad in the last couple of years. Traces of cyanide
found in Chilean grapes exported to the USA in early 1989 led to a
slump in the market. Prices fell, so the owner of the fruit farm cut back
on his workforce by taking his grapes to a different packing house for
processing. He also refused their demands for an annual pay rise.

While the seasonal nature of work in the fruit industry brings its own
special set of problems, conditions of employment in the fishing and
forestry industries are also very poor. In the fishing industry, which
employs around 90,000 people, the main concerns are lack of safety
provisions and the long hours of work.

About 30 per cent of the workforce in the fishing industry work on-
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shore in the fish-processing plants, where health and safety conditions
are particularly poor. In canning factories workers often have to use acid
compounds. Many of them are not provided with protective clothing or,
if they are, it is of poor quality. Burns and skin problems are common.
The extreme cold in the factories leads to bronchial diseases for many of
the workers, and they often suffer cuts from the knives they use to cut
up the fish. Attempts by employees to enforce the labour code, which
stipulates that companies must have an inspection committee to monitor
workers’ safety, are frequently undermined by the company, which
threatens these workers with dismissal.

The off-shore fishing industry carries its own risks. According to one
Oxfam project partner, the industry with the highest death rate in Chile
is in-shore fishing, where around fifty people a year are lost over-board.*
Because the waters have been fished so intensively, the small fishermen
are having to go much farther out to sea than is safe for the size of their
boats or the amount of equipment they carry. The risks are so great that
insurance companies are no longer prepared to cover them, and
bereaved families are often left destitute.

The problem is similar in the forestry industry. One trade union
leader described the working conditions:

The work is for people with no other options. They work with no
tools. If it is raining they might stop, but they have no special
clothes and they still get soaked. If you are piling wood, then you
have to move 4,500 kilos of it in a day. If you are working a circular
saw, then you might lift 70 logs to it in a day, and each one weighs
60 kilos, lifted on your shoulder. What machinery there is is
dangerous, like chainsaws. If a worker is injured, then there is no
proper means of transport to hospital: they have to go in the same
lorry which carries the wood. So most accidents are fatal.”

The hours worked in all three industries were well above those
stipulated by the Labour Code, which states that no more than 48 hours
should be worked in any one week, and no more than ten hours in any
one day. In the fruit industry workers put up with very long hours,
because of the seasonal nature of the work. But in the fishing industry
this is not the case. Some factories expect workers to do a seven-day
week, others have them on ten-hour shifts, or more.

Where union organising has been successful, there tends to be a
dramatic improvement in pay and conditions. In 1973 30 per cent of the
labour force was unionised. Union membership was effectively
outlawed in the first phase of the military dictatorship, and the unions’
national Congress, federations, and confederations had their assets
seized. The new labour code of 1978/9 allowed for a restricted form of
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union organising, with the result that around 12 per cent of the Chilean
workforce is currently unionised.”

In the fruit industry the figure is considerably less, with only 3 per
cent in unions.” One of the reasons for this is that under Chilean labour
law a union cannot be formed unless there are fifteen, or more,
permanent employees. In many packing plants there are fewer than
fifteen permanent workers on the payroll. The vast majority are
temporary, or seasonal, workers. This in itself is a problem. Organising
seasonal workers into trades unions has obvious difficulties, especially
when many of them move around the country, following the work. But
their needs are particularly great as they are more vulnerable to
exploitation than regular employees. This view is supported by Oxfam’s
project partner, ICAR (Training and Rural Support Unit), which provides
a programme of training and advice for temporary agricultural workers,
particularly women and shanty-town migrants. ICAR believes that the
only way to improve their working and living conditions is by helping
them to organise to demand their basic rights.

Union organisation is at a more advanced stage of development in the
fishing industry, where in some areas a high proportion of fish-
processing plants have union representation, and a high proportion of
members are women. A typical figure would be around 26 per cent of
employees. Union officials in the Concepcion area say that it has been a
long struggle to get this far, and that their main objectives now are to
increase membership and greatly improve conditions of work.™®
Organising in the forestry industry is more difficult, as work is often
contracted out, and people are moved from company to company.

THE ENVIRONMENTAL CONSEQUENCES OF THE
ECONOMIC MIRACLE

While there is much concern in Chile today about poor employment
practices and the growing numbers of migrant labourers, there is also
widespread and growing concern about the ecologically unsustainable
nature of the ‘miracle’. The expansion of exports has, by and large, been
based on production that exploits natural resources. Copper, fishing, and
forestry together account for about 65 per cent of Chile’s export
earnings.” There is also concern about pollution caused by the dumping
of mineral wastes from the mines, chemicals from the cellulose industry,
and the widespread use of pesticides in the fruit industry.

Forestry

The vast majority of Chile’s timber exports are from plantations, with
only about 10 per cent coming from natural forests. Despite this, there is
growing concern about the destruction of natural forests.? A number of
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Oxfam’s project partners have been instrumental in publicising the loss
of 500,000 hectares of natural forests and the threat of further
destruction.® This has occurred in two ways. First, the government gives
generous subsidies for the cost of initially setting up and subsequently
maintaining plantations. But in order to qualify for the subsidies, the
forestry companies have cleared the natural forest, often by burning it,
and then turned it into plantations. One study shows that between 1978
and 1987 in two regions alone, 9 per cent, or 50,000 hectares, of natural
forest was destroyed in this way.*

Secondly, although the forestry industry takes only 10 per cent of its
timber from the natural forest, the timber that it does take is being used
in the fastest-growing sector: woodchip. Valuable hardwoods such as
beech and oak are being turned into woodchip. Woodchip exports in
1989 were 1.8 million tonnes, a fourteen-fold increase in only three
years.® Half of this comes from the area around Puerto Montt, a small
town in the south of Chile.®

Puerto Montt, as its name suggests, is on the coast, and the
Humbolt current which arrives there directly from the Antarctic
creates a climate similar to that of Scotland. Like many small towns
there is not much to see in Puerto Montt, although the skyline does
feature two volcanoes. However, it is a mountain of another sort
that people are keen to show visitors. Puerto Montt is currently
famous for its mountain of woodchip. There are actually two of
them at the port, side by side, waiting to leave for Japan. The local
community worker who showed them to us was a little
disappointed. He said they were smaller than usual, because a
shipful of woodchip had left a couple of days ago. But to us they
seemed big, towering over the two-storey houses orr the other side
of the barbed-wire fence which encloses the port. They dwarf the
Jorries which arrive in a slow but steady stream to disgorge more
of Chile’s natural forests, now reduced to bits a couple of inches
square.”

As local people watched the woodchip piles grow in their midst, they
became increasingly concerned about the seemingly uncontrolied
plundering of the natural resource base on which they so heavily
depend. It is easy to see why they are worried. In Puerto Montt
everything is made from wood. Their houses and furniture are made of
wood. Wood is their only source of fuel, for heating and cooking. They
sought the assistance of CODEFF (Comite Nacional Pro Defensa de la Fauna
y Flora), an environmental pressure group supported by Oxfam, to
monitor the environmental impact of the forestry industry in their area.
CODEEFF describe how permission was granted to a Japanese company,
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A hardwood tree from the natural forest of southern Chile ends its life in a timber yard at
Puerto Montt.

Marubeni, ‘and its Chilean partners to turn 120,000 hectares of natural
forest into woodchip. They claim that 2.5 million hectares of natural
forest, 33 per cent of all Chile’s forests, are now under threat.®

The forestry industry gives rise to other concerns for the environment.
The flora and fauna of the native woods are destroyed in the process of
establishing plantations, and the clearing operations frequently cause
soil erosion. Heavy doses of rabbit poison are laid, which kill the larger
flesh-eating mammals and birds as well as the rabbits. Then once
established, the pine plantation contributes to a rapid increase in soil
acidity, destroying many native plants and micro-organisms in the soil.”

The replacement of natural forest with pine monoculture is also
altering the hydrological cycle, leaching water and nutrients from the

soil, reducing water supply to the valleys, eroding soil and thereby

contaminating rivers. Other flora which grow beneath deciduous forest
cannot survive in pine plantations. The forestry industry also uses
contaminants such as mercury and various bleaches in the cellulose
plants, and they are now found in rivers near plants.” Mercury has been
found in concentrations up to seven times the normal maximum dosage
permissible for the human body in the river Bio-Bio, the largest river in
Chile and source of drinking water for Concepcion and Talcahuano.*
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The fishing industry
In the fishing industry concern for the environment is focused on two
problems. One is the extent of over-fishing, generally by foreign fishing
fleets. The other is the pollution caused by the fish-processing industries.

It is now apparent that the fish stocks along Chile’s coast are being
depleted faster than they are able to reproduce. According to one
processing-plant worker, ‘When the industry first started, a normal
mackerel being processed was 60 cm long. Now the majority going
through the factory are 15 to 25 cm long, and sometimes not even that,
while the minimum reproductive size is 30 cm.”® This is also having an
effect on local inshore fishermen, who are having to spend much longer
at sea to catch the same amount. As the president of one of the local
fishermen’s unions explained: ‘A few years ago we would go out each
day with that day’s paper and fresh bread and be back by three or four
in the afternoon with a full catch. Now we have to go out for as much as
two or three days to get the same amount.’”

The other concern is the complete lack of controls on the pollution
created by the fish-processing plants. One Oxfam worker described it:

Organic wastes from the fish-processing industry, both liquid and
solid, have actually contaminated the whole bay of San Vincente
and Coronel. The waters are dead. Nothing lives in them any more.
The wastes from the fish processing are pumped into rivers and the
sea, and as a result of these wastes, chemicals such as mercury and
a fungicide — pentachlorophenol - have been absorbed by the shell-
fish and fish at levels that are dangerous for human consumption.

The organic waste from processing plants in some areas is being
directly bulldozed into the sea by the Japanese, who are building
new processing plants. In these areas we were told that the coast-
line is now devoid of shellfish. The whole process has been going
on for eight to ten years and is getting worse. One hopeful
development is that companies like Indus Lever (a subsidiary of
Unilever) are buying fish wastes for processing into salmon food.

The air around the processing plants is foul. The processing gives.
off a noxious gas which permeates every waking moment for the
people who live in the area. These gases could be easily burned off,
but they have so far failed to invest the money needed to do so. '

The unions predict that the fishing industry in the Puerto Montt area
will soon collapse.* Figures for catches of ‘merluza del sur’ (hake), a
principal fish for export, show a decline of between 25 to 35 per cent
from 1988 to 1990.* Other studies indicate that 60 per cent of the
resources in the fishing industry show signs of over-exploitation.*
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Despite this, investment, much of it by foreign companies, is proceeding
at a tremendous rate. By 1988 the industry had a catch capacity of 18.5
million tons. However, the actual catch that year, of only 5.3 million tons,
was clear evidence of the extent of over-exploitation.”” The fears of local
people were summed up by one union leader: ‘We know that when the
foreign investment is gone, the fish will be gone, and what we will be
left with is a desert sea.”*

The fruit industry

Every year around four million kilos of pesticides, three kilos per person
in Chile, are routinely dumped on the 220,000 hectares of land that are
devoted to fruit production for the export market.” Many of these
chemicals are highly toxic. Among them are nine of the twelve most
toxic pesticides in the world.* The twelve are collectively known as ‘The
Dirty Dozen’ by international campaigning organisations which have
been trying to get them banned, or at least tightly controlled, for a
number of years. Some of them are banned in Chile, but continue to be
used. Among these are Folidol, one of the most toxic. A single teaspoon
on the skin is reputed to be enough to kill an adult.”

Oxfam has been concerned about the effects of the use of harmful
pesticides in Third World countries since the early 1980s. In 1982 an
Oxfam report highlighted their dangers to both health and the
environment. In Third World countries these problems are particularly
acute, because a lack of controls on their application often results in their
heavy and sometimes indiscriminate use.”

Agra, a partner organisation in Chile, has been trying to monitor the
use of pesticides in the fruit industry, and publicise their effects.” It
laments the lack of official records kept on accidents, poisonings, and
chronic health problems caused by pesticides. Through information
given to Agra by its own extensive network of contacts with workers in
the industry, it is aware that the problem is very serious indeed. Isolated
incidents of pesticide poisonings are reported in the Chilean press,
revealing what AGRA believes to be the tip of an iceberg. For example,
in January 1988, 26 grape pickers were poisoned in Mapocho, when
fumigators were ordered to spray fields of grapes while they were
working in them. All needed hospital treatment. They were refused
compensation, or even pay, for the days of work lost as a result.* A
month later it was reported that 90 workers were poisoned in a seed
factory in Colina, when they were accidentally exposed to a mixture of
toxic pesticides. Only the rapid response of the emergency services
prevented the accident ending in tragedy.® There are also reports of
poisonings, many of them fatal, among children. These typically occur
when parents, unable to read warning labels, have unwittingly exposed
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their children to high levels of pesticides, believing them, for example, to
be effective for controlling lice and other parasites.®

Accidents and acute poisonings are only part of the danger of the
uncontrolled use of pesticides. Long-term exposure to pesticides is also
believed to cause chronic health problems. Here again AGRA laments
the lack of record keeping. Doctors, its researchers say, are not trained to
link certain health problems with pesticide poisonings. This means that
there is a lack of medical data in Chile linking chronic health problems
experienced by farmworkers to pesticide exposure. However, there is no
shortage of scientific data elsewhere on the subject. Exposure to
pesticides has been linked to cancer, birth defects, and neuro-
behavioural, reproductive, and fertility problems.” Numerous studies of
workers exposed to high levels of pesticides confirm these results. In
India women agricultural workers were found to carry an increased risk
of spontaneous abortion, stillbirth, and sterility.® In the USA men
working in a pesticide-producing factory experienced higher than
average rates of sterility. The pesticide paraquat, which has been widely
used in Chile, has been associated with damage to the nervous system
and muscular weakness, sometimes leading to paralysis. In Colombia
workers exposed to this chemical have reported chronic skin lesions and
the loss of finger nails.” A study of farmers working with pesticides in
the Philippines found that 55 per cent of them displayed abnormalities
in the eyes, 41 per cent abnormalities in the lungs, and 54 per cent
abnormalities in the cardiovascular system.”

There is much concern in the fruit-growing areas of Chile about the
long-term impact of intensive pesticide use on health. Oxfam Canada is
funding a project on the health and environmental impacts of chemical
use in the Aconcagua Valley. Doctors in the area are shocked by the
increase in children born with genetic deformities over the last ten years.
Further research will tell if this is connected to the use of pesticides.”

The intensive use of pesticides also takes its toll on the environment.
People living in the fruit-growing areas have noticed a decrease in flora
and fauna. Studies in the USA have linked chlordane, endrin, and hepta-
chlor, all in use in Chile, to the elimination of bees and earthworms.*
There are also reports of water contamination by toxic chemicals.®

SUSTAINING THE MIRACLE

When the fish stocks run out and the foreign companies move on, the
people of Puerto Montt will be left high and dry. Their traditional way of
life, and their livelihoods, will have been destroyed. This will be not
only a local tragedy but, in terms of lost foreign exchange, a national
catastrophe. It underlines the fragile basis of Chile’s economic ‘miracle’,
and raises questions about how long it can be sustained.
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Many organisations in Chile, including a number of Oxfam'’s project
partners, take a pragmatic view. They accept that the new export
industries are now a vital part of the Chilean economy, but believe that
they must be developed in a way that is sustainable. This will involve
substantial changes and a far more active role for the government in
regulating industry and directing investment. The return to democracy
offers the opportunity for this change. Many universities and research
institutions in Chile have put forward programmes for the alternative
development of Chile’s new industries under democratic government.
The government has also acknowledged the very considerable
environmental costs to date, and is seeking the assistance of non-
government organisations in designing new policies. One way it has
done this is by establishing an Environmental Commission to study the
problems. CODEFF has been invited to participate.

CODEFF has produced its own proposals for the fishing industry.
These are based on the twin principles of the sustainable use of natural
resources and meeting the needs of the Chilean people. It proposes
government credit policies favouring the small-scale fishing sector. As
this sector supplies domestic markets and is more labour-intensive,
CODEEFF believes greater investment will lead to more fish for Chileans
to buy, and more jobs. CODEFF sees an important role for the
government in regulating the activities of the fishing industry, both to
protect the natural resource base and to set standards for conditions of
employment. It believes that the government should be responsible for
carrying out research into conservation and management of the sea, and
into the development of new products for the domestic market and for
export. The contribution that exports can make to economic growth is
set within the context of integrated and sustainable national
development.*

CODEFF has also produced proposals for the development of the
country’s forests. These stress the importance of developing Chile’s
natural forests in a sustainable way, reversing the policies of the military
government which provided significant subsidies to the plantation
sector, while allowing the native forests to decline. They believe that a
well-managed forestry policy could yield a permanent harvest of wood
and other forest products.”® It has also been proposed that the
government should nationalise ownership of the plantations, to enable
access to a large number of small producers and businesses.*

The future development of agriculture is now being debated. AGRA
is involved in educating workers about pesticides and campaigning for
stricter regulations on their use. It would like to see the future
development of the agricultural industry directed away from exports
towards meeting the needs of the Chilean people.” Credit policies
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favouring small-scale peasant producers growing basic food crops for
local markets have been proposed as a way of increasing domestic food
production and employment.*

The challenge that faces the democratically-elected government is to
ensure a balance between economic growth and sustainable develop-
ment. The establishment of tight environmental controls and the setting
of acceptable minimal health standards will be vital for achieving this. It
will need to regulate companies, especially those operating in the new
industries, to ensure that environmental and labour standards are
respected. This will not be an easy task, but it is a crucial one if economic
growth is to be sustained, and the lives of ordinary Chileans improved.

155



156

The Trade Trap

12

SHRIMPS FOR SALE:
Diversification in Bangladesh

©

he key to Chile’s economic transformation has been the successful

diversification of its export base. By prioritising the expansion of its
fruit, fishing, and forestry industries, the government has managed to
reduce the country’s dependence on copper. The need for Third World
countries to diversify their export base is a recurring theme of this book.
As we have seen, reliance on a narrow range of primary commodities
leaves countries highly vulnerable to fluctuations in world market prices
or changes in market-access arrangements, such as those currently
facing the banana producers of the Windward Islands.

The need for diversification is widely recognised by policy makers. It
is a key objective of most IMF and World Bank economic restructuring
programmes. It is also one of the stated aims of the Lomé Convention’s
compensatory financing scheme, STABEX, and a principal objective of
the second account of UNCTAD’s Common Fund for Commodities. A
recent United Nations report on Africa’s commodity problems stressed
the urgent need for African countries to diversify their export base. It
said that African governments should: '

Continue to give high priority to efforts to diversify within the
commodity sector, seeking to develop new products and to search
for markets for such products; encourage the further processing in
Africa of agricultural and non-agricultural commodities; and
expand the process of industrialisation, including a strengthening
of the necessary infrastructure and developing the skills required.!

This is, of course, easier said than done. As the UN report implies,
successful diversification relies on there being a secure niche in the
market-place for the new product. It must also be possible for the
government to attract the necessary investment, technology, and training
required to establish the venture and ensure that it does not interfere
with broader development objectives, such as sustainability or food
security.

In recent years Bangladesh, one of the poorest and most densely
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populated countries in the world, developed a new export industry:
shrimps. The industry is now well established, and is making a
significant contribution to country’s foreign-exchange earnings.
However, as with the new industries in Chile, its development has
entailed both social and environmental costs.

THE STORY OF ROHINA KHATOON

Rohina Khatoon and her family live in one of Bangladesh’s many bustee,
or shanty town, areas. Their bustee, called Notun Bazaar, is situated on
the outskirts of Khulna city, inland from the Bay of Bengal. Like many
shanty towns in Bangladesh, it sits on a river bank, which floods every
monsoon.

Notun Bazaar, an area of about one square mile, is densely populated
by its 16,000 inhabitants. It has no water, electricity, or health facilities
and the houses are crudely constructed out of bamboo, rushes, and, in
some cases, cardboard. All it boasts in terms of basic services is a small
primary school, constructed and run by a local Oxfam-supported
community project, Gono Shahajjo Sangstha (GSS), which takes two
hundred children in two daily shifts.?

Just outside the bustee there is an open shed. It has been constructed
by a local entrepreneur for shrimp processing, and represents one of the
very few employment opportunities for the people of Notun Bazaar.
Occasionally Rohina is able to secure herself a few days’ employment in
the shed during the annual three-month shrimp-harvest season,
although competition is fierce. Everyone in Notun Bazaar wants a job.
When she is hired, she spends ten to twelve hours a day perched on a
small stool, crammed in with the other women workers. Their job is to
clean and shell the shrimps and lay them out for freezing. She takes her
two youngest children with her to work, as they are not old enough to
attend the primary school, but they have to amuse themselves on an
open piece of ground next to the shed, which is always a worry to her.
Long hours on the stool mean that her back is permanently sore. De-
shelling the shrimps in unhygienic conditions inevitably produces ulcers
on her hands. The owner of the processing shed ignores the Bangladeshi
factory regulation which requires ointment to be provided for their
prevention. Instead Rohina is laid off work until they heal. There is
always a ready supply of labour to replace her in Notun Bazaar.’

The seafood El Dorado

Bangladesh is sometimes referred to as the ‘land of rivers’, since much of
the country is built on the delta formed by the Ganges, Meghna, and
Brahmaputra rivers. Given that it has 1.58 million hectares of permanent
water, 2.83 million hectares of seasonal inland waters, and 480 km of

157



158

The Trade Trap

coastline, it is hardly surprising to find that the fishing industry is of
considerable significance to this small country.’ Over 5 million people
depend on it for a living, fish supply 80 per cent of the nation’s animal
protein, and it is now providing the country with much-needed foreign
exchange.’

Rohina Khatoon is working in one of Bangladesh’s newest and most
profitable export industries. In 1988/89 12 per cent of the nation’s
foreign-exchange earnings came from fisheries products, of which the
vast majority, more than 80 per cent, came from the export of shrimps
and prawns (see Table 11). Britain alone imported fish products worth
more than £11 million from Bangladesh in 1988, three quarters of which
were shrimps.*®

Shrimps are now big business in Bangladesh. They rank as the
country’s third-largest export earner, after garments and jute
manufactures, but they are also a relatively new export for the country.
While fishing, and shrimp production, have always been an important
artisanal activity, and fish a crucial part of the local diet, industrialised
processing of fish products, mainly shrimps, for export began only in the
early 1980s.

The industry is split geographically and financially. The geographical
divide is determined to a large extent by the environmental
requirements of the two types of shrimps that Bangladesh exports.
Along the south eastern coast, between the city of Chittagong and the
village of Teknaf at the southernmost tip of Bangladesh, a salt-water
variety of shrimp, known as the black tiger shrimp, is farmed in coastal,
fully tidal ponds. This is where shrimp production is being developed
on a large-scale commercial basis. The International Development
Agency (IDA), an affiliate of the World Bank, has established a large
demonstration hatchery in the area. So has Lever Brothers Bangladesh, a

Table 11: Bangladesh: exports of fisheries products
(Taka mn, current prices, f.0.b.)

Prawns/ Frogs’ Total
Fish shrimps legs export value % of total
1985/6 29 205 26 260 9
1986/7 511 3,417 306 4,234 13
1987/8 476 3,612 424 4,512 11
1988/9 456 3,821 438 4,715 12

(Average exchange rate 1989: $1 = Tk 32.27)

(Source: Economist intelligence Unit: Bangladesh Country Profile 1991-92, London:
Business international Lid., p. 25)
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Bangladesh: a member of a shrimp cooperative in South Khulna netting shrimps.

Unilever subsidiary, which is engaged in a joint venture with the
Bangladeshi government, on a 61/39 per cent ratio. Beximco, a
Bangladeshi import/export firm and one of the country’s largest
conglomerates, also has a major investment in shrimp culture at Cox’s
Bazaar, where its turnover in 1988 from shrimp exports was £8 million.”
In south western Bangladesh, on the other side of the Bay of Bengal in
the Khulna district, a different variety of shrimp is being produced for
export. Here, with the ponds much farther inland but still on a coastal
plain, a variety of brackish water shrimp is being produced in the less
saline water. In this district it is mainly Bangladeshi businesses which
have invested in the industry, on a much more modest scale than the
investments in the Chittagong area. By the end of the 1980s an estimated
25,000 hectares in this area had been turned over to shrimp cultivation.®
Most shrimp farms are between 5 and 50 acres in size, and much of the
acreage given over to shrimp production has been rented from small
farmers who previously used the land to grow rice and some jute.’

SHRIMPS AND THE BANGLADESHI ECONOMY

Most of Bangladesh’s huge population of 115 million people, packed
into an area only a little over half the size of Britain, relies on agriculture
or fishing for a livelihood, often operating outside the money economy.
Adverse weather, usually in the form of heavy flooding, regularly
wreaks havoc on Bangladesh’s people and economy as it destroys food
and export crops alike.

Bangladesh is overwhelmingly dependent on aid. Since its liberation
from Pakistan in 1971, the amount of aid entering the country has
steadily increased. By the mid-1980s it had received a total of US$21
billion in foreign economic assistance.” In the financial year 1989/90,
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one source recorded that 99 per cent of all development expenditure had
been met by external sources." One of the reasons for Bangladesh’s
dependence on aid is its very poor and narrow resource base, which
leaves it heavily dependent on imports. It has no minerals, and its forest
resources have been severely exploited over the years. The one resource
that does exist in large quantities is natural gas, but none of it is
exported, and the country still runs up a substantial bill for fuel imports.

Traditionally its main export is jute. Although jute was always grown
in Bengal for local use, it did not become a major export crop until
rapidly-industrialising Britain found a use for it in the nineteenth
century. As a colonial power, it ensured a ready supply of the raw
material for processing, mainly in the Scottish town of Dundee. The hot,
wet, humid climate proved ideal for its cultivation, and Bengal’s
economy rapidly became dependent on jute. Bangladesh still provides
more than 70 per cent of the world’s jute exports.” Jute, both raw and
manufactured, continues to play a key role in the country’s economy,
contributing nearly 30 per cent of export earnings (see Table 12).

Such a heavy dependence on a single crop would not necessarily be a
problem, were it not for the very weak position of jute in the
international market place. On the demand side, jute’s main use, as a
packaging material, is constantly challenged by more durable
competitively-priced synthetic packaging materials, predominantly
polypropylene. On the supply side, with production so heavily
concentrated in Bangladesh, floods or droughts resuiting in crop losses
tend to have a dramatic effect on world prices. Jute prices are, therefore,
subject to wild fluctuations, but tend to be low. The hope for the future is
that for environmental reasons the use of jute will be encouraged over
that of synthetics. Unlike its competitors jute is both biodegradable and

_pollution-free.

Table 12: Major exports of Bangladesh, 1988/89
' (Takamn) % of total

Garments 14,274 33.4
Jute manufactures 9,259 21.7
Fisheries products 5,239 12.3
Leather 4,526 10.6
Raw jute 2,813 6.6
Tea 1,214 2.8
Fertiliser 1,543 3.6
Refined petroleum products 520 1.2
Total (inc. others) 42,686 100.0

(Source: Economist Intelligence Unit: Bangladesh Country Profile 1991-92, London:
Business International Ltd., 1991, p. 44)
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But even if jute’s position in the international marketplace
strengthens, there is still a need for Bangladesh to diversify its economy
away from its traditional exports — principally jute, but also hides and
tea, which also suffer from unstable international market prices.
Successful diversification- has taken place into garments manufacture,
which overtook jute as the country’s principal export earner in 1987/88.
Foreign-exchange receipts for garment exports have leapt from only
US$7 million in 1982 to over US$700 million in 1991.® The other
successful area of diversification has been shrimps.

A small fish in a big sea

Unfortunately for Bangladesh, it was not the only country which
diversified its economy into shrimp production during the 1980s.
Shrimp production in Asia increased by more than 700 per cent between
1980 and 1988 - from a total of 57.2 thousand tonnes to 441.5 thousand
tonnes." Bangladesh’s industry, which increased production from 2.7
thousand to 25.0 thousand tonnes during that period, turns out to be
only a very small fish in a very large sea. Other major Asian producers
which have similarly boosted yields and exports during the 1980s are
China, India, Indonesia, the Philippines, Taiwan, Thailand, and Vietnam,
all of whom produce more than Bangladesh.

If the 1980s was a ‘lost decade’ for much of the Third World, it was
also the decade of the shrimp for much of Asia. The remarkable growth
of the Asian shrimp industry can be attributed to three factors. Firstly,
new production technologies, which were pioneered in Taiwan but
quickly spread across Asia, had a dramatic impact on yields. The
technologies were based on refinements in the production of the baby
shrimps sold to farmers for rearing, and on the development of
compound feeds. They were focused on the intensive cultivation of the
penaeus monodon, the black tiger shrimp, yields of which were boosted
from 284 kg per hectare to 7.7 tonnes per hectare.

But equally important was the second factor: marketing. Again
Taiwan led the way, by successfully promoting the black tiger shrimp in
the most obvious and lucrative Asian market, Japan, and thus challeng-
ing the traditional dominance of white shrimps. The third, inter-related,
factor also concerned the Japanese market. During the 1980s the shrimp
made the jump from being a restaurant food to being used in home
cooking. It was thus transformed from a luxury food to a relatively low-
cost, steadily supplied commodity. In three years, between 1984 and
1987, just as forecasters were predicting that Japanese consumption had
peaked, annual per capita consumption of shrimps rose from 2.5 kg a
year to more than 3 kg."” This was good news for the Asian producers
who rely overwhelmingly on the Japanese market. Consumption in the
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other major developed-country markets, the USA and EC, is much
lower, at 1 kg and 300 g respectively, and Asian producers cannot easily
compete with Central and Latin American producers for the US market,
because of their much higher transport costs.

But by the end of the decade the shrimp boom looked as if it was
over, as export prices plunged by 40 to 50 per cent. Asian shrimp
exporters blame this on the protracted illness and death of the late
Japanese emperor, Hirohito. Respect for the Emperor is said to have
curbed Japanese appetites, resulting in fewer shrimps being eaten and
stocks mounting. Since then the market has picked up, but not at the
same rate as before. The price slump marked a sea change in the
business, from being production-driven to being market-driven. Mean-
while the search for new markets and cheaper production methods is on.
Shrimps are still a profitable business, but with the market becoming
more competitive, it is only a matter of time before the less efficient
producers, often the ones with the least resources and the most need, are
pushed off the export map.

A profitable business

But meanwhile the profits to be made from shrimps are considerable. In
the Khulna District of Bangladesh a one-acre pond yields around 400 Ibs
of shrimps. The pond operator will sell them in Khulna to a fish
processor for the equivalent of about £400. Allowing for his stocking
costs, he will make a profit of about £350 per acre for the seven-month
production cycle. At the other end of the chain, those shrimps may end
up in Oxford market in the UK, where in May 1989 the same species was
selling for £7 a pound. The shrimps would have lost some weight
through the cleaning and shelling process - 400 lbs would be reduced to
around 360 Ibs - but at £7 a pound these same shrimps, the yield of the
one-acre Khulna pond, would finally be sold for a staggering £2,520."

In between, the shrimps would have been processed: cleaned and
shelled in a processing shed such as the one outside Notun Bazaar, by
women such as Rohina Khatoon. This would not add much to their cost
of production, as Rohina is paid only 15 taka (£0.30) for a day’s work."
The shrimps are then frozen, stored, and transported to their Northern
market. With such high profit margins, impressive as the export figures
are, it does not seem that the Bangladeshi economy is gaining all that it
could from this highly lucrative industry.

The Philippines also records high profits from its shrimp industry.
Following the collapse of the sugar industry in the mid-1980s, wealthy
landlords on the sugar-producing island of Negros thought they had
found a way out of the slump in sugar prices. Catering to the expanding
Japanese market, they found that through shrimp farming they could
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make profits of at least 20,000 pesos (US$896) per hectare, nearly four
times the profit of 5,000 pesos per hectare from sugar production. The
problem came later when prices on the Japanese market fell, and they
once again confronted the dangers of relying on a single market."”

Food for export: land and shrimp cultivation

The export of a luxury protein from a country that is unable to feed its
own population, is massively dependent on imports of food aid, and is
so prone to climatic disaster as Bangladesh has to be questioned. The
main issue is the impact of shrimp cultivation on people’s access to food,
which could be affected through their access to land or employment.

The land in the Khulna area that is devoted to shrimp cultivation has
mostly been leased from the owners of small or medium-sized
landholdings by local businesses. The shrimp production cycle, from
stocking the ponds to harvest, takes seven or eight months. The land is
then returned to its owner who, in the remaining months of the year, is
able to devote the land to rice production. However, there are two main
problems with the practical application of this land-share arrangement.
First, the acquisition of land is often attended by considerable
corruption, so that a new type of ‘landlessness’ is being created; and
secondly, it is reducing rice yields.

An estimated 25,000 acres of land around the Khulna area are
currently under shrimp production. Apart from 3,000 acres of it, which
are farmed cooperatively, this land is under the control of rich, urban
businessmen. Their corrupt techniques of land acquisition are all too
familiar to the people who live in the area. According to local sources,
one method commonly used in acquiring land for shrimp production in
the Khulna area involves gaining control of the local government-owned
waterways. The key to shrimp production is a ready supply of saline
water. The shrimp entrepreneurs gain control of these vital rivers and
canals by renting them from corrupt local officials, sometimes by
bidding at rigged auctions which are not publicly advertised. Once the
entrepreneur has them, he will make lucrative offers to rent the land that
_ is next to the waterways, and then flood it to a degree that also floods
the land of other small-scale cultivators in the same area. The increased
salinity that occurs as a result reduces their rice crop by about two-
thirds. Their land becomes of much less value to them, and they are left
with little choice other than to rent it out at rock-bottom prices.”

Rice yields in the area, under the land-share agreement, have been
reduced. Peasant farmers who have leased their land claim that the
increase in salinity required for shrimp cultivation has reduced rice
yields from one and three quarter tons to around half a ton per acre.
They also say that it will take many years to restore the land’s fertility.”
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Employment and shrimp cultivation

Shrimp production creates seasonal landlessness. For the seven or eight
months that it takes to produce the shrimps, peasant farmers who have
leased out their land join the ranks of the landless labourers. Shrimp
production not only takes up land and increases the labour pool. It also
reduces employment opportunities.

By its very nature, shrimp production is capital-intensive, rather than
labour-intensive. Labour is initially required to build up the ponds and,
occasionally, repair the dykes. But for the rest of the time, apart from
guarding the ponds, there is no employment. Where the same land
hitherto provided employment opportunities for landless labourers year
round on rice or jute production, it now not only fails to do that, but
actually adds to the labour pool. According to an Oxfam project partner
in the Khulna area, there is now an out-migration of landless labourers
to the slums of Khulna city.?

Those landless people who have stayed in the villages have
sometimes turned to illegal means to keep their families fed.
Mohammed Hassan of Agerhat village in the South Khulna area is one
such case. He lost his one-acre plot of land to a money lender in the mid-
1980s. He had put up the land as collateral for a loan to buy seeds and
fertiliser. The area was then hit by a cyclone which wiped out his crop.
He had no option other than to surrender his land over to the money
lender and join the ranks of landless labourers.

For several years Hassan survived by working as a seasonal
agricultural labourer. Then a wealthy Dhaka businessman managed to
acquire all the land in the area, and turned it over to shrimp cultivation.
Hassan’s only means of livelihood disappeared overnight. He is now
one of a growing number of landless labourers in the South Khulna area
who steal shrimps for a living. He goes to the ponds at night, often
encountering, and usually outwitting, the private army employed by the
pond operator to protect his property. Hassan then sells his haul to
middlemen, who in turn sell it on to the processing plants around
Khulna city. Hassan gets much less than the market value for his
shrimps, but at least he manages to feed himself and his family.”

Fighting back \

Institutionalised theft is not the only way that the peasant farmers have
fought back. More than a thousand of them in the South Khulna area
have successfully reclaimed the land they rented out to the local
businessmen, and are now using it themselves for shrimp production. In
1986 they formed a shrimp cooperative with the assistance of the
Khulna-based development agency, Gono Shahajjo Sangstha (GSS),

which also runs literacy and education programmes in the area,
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supported by Oxfam. Regaining their land has been a difficult and
painful process. The businessmen have often resorted to bullying tactics
and violence, through their private armies, to try to terrorise the peasant
farmers into leaving the land. But the farmers have resisted, and
managed to reclaim what is rightfully theirs. They now farm shrimps
collectively, having formed themselves into smaller units of production.

The ecological consequences of shrimp production

Shrimp cultivation has also been criticised on ecological grounds. In
many Asian countries, including Bangladesh, mangrove swamps have
been destroyed to build shrimp facilities. This is particularly evident in
the area of the Bay of Bengal known as the Sunderban, where the
destruction of mangrove plantations has steadily depleted the region’s
shrimp resources.”

Another concern is the impact of shrimp cultivation on soil salinity.
The World Bank claimed that shrimp cultivation would be beneficial in
this respect, as the proper construction of dykes required by the industry
would stop saline water seepage into agricultural lands.”® However, in
the experience of farmers in the Khulna area, shrimp cultivation is
causing soil salinity, and thus harming crop production. There is also
some evidence to show that dykes, weakened by cutting to let brackish
water on to the land, are then more prone to flooding with saline water.

Diversification and democracy
Diversification is an important policy objective for Third World
countries which need to expand their export base. However, the case of
the Bangladeshi shrimp industry highlights some of the problems that
can arise when economic development is not matched with social and
environmental objectives. In this case there is a clear conflict over the use
of land for food production, as opposed to export production. The
industry has also reduced local employment opportunities and is having
an adverse impact on the environment. Its benefits are unevenly distrib-
uted, so that while considerable financial gains are being made by the
local entrepreneurs, many other people are actually poorer as a result.
Many of these problems could be overcome, if initiatives such as the
shrimp cooperative were actively encouraged, both by the government
and by multilateral agencies investing in the industry, such as the World
Bank. It underlines the importance of popular participation and
democratic accountability, not only at government level, but also at local
level, in developing such initiatives. People-centred development is at
the heart of the trade model employed by the alternative trading
movement and, as the following chapter shows, can bring considerable
benefits to small-scale producers.
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BRIDGING THE GAP:
Alternative trading

Oxfam was founded in 1942 as a relief agency to help hungry
civilians in occupied Greece. It is still a relief agency, responding to
disasters all over the world, but since the 1960s the emphasis of its work
has shifted to long-term development. The transition occurred with the
growing realisation that poverty and suffering cannot be effectively
relieved without also identifying and tackling their root causes.

It was no coincidence that Oxfam’s ‘Bridge’ programme started at this
time. The idea was first mooted in 1964 when, according to an early
history of the organisation, ‘Oxfam workers, visiting the scenes of
disasters abroad, were shown some goods people had made and wanted
to sell to regain their self-respect.” It was suggested that the products
could be sold in the chain of Oxfam shops, selling mostly donated
second-hand goods, which were by now well established throughout
Britain; and thus the idea of the Bridge scheme was born.' Bridge, the
major part of Oxfam Trading, is an Alternative Trading Organisation
(ATQ). Established by Oxfam in 19652 it operates from offices attached
to a warehouse on an industrial estate outside Bicester, a market town in
the centre of England. Its trading principles are summarised as follows:

Through buying crafts and foodstuffs from trading partners
committed to economic and social justice, Bridge aims to help poor
people in developing countries improve their standard of living.*

Oxfam saw that by providing a market for Third World products, paying
prices judged to be fair in the local economy, and buying through
organisations which ensured that the bulk of the price reached the actual
producers, it could begin to. attack one root cause of poverty: the
dependence of small-scale producers on local traders, who pay them low
prices. As a further measure of solidarity, Bridge returns its profits to
support the growth of small businesses in producer countries.

The Bridge display room in the basement of the warehouse is an
Aladdin’s cave of Third World crafts. Panama hats, Peruvian wall
hangings, Sri Lankan bangles, Kenyan baskets, Indian candlesticks,
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Bolivian knitwear, and candlesticks from the Philippines cram the
shelves and cover the floor, each one representing a group of hopeful
producers. Many will be disappointed. The majority never reach the
shops or the mail-order catalogue. Standards have to be high, and
colours and design must suit contemporary British taste. However, there
are limits to the numbers of Hegelong guitars from the T'Boli tribe of the
southern Philippines, or foot massagers from Java, that the UK market
can absorb.

ALTERNATIVE TRADE IN HANDICRAFTS

Ninety three per cent of the goods sold through the Bridge scheme are
handicrafts. Poor communities derive a number of advantages from the
handicraft trade. Production provides vital income for women, whose
usual work is often unpaid. This is of major importance, for it is now
widely recognised that paying women directly is the best way of
ensuring that children are fed, clothed, and schooled. Handicrafts add
value to local materials such as jute, cotton, or wool. Production can
often take place at home, during the quieter times of the year, for
example after harvest, and therefore need not interfere with other
activities such as food production. Illustrating these advantages is one of
Bridge's longest-established  handicraft trading partners, the
Bangladeshi organisation, CORR - The Jute Works.

CORR - The Jute Works

The Jute Works came into existence in 1973 as a project originally funded
by a number of development agencies, including Oxfam. It started as
Bangladesh’s post-liberation efforts were coming to an end. Many men
had died in the fighting, leaving widows and children without any
source of income, and dependent on relief aid. The Jute Works was set
up to provide some of these destitute women with an opportunity to
earn some money.

Women in the jute-growing regions of Bangladesh have traditionally
used jute to make a range of functional household items. At that time
jute was still Bangladesh’s main export, but demand for it on the
international market had flagged, owing to the increasing use of
synthetics. Although prices were low, it was still widely grown, in
rotation with rice, as most farmers’ only hope of a cash income.
Domestic demand for locally produced jute goods was low, but some of
the aid agencies working in Bangladesh felt that there could be a market
abroad for some of these attractive products if they were traded through
the Alternative Trade Organisations. The Dhaka-based nuns who
founded The Jute Works believed that there could be a fruitful
coincidence between this perceived Western demand for ‘ethnic’ goods,
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the ready supply of jute, and the desperate need of so many women for
an income. They were right. The best-known Jute Works export, the
‘sika’, a hanging basket which is used for storage in Bangladesh, has
found its way into homes all over the world, usually as a container for
houseplants. It is commonly featured in the Oxfam Trading catalogue.
Richard Adams, founder of another British ATO, Traidcraft, describes his
first big purchase from the Jute Works in Dhaka in 1974:

My first call the next morning was to the Jute Works. Information
about my visit had failed to reach the people there, but they
recognised me as one of their overseas customers, even though my
order had been a small one. I explained that I hoped to buy enough
handicrafts to fill up a large cargo plane. Disbelief turned to
amazement and then to jubilant enthusiasm. The Jute Works took
on the atmosphere of Santa’s Workshop, with eager helpers
rushing to fill up my sleigh! They would not have enough from
their own stock: people would be sent to the village production
centres and asked to send all they could. Would I take seconds?
Would I take palm leaf mats, crochet work and embroidery? Would
I take bamboo furniture, cane baskets and sweeping brushes? Yes, I
said, I would take almost anything that might sell in Britain,
providing that it did not come to more than fifteen tonnes and one
hundred cubic metres or £10,000 altogether.*

W /O

LIZ CLAY

Bangladesh: Making a sika for sale through the Jute Works cooperative. Rahima supports
her family with her monthly income of 250 taka (appoximately £5.00). So far she has
saved 250 taka, and has borrowed money to buy a goat.
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The Jute Works is now entirely self-financing. Currently over 7,000
women are making goods for it. They are organised into small producer
groups who buy their jute locally, or grow their own. The Jute Works
gives them orders. It works with the women on design and quality
control, as well as encouraging functional literacy classes. Its Group
Development Fund encourages and assists with other forms of income
generation including calf, goat and poultry rearing, sewing, rice
cultivation, and fish farming. There is also a producers’ provident
security fund and a small credit project.®

The average earnings of a producer are about 150 taka a month, for
what is very much part-time work. The Jute Works is realistic in
acknowledging that handicrafts can never be the economic solution to
poor women’s problems, but can provide a useful supplementary
income, and can be an entry point into education and awareness-
raising.® The story of Kazuli illustrates the impact of such a project on
the life of one woman:

Kazuli and her husband Bishu live with their five children in two
small rooms, constructed of mud with a flat tin roof. There are no
windows in these rooms, or furniture. The family sleep on grass
mats on the mud floor. In the summer months they are warm and
dry, but plagued by insects and mosquitoes. In the winter the floor
becomes damp and cold and they frequently suffer from bronchitis
or pneumonia.

Both Kazuli and Bishu, whose marriage was arranged by their
families when Kazuli was only sixteen, have known better times.
Kazuli came from the family of a respectable land-owning farmer.
Bishu’s family also owned land, but latterly lost it through flood
and erosion. The couple now own little more than the land their
home stands on, and rely entirely on Bishu’s earnings as a casual
labourer working in the fields of local landowners. His earnings
are pitifully low. During the planting and harvesting season he is
normally able to work throughout the week. At other times of the
year the best he can hope for is two or three days” work a week. For
a ten-hour day he can expect to bring home between Tk25.00 and
Tk30.00, enough to buy one and a half kilos of rice, a quarter of a
kilo of wheat flour, and a few spices. Kazuli is sometimes able to
supplement their meagre diet with green leaves or vegetables that
she has managed to collect. Very often they have only a few left-
overs from the day before to eat.

In the early days of their marriage Kazuli worked as a domestic to
supplement their income. But Bishu soon forbade her to do that. It
hurt his pride that a woman in his family should have to work
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outside the home. So for the sake of her marriage and her family
she had little choice other than to abandon her job and watch her
husband toil to try and feed them.

Kazuli then came into contact with other village women, and
through them heard of a scheme whereby a group from the city
(Dhaka) were training women in handicrafts and functional
literacy. These women were earning between Tk60 and Tk100 a
month, and had acquired status and respect from their families and
their community. She decided to join the group, the Kathalia
Mothers” Club, one of the Jute Works” producer groups consisting
of 26 women. Three years later Kazuli was one of the group’s most
skilled workers, earning up to Tk200 a month. She had also started
a rice-husking scheme. With the financial backing of the group she
had taken out a loan to buy the equipment needed to turn paddy
into rice, which she could then sell in the market. Her husband had
joined in the scheme and together they were managing to repay the
loan. She was earning enough to send two of her children to school
and was planning to send a third in the near future. But for Kazuli
the greatest gain of her association with the Jute Works is that she
is now able to ensure that her children have regular meals.”

ALTERNATIVE TRADE IN COMMODITIES

Around 7 per cent of Bridge’s sales come from food products, such as
coffee, tea, nuts, honey, and spices. Since early 1990 cocoa has also been
in many of Oxfam’s high street shops. For the price-conscious shopper
this is not the place to go. The Oxfam cocoa, attractively packaged in a
red canister, retails at a few pence more than most commercial brands.
The higher price is justified by claims that it provides a better quality of
life for the producer. This is unambiguously stated on the packaging:

This cocoa comes from “El Ceibo’, a cooperative of peasant farmers
in northern Bolivia. The co-op takes its name from a local tree
which shelters the vulnerable cocoa plant from the sun. Similarly,
‘El Ceibo” acts as an umbrella organisation to its 1,000 members. It
pays them a higher price for their cocoa beans and provides
technical advice, transport and education. It also runs a small
processing factory in La Paz, enabling the farmers to bypass large
processors.

El Ceibo

In a meeting room in Sapecho, a small village in northern Bolivia, 40 or
50 cacao farmers — men, women, and children - are about to experience
their first taste of chocolate. Chocolate in every conceivable shape, size,



Bridging the gap

and form is stacked on a table: chocolate rabbits, eggs, and bars, each
piece tastefully and expensively wrapped, the finest quality Swiss
confectionery from the smart shops of Zurich and Geneva. The farmers
are all too familiar with the yellow-brown cacao pods that they labour to
harvest, but today, for the first time, they are being introduced to the end
product. :

They belong to a peasants’ cooperative, and are taking part in a

seminar on organic cacao production, led by Joachim, a European
volunteer aid worker. Joachim, who has had a long association with the
cooperative, is working with the farmers to promote organic production.
‘It's all about markets,” he explains. Several years ago he was
approached by a German company which was looking for supplies of
organic cocoa to process into chocolate in its Swiss factory. ‘We are
responding to their response to the growing demand for greener
products in Germany, although it also makes economic and ecological
sense for the producers here.” He hopes that El Ceibo will soon be
exporting organic cocoa, although they must still await verification that
their products are truly organic — and international standards are tough.
Once they have been verified, new market opportunities could open up
for the cooperative.®

El Ceibo is the umbrella organisation for its 36 member cooperatives.
These are spread over a large area. Some are as far as 50 km from
Sapecho, the village where the El Ceibo cooperative centre is situated,

but all are in Bolivia’s Alto Beni (High Jungle) region. Sapecho is 372 .

metres above sea level, on the edge of the Amazonian rainforest, with a
sub-tropical climate that is ideal for cacao production. The village is only
240 km (149 miles) from Bolivia’s capital city, La Paz, but the journey, on
a good day, takes at least twelve hours. The road, which is little more
than a mud track in places and is frequently cut off by land slides during
the rainy season, drops from an altitude of 3,636 metres, twisting down
through the appropriately named Yungas, or ‘Hanging Valleys’. In
places it narrows so that there is just enough room for a truck to pass,
with sheer drops of several hundred feet on one side, and overhanging
cliff face on the other. Casualties are not uncommon: the remains of
vehicles can sometimes be seen littering the bottom of the ravines. Yet
this is the lifeline of the Alto Beni. All produce, bound either for the
home market or export, must pass along this hazardous route through to
La Paz.

It is the head of household who joins El Ceibo as a cooperative
member. This means that most members are men, although, as the
cooperative committee explains, there are also women members who, as
widows or single women, qualify as heads of household. They are at
pains to explain that women receive equal recognition with men in the
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cooperative and that the family of any member has automatic access to
the cooperative.’ In reality the men play a dominant role, reinforced by
the tradition that cash-crop production is their responsibility, while the
women take care of the food crops.

Don Pedro, as head of his family, has belonged to the El Ceibo
cooperative since it began in the mid-1970s. Like many of the farmers in
that region, he was part of the government’s ‘colonisation” programme
which took place during the 1960s and 1970s. In an attempt to shift
people off the high plains and mining areas around La Paz and move
them into the very under-populated Alto Beni region, the government
handed out parcels of land to anyone who would agree to move. Many
did move. Some could not survive the tropical climate of the area and
moved back to the highlands. Others, like Don Pedro, have managed to
settle. Don Pedro farms a ten-hectare plot of land just outside Sapecho. It
is reached by a narrow track up through the forest which opens up into a
small clearing and a thatched hut which is home to him, his wife, and
their four children. The track leads on into the forest and Don Pedro’s
cacao trees.

When Don Pedro was allocated his land, he probably felt that he had
been unlucky. Most of his ten hectares range over a steeply sloping
hillside. He has fruit trees growing in between his cacao which provide
shade for the cacao and food for the family, but it would be hard to grow
vegetables or rice on such a gradient. Two years ago, with the help of the
cooperative, Don Pedro began farming organically. He is pleased with
the results. Rather than frequent applications of expensive fertilisers,
which in the ten years that he had been using them seemed to be
depleting the quality of his cacao, he now uses a nitrogen-fixing
leguminous plant known locally as ‘kudzu’. Kudzu grows prolifically. It
acts as ground cover, holding the top soil in place, and saving Don Pedro
the trouble of having to dig it back around the trees after a heavy
rainfall. He says that his trees are healthier and yields are improving as a
result.

The only problem is that organic production is very labour-intensive.
He constantly has to check his trees for pests, remove diseased fruit, and
cut unwanted growth — work previously made unnecessary by chemical
applications. The extra work involved means that he is probably no
better off financially. The gain from the improved yields, lower input
costs, and the higher prices paid for organically grown cacao is off-set by
the extra labour involved. Cacao production now absorbs all his time,
which means that he has had to cut back on all other forms of income
generation or food production.'

Don Pedro sells his cacao beans to his local cooperative, which, in
turn, sell them on to the centre, where there are facilities for drying the
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Bolivia: Don Pedro Bernebe grows cacao organically on his smallholding near Sapecho,
150 miles north of La Paz. He sells the beans to the El Ceibo cooperative, which processes
them. Cocoa from El Ceibo is exported to Alternative Trading Organisations in Europe,
like Oxfam Trading.

beans. The cooperatives which are farther away dry the beans
themselves and then sell them to the centre. The centre transports the
beans to La Paz, to the small processing factory run by El Ceibo. The
factory employs about ten people to process and package the cocoa.
Each year the cooperative exports around 200 tonnes to OS3, an
Alternative Trading Organisation in Switzerland. The price that OS3
pays for the cocoa is worked out annually with the cooperative, and is
based on production costs. This protects El Ceibo from the vagaries of
the world market, where prices for cocoa, as for other commodities, have
been unstable and generally very low in recent years. OS3 pays for
transport costs from the Chilean port of Arica to the Netherlands, and
then sells the cocoa on to other ATOs, such as Traidcraft, for retailing.
Oxfam used to purchase from OS3, but now buys direct from El Ceibo.
Profits go towards the running costs of the cooperative and are shared
out among members."

In the days before the El Ceibo cooperative was formed, the Alto Beni
producers had only one option for marketing their cocoa. They sold it
through a middleman who had monopoly control over cocoa marketing
in the region, and was paying very low prices for their produce. The
farmers decided to try to get round this by marketing cooperatively.
Assisted by foreign funding, the organisation grew from there, and is
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currently marketing around 35 per cent of the region’s cocoa.

As a player on the international cocoa market, Bolivia is just one of
many countries that export a very small quantity of cocoa. The market is
dominated by a handful of large producers. In 1988 for example, Cote
d’Ivoire, Malaysia, Ghana, Nigeria, Brazil, and Cameroon accounted for
75 per cent of all cocoa-bean exports.”? The market is also over-supplied.
In 1988 total world consumption of cocoa (beans equivalent) was
2,015,100 metric tons, while the combined exports of cocoa beans and:
cocoa products (beans equivalent) amounted to 2,460,500 metric tons.
Such an imbalance, even given that some of the cocoa products would
be re-exports, would account for the low world market prices.

Trading through the ATO network ensures that the El Ceibo
producers, such as Don Pedro, benefit from a relatively stable market,
and steady prices based on their production costs. At the other end of
the chain the consumer can relax with a cup of cocoa in the knowledge
that a much a greater margin of the price paid in the shop has benefited
the Bolivian producer, and that Don Pedro and others like him also
benefit from advice about improved production techniques.

Increasing food sales

Handicrafts will probably always be the main marketing concern of
Bridge. Apart from the gains to producers, they lend themselves well to
promotion through Oxfam’s shops and mail-order catalogue.
Establishing a market for foods presents a new set of challenges: ‘There
are many more problems to be overcome in importing food products,’
said Bridge’s manager for Latin America and Africa, Edward Millard.
‘They have to conform to strict health regulations. For example, honey
has to be stored at correct temperatures in transit otherwise the HMF
content will rise above permitted levels.” Another difficulty is
distribution. If we don’t pack the honey jars properly, then our shops
open the box to find a sticky mess and broken glass. But the biggest
problem of all is keeping it in stock 365 days a year. If customers come in
for our coffee and tea and we are out of stock, they go back to the
supermarkets to buy. Yet sometimes we cannot avoid delays in the
arrival of shipments.’

But in the last few years Edward and others like him in the ATO
world have become committed to acquiring the skills necessary for
importing, processing and packaging food products, as they have
witnessed the increase in rural poverty in the Third World. ‘The collapse
in prices of commodities on the international markets has had dire
consequences for producers. Coffee growers, for example, can no longer
cover their costs of production. I cannot travel around countries like
Bolivia ignoring their desperate need for markets, just because
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handicrafts are easier to import!

Bridge has been responding to this need in a number of ways. First,
by increasing its range of food products like cocoa from El Ceibo, which
was one of the first products in this new range. Second, by repackaging
theproducts, to draw customers’ attention to the situation of producers.
And third by joining a new coffee-marketing initiative. Until recently the
marketing of coffee by ATOs in Britain was closely related to campaigns
based on specific countries. Its purpose was as much to offer consumers
an opportunity to show solidarity with a campaign as to provide
producers with a market for their coffee. Examples of these have been
coffee from the African Frontline States, as a part of the Anti-Apartheid
campaign, and coffee from Nicaragua and Tanzania, whose
governments were committed to progressive development policies.
After the election victory of UNO Presidential Candidate Violeta Barrios
de Chamorro in Nicaragua at the beginning of 1990, the US embargo
against Nicaraguan exports was lifted. This meant that Nicaraguan
coffee producers were suddenly in the same situation as other coffee
producers. Although they no longer suffer from the damaging effects of
the trade embargo, they still have to face hopelessly low world market
prices for coffee.

Bridge is one of four Alternative Trading Organisations which have,
for the first time, joined forces to market coffee. The new brand,
‘Cafédirect’, was launched in October 1991. As its name suggests, the
coffee is purchased direct from small farmers’ organisations. First
purchases came from Central and South American producers. It is hoped
there will also be an African blend of Cafédirect in the future. The price
paid to producers for their coffee is based on the International Coffee
Organisation’s floor price, which, at the time of the launch, was US$1.20
per Ib. This compared favourably with the world market price of around
85 cents per Ib. The ICO floor price is worked out between producer and
consumer members of the agreement and relates, as far as possible, to
production costs. It is judged to be the minimum that growers need to be
able to cover their costs and make a small profit on their harvest. If the
world market price rises above the ICO floor price, then Cafédirect
suppliers are paid the world price. In addition, producers are part-paid
in advance. This is to tide them over between harvest and sale, a time
when many coffee growers are forced to borrow from money lenders.

The ATOs hope that it will soon be possible to market Cafédirect
through a wider range of retail outlets. For this purpose, a proportion of
the price agreed with producers is being kept in a marketing fund. For
the meantime it will be sold through their own distribution networks. In
the case of Bridge, this is through some of the 625 Oxfam shops which
sell crafts and foodstuffs, and through its mail-order catalogues.
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A DROP IN THE OCEAN

Bridge is just one of more than fifty Alternative Trading Organisations in
the North. (There are many more in the South which export for
producers.) While these Northern ATOs all differ in the way they
operate and the goods that they trade in, they basically share three core
aims: to cooperate with small-scale producers to help to improve their
living conditions through fairer trade; to educate consumers about the
problems that small-scale producers face as a result of unfair trading
practices; and to campaign for fairer trading conditions in the world.

In recent years these organisations have begun to realise the
importance of organising themselves into a more cohesive force to
achieve their trading, educational, and campaigning aims. In May 1989
some thirty ATOs, including Bridge, formed the International Federation
of Alternative Trade (IFAT). IFAT’s office in Amsterdam performs the
function of negotiator and importer on behalf of affiliated organisations.
Before the formation of IFAT, ten European ATOs had been meeting
regularly to exchange ideas and to give one another mutual support.
Their decision to formalise this group led to the creation of the European
Fair Trade Association. Some EFTA members are also members of IFAT..

Bridge is among four of the largest ATOs. In the financial year
1990/91 Oxfam Trading sold around £8.5 million worth of Bridge
products, an increase from £2.5 million in 1985/86. While combined
ATO turnover has probably more than doubled in the last five years, it is
estimated to be, at most, £250 million a year.” This is a mere drop in the
ocean when compared with that of a moderate-sized company such as
the British sugar traders, Tate and Lyle, whose turnover in 1990 was
£3,431.9 million."

While alternative trading is undoubtedly growing, there is no
disguising the fact that alternatively traded products remain firmly on
the margins of consumerism. Even within the Oxfam shops, Bridge
goods have to compete with the donated goods, which are more
profitable (for Oxfam), and are frequently relegated to the rear of the
shop, the basement, or upstairs. The catalogues are an important sales
point, but reach only a very small minority of consumers. Alternatively
traded foods can sometimes be found in specialist wholefood shops or
health shops, but again these are frequented by only a small minority of
consumers. ‘

However, alternative trading demonstrates how world trade could be
organised, based on a more equal relationship between North and
South. While in this respect it has undoubtedly achieved quality, and has
played an important role in educating a significant minority of the
public, it has failed to achieve quantity. It has brought real benefits to
some producers, such as the women contracted by CORR - The Jute
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Works and the El Ceibo cocoa farmers, but their numbers are small. With
a share of no more than a fraction of world trade, alternative trade
presents neither a threat to the world trading system, nor any serious
alternative for the vast majority of producers.”

As the 1980s drew to a close, it became apparent that the decade had,
indeed, been ‘lost’ for many developing countries and that poverty was
on the increase. Low commodity prices and shrinking world markets for
some products, combined with debt and rising interest rates, has hit
many countries hard. Yet the poorer they become, the more difficult it is
for them to attract the investment and technology required to diversify
or up-grade production and earn their way out of debt. They are well
and truly caught in the trade trap. The need for fairer world trade has
never been greater. The challenge of the 1990s is to apply the alternative
model more widely, and to promote fairer trade as a part of mainstream
commercial activity.
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14

FROM THE MARGINS TO THE MAINSTREAM:
Fairer trade initiatives

xfam and a number of other organisations concerned with Third

World development share a vision of the supermarket of the future.
On the coffee shelves, there will be the familiar array of products to
choose from: filter coffee, expresso coffee, coffee for percolators, coffee
from Colombia, Jamaican Blue Mountain coffee, continental coffee,
instant coffee, coffee beans, and more. There are different brand names
to choose from, and decaffeinated versions of some. Two-thirds of them
carry a small but distinctive logo. It tells the shopper that the coffee has
been produced under fair conditions. The coffee growers have been paid
a price for their coffee which ensures that they can cover their
production costs and make a living. That price may well have been
above the world market price. Some of the payment has been made
before delivery, so that the producers do not have to borrow from
moneylenders. They have also been ensured reasonable security on
future orders. ‘

On the tea shelves, there is the usual array of products and brands:
loose tea, tea bags, decaffeinated tea, instant tea, tea from Darjeeling,
Lapsang Souchong tea and more. But one of the well-known brands has
the same logo displayed on its distinctive packaging, and a number of
‘own label’ products also carry it. It guarantees that the tea pickers are
paid decent wages, that housing conditions on their estate are good, that
the workers are free to form unions, and have access to basic services
such as health and education.

This is the supermarket of the near future, if the dream can be
realised. For every product originating from the Third World there is one
brand, or more, carrying the logo. For consumers concerned with
fairness in the Third World, their shopping baskets can become a
powerful statement of their commitment to the poor — a commitment
which they have been able to put to practical effect.

Some marketing analysts claim that it will not be long before this new
form of product labelling is a common sight in high street shops. Their
prediction is based on marketing logic. In their view, this is the only
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direction left for product labelling. It develops naturally out of the first
three waves of product labelling. In Britain the first wave concerned, in
marketing terms, the ‘post-purchase consumer experience’, and
produced, among others, the Kitemark. This guarantees that the product
bearing it conforms to certain standards of safety. For example, in
buying a toaster the consumer wants to be assured that it will not blow
up on first use. Then came the second wave of labelling. This was the
‘green’ wave, designed to assure consumers that in using the product
they would not harm the environment: that their washing-up liquid
would not pollute the water table, or aerosol cans deplete the ozone
layer. The third wave came as an extension to this. Consumers now
wanted to make sure that the product they wanted to buy had not
already caused environmental damage: were dolphins slaughtered in the
fishing nets or was the tuna caught by line? Did the wood come from the
Brazilian rainforest or from a more readily renewable source?

So, the argument goes, there is only one direction left for product
labelling: ‘So far, a key factor in each wave has been concern about the
individuals on the receiving end.of the product. But once you start to
look at how a product is grown, processed, or manufactured, it can’t be
long before you become aware of the individuals on the production end.”

MAX HAVELAAR

It was concern for individuals on the production end that inspired the
Dutch ‘Max Havelaar” scheme, the first experiment in ‘fourth wave’
labelling. The Max Havelaar Quality Mark, a scheme to promote fairer
trade in coffee, was launched in November 1988. The name ‘Max
Havelaar’ is taken from a novel written by a Dutch civil servant who
worked in the former Dutch East Indies, now Indonesia, in the nine-
teenth century. While there, he could not reconcile himself to the policies
of the colonial government, which forced local farmers to work on the
Dutch coffee plantations, with the result that they neglected food
production and there was famine. On his return to Holland he decided
to write a book about it. Max Havelaar, or the Coffee Auctions of the Dutch
Trading-Society, by Eduard Douwes Dekker, has become a Dutch classic.
The project was launched on 15 November 1988. The initiative came
from a group of small coffee producers in Mexico and was taken up by a
wide coalition of sympathetic Dutch organisations representing
consumers, development agencies, religious groups, and trading
organisations. According to the Max Havelaar Foundation it is based on

. a very widely accepted - although less widely practised —
approach to development cooperation. The Third World needs
basic price and income guarantees for sound agricultural
development. Similar guarantees have been the cornerstones of
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integrated agricultural development policies in Europe and the
United States, not only as a result of pressure from farmers but also
arising out of self interest. Even if it ultimately becomes necessary
to eliminate these protectionist measures because of their cost, it is
widely recognised that certain levels of protectionism have been
essential for equilibrated and rapid development.?

They decided to work through the Dutch coffee roasters, who were
invited to participate in the scheme, provided that they met certain
criteria. The coffee that they buy must be purchased from
democratically-run organisations of small coffee producers identified by
the Max Havelaar Foundation. The roasters would be required to sign
long-term contracts with these groups, and to pay 60 per cent of the
agreed price in advance of the harvest. The agreed price would be the
world market price for coffee, plus a margin. The lower the world price,
the higher the margin, and vice versa. The price differential would be
reflected in the retail price. In return, the coffee would be accredited by
the Max Havelaar Foundation with the Foundation’s own seal of
approval. As a general principle, Max Havelaar only buys up to 30 per
cent of any one organisation’s harvest, to avoid creating dependency.

The scheme has been successful. By mid-1991 more than 300,000
coffee farmers were selling through the Max Havelaar scheme, and it is
making a very real difference to their lives. Rufino Herrera and the
Federation of Coffee Growers in the Dominican Republic, already
mentioned in Chapter 1, have a contract through the Max Havelaar
scheme. For the coffee that they sell through this scheme they are able to
make a profit of between US$10 and US$15 per quintal, rather than the
loss they make on the international market. But it is not only the price
that helps. According to Rufino, the access to credit that the scheme
gives them is also enormously important, as it means that they do not
have to resort to borrowing from money lenders.’

The Max Havelaar Foundation says that it receives requests for access
to the scheme from all over the world, and that they are unable to meet
more than a fraction of the demand. But they are optimistic that the
scheme is having a knock-on effect. There is evidence to show that in
those areas where farmers are selling through Max Havelaar, the existing
middlemen are beginning to pay higher prices to prevent farmers from
selling all their best beans to Max Havelaar.*

On the consumer side, Max Havelaar coffee is now available in more
than 6,000 supermarkets throughout the Netherlands, instead of being
restricted to the 230 alternative trading shops. In the scheme’s first two
and a half year period it gained a 2.3 per cent market share, compared
with the 0.2 per cent of coffee sold through alternative traders before the
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launch of the scheme. Just as important is the educational function of the
scheme. Market research findings show that 73 per cent of the general
public in Holland are now aware of the scheme and what it is trying to
achieve.

The Foundation is now exploring the possibility of adapting the
scheme to other commodities. Cocoa, textiles, and tea are among the
candidates. They have also launched a Max Havelaar scheme in
Belgium, and plans are in progress to launch a similar initiative in
France. Since October 1991 Max Havelaar coffee has been the official
coffee of the European Parliament. But perhaps their greatest
achievement is to have become a model and inspiration to like-minded
organisations in other countries.

THE FLAME OF FAIR TRADE

In August 1989 representatives from fourteen organisations met in
Gateshead, England, at the offices of Traidcraft. They were a mixture of
Alternative Trading Organisations and development agencies who,
inspired by the success of Max Havelaar, had decided to get together to
see if something on similar lines could be established in Britain.

The meeting was taking place at a time when ‘green consumerism’
was ‘at its height. A variety of environmental problems, such as
depletion of the ozone layer, global warming, and water pollution, had
led consumers to demand assurances that their purchases would not
add to the damage. For the manufacturers and retailers this spelt market
opportunity, a new way to add value to a product. They responded by
filling the shelves of shops and supermarkets up and down the country
with ‘eco friendly” products in all forms. Anxious not to be left off the
green bandwagon, commercial companies were soon claiming their
product to be greener than the next. Some were bringing out new
‘environment-friendly’ lines. Others were simply claiming new
standards for existing products. While arguments raged over the
authenticity of some of these claims, one thing was clear: green issues
were now firmly established in the marketplace. This was partly the
cause and partly the effect of making the environment a mainstream
concern.

If ‘friendly to the environment’, why not ‘friendly to the producer’?
That was the question on the minds of the participants at the Gateshead
meeting. Indeed, for some the question was not if, but when the market
would go down the ‘development-friendly’ road. They were persuaded
by the marketing analysis of product labelling which made the ‘fourth
wave’ an inevitable next step. This analysis, combined with the stark
realities facing Third World producers as a result of rock-bottom
commodity prices and unjust global trading systems, gave birth to the
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Guarantees

a better deal

for Third World

Producers Fairtrade

Fairtrade Mark. While inspired by the Max Havelaar scheme, the
Fairtrade Mark is designed to encompass a wider market.

The specific objective of the project is to ensure a fairer deal for
Third World producers in international trade. The Fairtrade Mark
will seek to do this by influencing changes in mainstream
commercial practices and in consumer attitudes, so that consumer
demand in the UK for a greaier availability of more equitably
traded products can be both stimulated and met. It is hoped that
resources may be available to fulfil a contingent objective, which is
to encourage discussion and action on fair trade issues among
manufacturer, retailers, and the public.’

In theory any manufacturer marketing a product that originates from the
developing world, such as tea, textiles, coffee, cocoa, or bananas can
apply to the Fairtrade Foundation for its seal of approval - the Fairtrade
Mark - to be carried on the product. But to qualify for the seal of
approval, the company involved has to provide proof that certain
criteria have been met. The criteria are similar to those being used by the
Max Havelaar scheme. The producer must have been paid a price which
reflects the costs of production and the quality of the product, plus a
reasonable margin for investment and development, and to cover future
production uncertainties. Financial credit should have been made
available to the producer where necessary, to reduce pre-sale
uncertainties and to protect the producer against financial exploitation.
Purchasing should be from producer organisations whose interests are
aligned with those of the producers and accountable to the producers.
The trading relationship should be established on the basis of quality,
continuity, and mutual support.*
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Using these broad criteria as guidelines, more detailed criteria will be
set for each product. For example, in considering awarding the Fairtrade
Mark for products grown on plantations, the Fairtrade Foundation will
look for evidence that workers are free to unionise and negotiate; that
standards of housing and other basic services are good; that wages are
above the national minimum. It will need to be satisfied that men and
women are paid equal rates for work of equal value; that health and
safety regulations are met; and that production is environmentally
sustainable.

There is nothing new about these criteria. Those on labour standards
are closely aligned to existing standards laid down by the International
Labour Organisation. Those regarding price and purchasing contracts
closely reflect the aims of most International Commodity Agreements,
many of which also carry social clauses which stipulate minimum fair-
labour standards. As such, fair trade schemes, such as Max Havelaar
and the Fairtrade Mark, are simply attempting to ensure that the aims of
these international codes are met by manufacturers. In doing so, they are
directly challenging the corporate world to ensure a better deal for
producers. One key to the success of the Fairtrade Mark is the consumer.
If the demand is there for more fairly traded products, they will be
provided. This much has been learnt from the ‘green” movement.

While the reality of the ‘fourth wave’ on the supermarket shelves is
still some way off, the flame of fair trade has been lit. Assisted by this
new era of closer collaboration between alternative trading
organisations, other schemes in other parts of the world are being
discussed, including one by the European Fair Trade Association for a
European-wide fair trade initiative. These schemes allow us a vision of a
future where fair trade is an integral part of global economic relations.
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ACTION FOR FAIRER TRADE:
Summary and recommendations

SUMMARY

Oxfam’s overriding concern is to reduce poverty and suffering. The
nature and causes of poverty vary significantly from one country to
another. Yet the interlinked problems of heavy dependence on
commodities and declining terms of trade are shared by many of the
developing countries in which Oxfam works.

The collapse in the real prices of commodities since the beginning of
the 1980s has been disastrous for the poorer developing countries which
rely overwhelmingly on commodities for their export earnings. Falling
prices have had a severe impact, contributing substantially to the
increase in Third World poverty and to the widening gap between rich
and poor countries. Surprisingly, perhaps, while the debt burden has
been extensively discussed, and solutions sought, comparable attention
has not been paid by the international community to the underlying
problem of the long-term decline in commodity prices that faces many
developing countries.

Hardest hit by the fall in commodity prices are the producers. The
collapse in tin prices that took place in the mid-1980s sealed the fate of
Bolivia’s tin industry, with the result that thousands of miners lost their
jobs. Many felt that they had no option other than to try making a living
from the illegal drugs trade. Others have joined the swelling ranks of the
unemployed in the sprawling urban shanty towns. A similar fate was
faced by sugar workers on the Philippines island of Negros, who faced
starvation when international sugar prices collapsed. Small coffee
producers in many parts of Latin America found that they could no
longer even cover their production costs when the price of coffee
collapsed. In common with poor farmers in many parts of the
developing world, they also have to contend with inadequate or unfair
access to credit, lack of storage facilities, and difficulties in marketing
and transporting their produce. Many are landless, or are forced by the
pressure on land to over-exploit marginal areas, further degrading the
fertility of the soil.
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The future development of these commodity-dependent Third World
countries depends crucially on their ability to generate resources. To do
this they need a substantial improvement in their export earnings -
which can be achieved only if commodity prices increase and their
economies are diversified.

On the question of improving commodity prices, there are
complexities on both sides of the demand and supply equation. On the
supply side there is a tendency to increase production irrespective of
demand. This has been influenced by a range of factors, including the
need for developing countries to pay off their debts. On the demand side
there is a long-term tendency towards relative decreases in
consumption. In addition, increasing protectionism in industrial
countries means that developing countries are often denied access to
Northern markets.

On the question of diversifying their economies, developing countries
face many difficulties. They lack capital for investment, and find that
tariff structures and non-tariff barriers block their efforts to find markets
for their new exports. Those countries which have managed to diversify
successfully, such as Chile, have done so at high social and
environmental costs.

Neither of the existing international trade organisations - GATT and
UNCTAD - has been able to deal with the formidable problems facing
most developing countries. Successive rounds of GATT negotiations
have largely failed to control the growth in bilateral and unilateral
protectionism. From a Southern perspective, GATT is an undemocratic
and closed institution, dominated by a small number of developed
countries which promote the interests of Northern multinational
corporations. It treats trade in isolation from other financial
considerations which are of crucial importance to the developing world,
such as the debt crisis and high interest rates.

Third World development issues are central to UNCTAD’s
negotiations. However, especially in recent years, the North has shown
little willingness to negotiate measures that might redress the inequities
of the global economic system in favour of developing countries. For this
reason, although its secretariat acts as an important think-tank for
developing countries, UNCTAD is now little more than a North/South
debating forum.

The 1990s present a number of new challenges for developing
countries, offering both threats and opportunities. The completion of the
European Single Market, and the economic growth expected to arise
from it, could result in increased export opportunities for some
countries, but will divert trade from others. Likewise, the North
American Free Trade Agreement could be an opportunity for Mexico to
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enhance its development prospects, but there is a risk of high social and
environmental costs. The emergence of these blocs and a possible third
(in East Asia) could threaten the interests of the poorer developing
countries, particularly in Africa.

A further dimension relates to the global environmental crisis. All too
often export-oriented development strategies are failing to value non-
renewable environmental resources or to meet social needs adequately.
The rapid deforestation and overfishing that can result are threatening
the livelihoods of poor people. At the same time, increased poverty and
marginalisation, coupled with rapid population growth, are forcing poor
people to degrade the environment still further to survive. There is a
growing recognition that poverty in the South and over-consumption of
energy in the North are putting intolerable pressure on the global
environment. '

An increasing number of consumers in the North have responded to
the environmental crisis by demanding environment-friendly products.
While the 1980s were undoubtedly the decade in which green
consumerism came to the fore, there are signs that the 1990s may
become the decade of ‘development-friendly’ consumerism. A number
of schemes have already been established to promote fair trade in Third
World products by giving a seal of approval to products (such as tea,
coffee, and cocoa) to show that manufacturers have met certain criteria
which ensure a better deal for poor producers.

Oxfam has direct experierice of the poverty and suffering of small
producers in Africa, Asia, and Latin America. Our overseas programme
attempts to tackle some of these problems by supporting the self-
empowerment of local communities. This experience has taught us that
poverty can be effectively alleviated only if initiatives at grassroots level
are complemented by policy change at the national and international
level.

The fundamental changes that are required depend on political will in
both the North and the South. Throughout the South, popular pressure
for democratically accountable government is leading to change. This is
beginning to shift the major obstacle to implementing development in
which poor people themselves participate, and share decision-making.
The need now is for governments in the South to prioritise poverty
reduction when restructuring their economies. At the same time, the
onus is on governments in the North to respond to the positive changes
that are happening in the South. To preserve fragile democracies in the
South, Northern governments must make a serious effort to redress the
inequities in North/South economic relations. In this, public opinion is
crucial, as is the power of Northern consumers to make fairer trade a
reality.
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RECOMMENDATIONS

Drawing on its 50 years of overseas experience, Oxfam concludes that
there is a range of issues which must be seriously considered in order to
create fairer trade and help poor producers in the South.

Governments in the South
Real progress could be made if governments of developing countries
committed themselves to:

Reducing poverty and responding to popular demands for more
democratic and accountable government by:

— Respecting human rights and giving the poor a greater say in their
societies.

— Tackling the massive inequalities in the distribution of wealth, for
example by implementing agrarian reform programmes designed to
ensure more equitable access to land and other resources.

— Pursuing economic reform aimed at achieving socially and
environmentally sustainable development.

— Meeting the basic needs of poor people for food, shelter, education,
employment, and health care.

Assisting producers by:

— Encouraging the payment of reasonable wages.

— Improving prices paid to producers.

— Improving marketing and credit facilities.

Taking steps to promote self-sufficiency in food by:

— Supporting the production of basic food crops.

— Encouraging the marketing of locally produced agricultural products.

Adopting measures to control the supply of commodities, which
would help to stabilise prices, by: '

— Cooperating with other developing countries to manage and control
the supply of commodities, for example by joining and adhering to the
rules of International Commodity Agreements (as detailed in Chapter 4).

These recommendations, although fewer in number than those for
governments in the North to consider, imply major structural change
and redistribution of resources to ensure equity alongside economic
growth.
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Governments in the North
Governments of industrialised nations could commit themselves to:

Helping developing countries to achieve food security and sustainable
development by:

— Unambiguously recognising their right to protect and stimulate
agricultural production, in order to promote food self-sufficiency within
the framework of the GATT (see Chapter 9). This right should not be
restricted or undermined by other negotiations, for example by
structural adjustment programmes.

— Ensuring that environmental costs are included in the pricing of
products based on natural resources (see Chapter 9).

Securing and improving markets for developing-country exporters by:
— Preserving multilateralism in world trade (Chapters 9 and 10).

— Implementing policies designed to stop the dumping of subsidised
agricultural exports on world markets in unfair competition with Third
World produce. This would include measures such as phasing out the
European Community’s system of export subsidies (Chapters 8 and 9).

— Progressively removing tariff and non-tariff barriers on products from
the South (see Chapter 8).

— Upgrading Generalised System of Preference schemes so that they are
easier to use and their product range is extended to goods such as
textiles, agricultural products, and minerals (see Chapter 9).

— Assisting those countries which suffer losses as a result of their
agreement to end export ‘dumping’, remove tariff and non-tariff
barriers, and up-grade GSP schemes. These include the poorer food-
importing countries, which would face higher bills for food imports, and
the ACP group of countries, which may suffer losses as a result of the
erosion of their preferential status in the European market. In this
respect the European Community has a special responsibility to.the ACP
group of countries (see Chapter 10). The EC could compensate these
ACP countries in a number of ways, including:

- relaxing the Rules of Origin in the Lomé Agreement to assist
the development of export-oriented manufacturing industries
in the ACP countries (see Chapter 10);

- granting additional finance and encouraging investment to
help the ACP countries either to be able to compete more
effectively (through up-grading production, and improved
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marketing and infrastructural development), or to diversify
into other areas of economic activity (see Chapter 10);

- setting up a new mechanism to monitor the ‘trade diversion’
effects of Europe’s Single Market on developing countries,
particularly the ACP countries (see Chapter 10); where such
countries do lose markets, transitional arrangements should be
made and aid granted to assist diversification and/or the up-
grading of production;

- ending the Multi-Fibre Arrangement and ensuring that no
further barriers are imposed on imports of textiles and clothing
from the developing world. This will need to be accompanied
by measures to assist the restructuring of textile industries in
the North to alleviate the social costs incurred in the
dismantling of the Multi-Fibre Arrangement (see Chapter 8).

Taking measures that will help to improve and stabilise international
commodity prices by:

— Ensuring that funds are made available for the financing of buffer
stocks for those commodities that are of most importance to developing
countries, for example the ten ‘core’ commodities identified by
UNCTAD in its Integrated Programme for Commodities (see Chapter 4).

— Substantially reducing the debt burden of developing countries, to
alleviate the pressure on them to pay off their debts by increasing the
supply of commodities (see Chapter 3). Debtor countries should not be
expected to pay more to service their debts than they can afford without
damaging their economic development. As a development of the British
government’s Trinidad Terms initiative, all creditor governments could
agree to early implementation of significant debt reduction for the
poorest, most indebted developing countries. Creditor governments,
when requiring debtor nations to conform with structural adjustment
programmes, should not insist on rigid adherence to IMF-approved
schemes if the debtor nations can devise alternative programmes that
prioritise social and environmental needs alongside economic growth.
Similar terms for official debt reduction could be extended to other
indebted Third World countries, together with more significant
reduction of commercial debt, and action to ease the burden of debt
service on loans from multilateral institutions.

— Reviewing World Bank and IMF policies designed to increase
commodity exports as part of structural adjustment programmes. Great
care needs to be taken to avoid planning for increased exports of
products for which markets are already saturated (see Chapter 3).
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— Strengthening the EC Stabex system by means of flexible additions to
the fund when it is exhausted. The IMF compensation facility could be
made more accessible to poorer developing countries by incorporating
more flexible conditions for loans from the Fund (see Chapter 4).

— Making funds available to developing countries through the World
Bank so that they can trade in futures (see Chapter 5).

Supporting developing countries in their efforts to diversify their
exports by:

— Making funds available for diversification programmes in the South,
for example through the second ‘window’ of the Common Fund.
Priority should be given to those countries which are most highly
dependent on a narrow range of primary commodities (see Chapter 4).

— Progressively removing escalating tariffs on tropical products, to
encourage processing to take place in the producer countries themselves.

Supporting the creation of a new International Trade Organisation:

— Serious consideration could be given to the South’s proposals for the
establishment of a new International Trade Organisation, in which GATT
and UNCTAD would merge, and in which broader economic
considerations would be fully taken into account. A pre-condition for
this merger would be that the current mandate of UNCTAD should form
an integral part of the new organisation. In addition to those areas
currently dealt with by GATT, the new ITO would have among its
objectives the protection of the global environment, improved
technology transfer to developing countries, and the control of
transnational corporations (see Chapter 9).

Consumers in the North
Consumers in industrialised countries could help by:

Whenever possible buying products that are fairly traded, such as:

— those that carry a ‘fair trade’ seal of approval, such as the Max
Havelaar stamp or the UK’s Fairtrade Mark (see Chapter 14);

— products that are sold through alternative trading outlets, such as
Oxfam shops (see Chapter 13).
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CONCLUSION

These recommendations are indeed far-reaching, and will cost a great
deal to implement, in both the North and the South. However, as the
previous chapters show, they are underpinned by Oxfam’s direct
experience of working with poor producers in many parts of the
developing world, and they reflect the magnitude and complexities of
the problems that confront the poor. These recommendations are made
as a contribution to a vital public debate, because — if they were
implemented - they would, ‘in our belief, benefit those communities
which Oxfam exists to serve.
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FROM GATT TO WTO:
The results of the Uruguay Round

n one level at least, much has happened since 1992, when this book was

first published. The Uruguay Round negotiations of the General
Agreement on Tariffs and Trade (GATT) finally ended in 1994, and a new
World Trade Organisation (WTO) was established in 1995. The North
American Free Trade Agreement (NAFTA) came into effect one year earlier,
atthe beginning of 1994, and several more regional free-trade agreements are
envisaged. There are plans for a free-trade area covering all of North and
South America, while the- USA and European Union are discussing a
transatlantic free-trade area, and the EU has recently concluded a free-trade
agreement with MERCOSUR (the customs union linking Brazil, Argentina,
Uruguay, and Paraguay). Meanwhile the Asia-Pacific Economic Co-
operation (APEC) forum envisages free trade by 2020 among its 18 members,
which include the USA, Japan, and China. Many regional agreements aim
for a rate of trade liberalisation both faster and broader than the WTO.

On another level, however, very little has changed for the producers
living in poverty around the world who are the focus of this book. They are
still caught in a trade trap which leaves them vulnerable to a vicious cycle of
over-production and low commodity prices, and undermines both their
own and their countries’ development efforts. And while the Uruguay
Round of GATT negotiations successfully reduced some of the tariff barriers
facing producers in developing countries, many of the products most
significant to them are still subject to escalating tariffs, and a considerable
number of non-tariff barriers continue to deny poor producers access to rich-
world markets.

This chapter will examine the results of the Uruguay Round and assess
the outcome for the winners and losers. It also explores two key issues which
have assumed increasing importance on the trade agenda since 1992: the
relationship between trade and environmental sustainability, and the links
between international trade and labour standards. It concludes that the new
World Trade Organisation fails to create a viable framework for the social
and environmental regulation of international trade, and that urgent reform
is therefore necessary to create a system which both protects workers’ basic
rights and promotes sustainable development.
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THE URUGUAY ROUND

On 15 April 1994, trade ministers from 117 governments met in Marrakesh,
Morocco, to sign the ‘Final Act Embodying the Results of the Uruguay
Round of Multilateral Trade Negotiations’. The Marrakesh meeting was the
culmination of more than seven years of negotiations under the General
Agreement on Tariffs and Trade (GATT), a process which took far longer
than anyone had expected. The ‘Final Act’, which entered into force on 1
January 1995, comprises over 400 pages of principal text, with another 18,000
pages of market-access details, and it extends multilateral trade rules to
almost every area of international commerce. Two sectors — agriculture and
textiles — which had previously been outside GATT rules were brought
within the rules-based system, while comprehensive agreements were also
reached on investment, trade in services, and trade-related aspects of
intellectual property.

As Chapter 9 explained, the Uruguay Round broke new ground in
bringing international trade rules to bear on areas that had previously been
considered the sovereign domain of national governments. Previous
international trade negotiations had focused primarily on tariff-cutting; but,
with customs duties at generally low levels for industrial goods in
developed countries, the focus of the Uruguay Round was broadened to
include the wide range of non-tariff barriers which are used to protect
domestic producers.

. In addition, the Uruguay Round resolved to replace the General
Agreement on Tariffs and Trade (GATT), still only a provisional legal entity
nearly half a century after its creation in 1947, with a much more powerful
and permanent body. Early discussions about a Multilateral Trade
Organisation (MTO) finally produced a decision to set up anew World Trade
Organisation (WTO), a kind of ‘Super-GATT’, and not a body which would
deal with broader economic objectives, as had been proposed by many of the
developing countries. The main functions of the WTO, which in February
1996 had 119 members, are:

* tosupervise implementation of the Uruguay Round accords;

* toactas a forum for continuing multilateral trade negotiations; and

* tosettle disputes, using a strengthened semi-judicial procedure which no
longer allows trade offenders to block decisions against them.

To join the WTO, a prospective member has to accept every part of the
Uruguay Round Agreement, treating it as a ‘single undertaking’. This marks
a significant departure from the GATT, many of whose rules were contained
in voluntary codes of practice. Although the WTO attempts to reach
decisions by consensus, where this is not possible it adheres to the principle
of one member, one vote (as did its predecessor, the GATT), making it unique
among multilateral institutions. (Both the IMF and the World Bank operate a
weighted voting system, with voting power linked to the amount of money
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contributed by each nation to the budget.) However, if the history of the
GATT is any indication, there is still likely to be a notable imbalance within
the WTO when it comes to actual power relations between the developed
and developing countries. The substance of the Uruguay Round is itself
testament to the superior bargaining power of the industrialised countries,
which succeeded in putting issues like investment and intellectual property
rights on the agenda, in spite of the initial opposition of Southern
governments, while issues of concern to some of the poorest countries in the
South, such as progress on commodity prices, were notably absent from the
negotiations.

Had the Uruguay Round failed to reach an agreement, the industrialised
countries could easily have descended into spirals of trade retaliation and
cross-retaliation, a process in which developing countries, with their limited
retaliatory powers, would almost certainly have suffered. The agreement
which has emerged, however, is still weighted very firmly in favour of the
industrialised nations and the transnational companies (TNCs) which are
mostly based there.

WINNERS AND LOSERS

According to the triumphant declaration of Peter Sutherland, then director-
general of the GATT, on the eve of the Marrakesh signing cereinony, all
countries will emerge as winners from the Uruguay Round. Major
international institutions like the World Bank, OECD, and the GATT have
justified the whole Round in terms of the huge financial gains which it is
apparently going to yield. Estimates of the increases in annual world income
to be generated by the Agreement by 2002 have risen in dizzying leaps and
bounds, starting at $213 billion according to a World Bank-OECD study,
rising to $234 billion in a subsequent GATT secretariat analysis, and
culminating in revised.claims of some $500 billion by 2005.!

However, the corresponding social and environmental costs of the
Agreement do not appear in any of the official calculations. Moreover, even
by their own evidence, these figures look a good deal less impressive when
distributional considerations are taken into account. According to the World
Bank-OECD study, less than one third of the gains it predicted would go to
the South, with China and a few upper-income south-east Asian countries
the principal beneficiaries. The lion’s share of the increase, an estimated $80
billion, would accrue to the European Union; the national income of the USA
would rise by $19 billion. Sub-Saharan Africa, the world’s poorest region,
would actually lose income: an estimated $2.6 billion, due in part to a loss of
preferences in the European market. A more recent report by the UNCTAD
Secretariat at the end of 1995 put the figure for cumulative losses to Least
Developed Countries until the end of the twentieth century at $3 billion.?

Distributional effects take place within countries, as well as between
them, of course, with some groups of people likely to gain or lose much more
from increasing trade liberalisation than others. This is particularly the case



From GATT to WTO

for poor producers. Without far-reaching structural reforms, including
agrarian reform, which enable the poor to participate in markets on more
equitable terms, the distribution of benefits from commercial markets will
largely reflect existing inequalities in power and opportunity. For example,
Brazil is expected to see a significant expansion of soya cultivation under the
WTO Agreement. The main beneficiaries are likely to be powerful
commercial interests, however, since Brazilian soya cultivation is dominated
by large landholdings, and has historically been associated with
displacement of smallholder producers, and deforestation.

For many women in developing countries, the benefits of trade
liberalisation may be even less apparent than for men, because they are
mainly involved in trade in the informal economy. This is partly because of
the barriers of discrimination which hinder them from entering the formal
employment market, and their lower levels of education and their limited
mobility. Women living in poverty are often so severely disadvantaged by
their exclusion from training opportunities, producer services, and
infrastructure generally that they are unable to take advantage of
liberalisation measures. For this reason, strategies with a narrow focus on
economic growth, including strategies to facilitate trade liberalisation, do
not necessarily advance women'’s interests at all.

For many of those women who are in formal employment, a combination
of trade-related economic measures and international trading trends has
brought an expansion of employment opportunities. However, these
changes generate a complex set of gains and losses. While employment is
crucial for these women, and has in some cases brought them an income and
anew-found independence, status, and self-confidence, it is important not to
over-estimate its long-term impact. While women have only their cheap
unskilled labour to offer, there is clearly a danger that their working
conditions will deteriorate, the insecurity of their jobs will increase, and their
standard of living will remain low.?

As for the distribution of gains and losses among nations, the agreements
reached demonstrate that the focus of the Uruguay Round was on issues
primarily of concern to the industrial countries, such as intellectual property
and investment. Long-standing problems facing exporters of primary
commodities, however, were not dealt with, while agricultural over-
production in the North and discriminatory protectionism were only partly
addressed. These matters are examined in more detail in the following
sections.

Primary commodities

Although primary commodities are of diminishing significance in
international trade flows, they are, as we have seen, of great importance to
some of the world’s poorest countries and people. Some 30 countries in
Africa and 18 in Latin America depend on primary commodities for more
than half their export earnings. Yet for well over a decade, primary-
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commodity exporters have faced the worst depression in world markets
since the 1920s. Between 1980 and 1993, prices for non-oil primary
commodities fell by over half, relative to prices for manufactured goods. The
estimated annual loss to developing countries over this period was around
$100 billion: more than twice the total flow of aid in 1990.

Falling commodity prices also have significant environmental effects,
because they reduce the scope for ‘internalising’ the environmental costs of
production and trade — incorporating into the market price the costs of
environmental degradation associated with commodity extraction and/or
production. While higher commodity prices are not a panacea for
environmental problems, falling prices bring especially adverse effects. In
particular, the under-pricing of natural resources and environmental goods
leads to unjust, wasteful, and environmentally destructive patterns of
consumption and economic development — in direct contradiction to
agreements made at the Rio Earth Summit: the Agenda 21 Programme for
Action (the global action plan for sustainable development which was
agreed at the Summit) calls on governments to ensure that ‘commodity
prices ... reflect environmental, social, and resource costs’. ‘

Inadequate investment and lack of international support for
diversification away from commodity dependence is compounded by
Northern protectionism. As we have seen in this book, one of the most
effective ways in which developing countries can escape dependence on
volatile primary-commodity markets is to add value to their exports through
local processing. This practice is actively discouraged by the industrialised
countries, however, which impose import tariffs that rise with the level of
processing. Developing countries could reasonably have expected
significant progress in addressing these issues during the Uruguay Round,
but they were to be disappointed. Tariffs for some of the products of most
relevance to them, including beverages, oilseeds, and fish, will continue to
escalate by between 8 per cent and 26 per cent, reducing the benefits of the
agreement for the world’s poorest countries. Moreover, for the poorest
commodity producers in sub-Saharan Africa, there are well-founded fears
that the Uruguay Round Agreement will jeopardise their trade prospects in
European markets, since the Agreement will lower tariffs for all countries,
thereby reducing the impact of the trade preferences currently offered by the
EU to Africa under the Lomé Convention. (See pages 122-6.)

Manufactured goods

In order to reduce their dependence on primary commodities and expand
their exports of manufactured goods, developing countries clearly need
access to markets in the industrialised countries. However, the Uruguay
Round only partly addresses the huge number of trade barriers which
confront them. While their share of such exports entering industrialised-
country markets duty-free will double, the proportion of exports attracting
tariffs of 10 per cent or more will remain relatively high — and far higher
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than for goods traded between the industrialised countries themselves.
Moreover, some of the product categories of greatest significance to poorer
countries, including textiles, clothing, footwear, and leather goods, will
continue to encounter severe discrimination.

In theory, WTO rules require all countries to respond to liberalisation
measures initiated by their trade partners by offering equivalent measures.
In practice, this has frequently not been the case, partly because developing
countries have been liberalising their economies unilaterally, often as a result
of structural adjustment policies (SAPs), in which case the industrialised
countries are technically not required to reciprocate. In the Philippines, for
example, average tariffs were reduced from over 41 per cent in 1981 to
around 20 per cent in 1995 under SAPs, while import restrictions were
removed from 2,800 product categories. There have been no comparable
reductions in the industrialised countries.

Poor countries have also faced an array of non-tariff barriers (NTBs),
including quotas, voluntary export restraints (VERs), and a wide range of
measures to counter allegedly unfair trade practices. Contrary to a
commitment made at the beginning of the Uruguay Round to ‘roll back’ such
restrictions, they actually increased during the 1980s. It is likely that many of
these NTBs will remain intact in the future, albeit in a different guise. While
so-called ‘voluntary export restraints’ will be phased out, for instance, other
‘safeguard’ measures will probably fill the gap. Other departures from
GATT rules will either be phased out over a long period or left in force.

The Multi-Fibre Arrangement

Nowhere is this better illustrated than in the phase-out of the Multi-Fibre
Arrangement (MFA) which, as we saw in Chapter 8, is the most significant
NTB to have confronted the world’s poorest countries. The MFA was
originally introduced in 1974, supposedly as a ‘temporary’ departure from
GATT principles, in order to allow industrialised countries to adjust their
own domestic textile industries to Third World imports by imposing
bilateral quotas. In practice, these were both arbitrary and discriminatory.
For most Southern countries it has also been very damaging, since textiles
and clothing account for a quarter of all manufacturing exports from the
South. The overall cost of the MFA to developing countries has been
estimated at around $50 billion a year — about equal to the total flow of
development assistance provided by Northern governments.

Under the Agreement on Textiles and Clothing (ATC) of the Uruguay
Round, the MFA is to be phased out over ten years. There are two aspects to
this process: the integration of products into the GATT, through the
elimination of restrictions on products currently covered by the bilateral
agreements negotiated under the MFA, to be accomplished in four stages
leading to their complete removal at the end of ten years; and an increase in the
quotas of the products remaining under restriction, over the ten-year period,
according to a fixed growth-rate. Restrictions not covered by the MFA will
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have to be either brought into conformity with GATT within one year, or
phased out according to a programme to be presented to the Textiles
Monitoring Body, which replaces the Textiles Surveillance Body of the MFA .

The Agreement on Textiles and Clothing has been hailed as one of the

" principal gains from the Uruguay Round for developing countries. However,

it has some serious limitations. The ‘end-loading’ of the integration process
postpones the integration of 49 per cent of each country’s textile imports to the
last day of the transitional period, giving rise to concern that protectionist
forces will make use of this time to build up sufficient political pressure to
achieve a postponement of the final stage. The Agreement also contains a
provision allowing importing countries to take ‘safeguard’” measures,
including both tariff increases and quantitative restrictions, if imports of
textiles and clothing products are causing ‘serious damage’ to their domestic
industries. Furthermore, it is by no means clear that all Southern countries will
automatically benefit from the phase-out, as it is currently constituted, and it is
likely that special measures will be needed for some countries in order to ease
the transition to a more competitive world market.

Agriculture

The Uruguay Round negotiations were dominated by the issue of
agricultural trade, which was covered by the GATT for the first time. The
Agreement which finally emerged, however, failed to fulfil hopes that it
would foster the efforts of developing countries to achieve food security. The
industrialised countries refused to grasp this opportunity to introduce
thoroughgoing reforms of their wasteful and inequitable agricultural
policies, typified by the EU’s Common Agricultural Policy, which has been
responsible for subsidised over-production on a massive scale, with
devastating effects in some Southern countries.

With surpluses mounting throughout the 1980s and early 1990s, the EU
and the USA indulged in a strategy of out-subsidising each other in an
attempt to expand their market shares. The consequences were felt most
sharply by developing countries, which saw world prices fall to their lowest
level in real terms since the Great Depression. Non-subsidised exporters
were hit hardest: Argentina saw its export earnings drop by 40 per cent
between 1980 and 1987 as a result of falling prices for cereals and oilseeds.
Subsidised exports also undermined livelihoods, by flooding local markets
with cheap imported food.

The Uruguay Round’s Blair House Agreement on Agriculture, which was
hailed as the start of a new era in world agricultural trade, claimed to change
all this. In reality, the results are considerably less impressive, since the USA
and EU agreed a system of permissible subsidies which enables them to
maintain current levels of production and exports. Under the new regime,
those measures which were previously defined as export subsidies will now
count as ‘direct payments’, which will not be subject to WTO disciplines.

‘Producers in developing countries will therefore continue to operate in
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markets characterised by over-supply, which threatens their efforts to
increase their self-sufficiency.

Briefly summarised, the GATT agreement consists of three parts: a 20 per
cent reduction in government subsidies (both direct and indirect) to farmers; a
reduction in the volume of subsidised exports by 21 per cent and in the value
of such exports by 36 per cent; and the conversion of all import barriers into
tariffs. However, because of the choice of reference years against which these
commitments will be measured, both the USA and EU were able to announce
that their obligations had already been met, and there would be no further
subsidy cuts.

Developing countries were given some concessions: the least-developed
countries are not required to implement the agreements, while the others are
obliged to make cuts of only two thirds those specified for other countries
(for example, cuts in the value of subsidised exports of 24 per cent instead of
36 per cent), and have ten years to do so, instead of six. But the new
obligation on them to reduce restrictions on agricultural imports by 13 per
cent over the lifetime of the GATT Agreement will intensify the food-security
problems they already face. This is likely to increase the trend towards rural
unemployment, with its corollary of rural-urban migration, reduced
production of basic food staples, and deteriorating welfare.

During the Uruguay Round, the Government of Jamaica attempted to
develop an alternative framework which drew a simple but important
distinction between the aims of subsidisation in the North and the aims of
subsidisation in the South. If accepted, this proposal could have supported
the efforts of developing countries to achieve food security.

Subsidies which distort trade need to be disciplined ... /but/... in those
parts of the world where there is no production or under-production,
we believe it is an obligation to encourage production at the national
level ... We do not believe that this is the same thing as using subsidies
which increase self-sufficiency ratios beyond the level which meets
domestic consumption requirements and which are used to increase
both production and exports.®

Although it can be argued that any subsidy which influences self-sufficiency
inevitably has an effect upon trade, the Jamaican proposal could have formed
arallying point for opposition to the efforts of the USA and Australia to pursue
global market deregulation. Staple-food producers in countries such as the
Philippines, Malaysia, and Indonesia shared a common interest in retaining
the right to protect their food systems. Instead, their governments placed a
higher priority on the perceived interests of commercial exporters and on
expanding trade than on the need for food security.

Already it is clear that it is the poorest who will lose most from the Blair
House Accord. This is not entirely surprising, given that the poorest countries
— where agriculture accounts for as much as two thirds of employment —
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Mexico: competition from unrestricted imports of subsidised UIS maize could force nearly 2.5
million peasant farmers and their families off the land

were not even consulted about its final text. The Accord is, in practice, a
bilateral agreement negotiated in confidence by the EU and USA, where
agriculture represents less than 5 per cent of national income and
employment.

Problems of trade liberalisation in agriculture are also evident in Mexico,
where the NAFTA (North American Free Trade Agreement) requires the
government to withdraw restrictions on imports from the USA. In Mexico,
maize accounts for almost two thirds of agricultural production in some
areas, where millions of households depend for their survival on farming
steep, ecologically fragile hillsides, using traditional methods of cultivation.
Under the NAFTA Agreement, restrictions on US maize imports are being
progressively withdrawn, along with price support to Mexican farmers. This
is threatening the viability of millions of Mexican smallholdings. Average
yields in Mexico are less than a quarter of those in the USA, where farmers
benefit not only from production subsidies (which account for one third of
the value of maize output), but also from a wide range of irrigation and
marketing subsidies. It has been estimated that fewer than one in ten
Mexican maize producers could compete in an unprotected market, leading
to predictions that up to 2.4 million peasant producers and their families
could be forced off the land.

The regulation of TNCs
The real winners from the Uruguay Round are the transnational companies,
which have seen their powers and scope increase to a phenomenal level,

THEWS/OXFAM
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without a corresponding increase in their social and environmental
responsibilities. The 100 largest TNCs control over one third of the stock of
foreign investment, while 40 per cent of world trade takes places within
companies.® General Electric, General Motors, and Ford have between them
assets roughly double the gross domestic product of Mexico, while the
largest ten TNCs control assets which represent three times the total income
of the world’s poorest 38 countries (excluding China and India), with a
population of over one billion people. The influence of these companies on
the outcome of the Uruguay Round is particularly reflected in the agree-
ments on intellectual property, services, and investment, where the rights of
Third World governments in relation to foreign investors have been severely
eroded.

Trade-related intellectual property rights (TRIPS)

The insistence, on the part of the industrialised countries, that TRIPS be
considered in the Uruguay Round is a classic example of double standards.
While the Uruguay Round Agreement and the WTO are supposed to
promote trade liberalisation and free trade flows, the TRIPS agreement
actually tightens monopoly control over technology and reduces the
opportunities for new commercial rivals.

The agreement is clearly biased towards the interests of Northern TNCs,
which control over 90 per cent of the world’s patents. It effectively requires
developing countries to enforce a patent system modelled on those of the
USA and the EU, and extends the period of patent protection for sub-
stantially longer than existing measures provide for in many developing
countries.” There are very real concerns that, by rewarding monopoly with
enhanced royalties, it will also cause the costs of technology-transfer to rise,
once again penalising developing countries.

Some of the most significant effects of the Agreement will be felt by poor
communities. In October 1992, a rally of some 500,000 farmers in Karnataka,
India, forced the issue of trade-related intellectual property rights (TRIPS) on
to the political agenda. They were protesting against the proposed intro-
duction of TRIPS into the Uruguay Round, fearing that it would rob them of
their freedom to use, reproduce, and modify their seeds and plant material.
Under the new agreement, WTO members are required to provide for the
protection of plant varieties either through patents, or through an effective
national system of royalty collection. This might allow companies to pursue
claims on patented seeds, supported by the full force of international trade
law and the implicit threat of sanctions. As a result, farmers could be penal-
ised for saving seeds for future seasons, or for exchange with other farmers.

Furthermore, the Uruguay Round Agreement recognisés only private
rights and makes no provision for the protection of intellectual property
which is held communally, such as traditional knowledge of plants or seeds.
Once genetic material has been modified, no matter how slightly, it can be
patented by corporations or individuals, who thus gain all financial benefits.

201



202

The Trade Trap

An individual or company can therefore collect a plant from a developing
country, modify it or isolate a useful gene, and patent a new plant variety or
product that contains it, without having to make any payment to the
communities whose traditional knowledge enabled the plant to be identified
in the first place. As a result, farmers and citizens in developing countries
may have to pay more for the new seeds, pesticides, and pharmaceuticals
developed from their genetic resources.?

The TRIPS Agreement will have far-reaching environmental impacts, too.
By loading incentives for the protection of genetic diversity in favour of
industry rather than local people, it is likely to promote forms of breeding
that encourage uniformity rather than diversity; and by reducing farmers’
access to good seed, the Agreement is likely to have, in the words of a report
by Friends of the Earth, ‘widespread and irreversible impacts on traditional
agricultural systems’, as well as conflicting with the goals of the Biodiversity
Convention, particularly by preventing or discouraging the conservation of
agricultural and plant diversity.’

Trade-related investment measures (TRIMS)

Foreign direct investment (FDI) can play a significant role in the
development process, particularly through employment creation, training,
and the transfer of technology. However, the terms on which such
investment takes place are being increasingly biased in favour of the
corporate interests behind it. Investment patterns are also extremely uneven,
with just a handful of Southern countries receiving the bulk of FDL

The Agreement on Trade-Related Investment Measures (TRIMS) will not
allow developing-country governments to insist, as a condition of market
access, that foreign companies meet minimum requirements for using local
materials in the production process. Governments will no longer be able to
oblige these firms to export a specific share of their products, or limit their
import of component parts. The WTO General Agreement on Trade in
Services (GATS) separately addresses issues relating to companies operating
in the services sector. Under GATS, national governments may not restrict
the entry of firms into sectors such as advertising, banking, and insurance
which operate in other GATS member states. Other aspects of investment
practice which benefit TNCs at the expense of poorer countries were
conspicuous by their absence from the Uruguay Round agenda: restrictive
business practices, excessive profit repatriation, and transfer pricing (a
mechanism whereby subsidiaries or affiliates within a corporation over-
charge for internally provided goods and services, in order to minimise their
tax liabilities) .

Moreover, scarcely before the ink was dry on these agreements, which
accord foreign investors formidably wide-ranging and unprecedented
powers, a new initiative was announced which will extend their scope still
further. In May 1995, the OECD announced that it was to start work on a free-
standing Multilateral Agreement on Investment (MAI), to be open to OECD
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members and non-members alike, with an estimated completion date of
summer 1997. This would go much further than the TRIMS Agreement, by
removing almost all remaining national policy tools for regulating foreign
investment. It would thus ‘guarantee generally free entry and establishment
for foreign investors, full national treatment for established investments and
high standards of investment protection’.’?

There is already provision within the TRIMs agreement to ask the WTO
Council for Trade in Goods, at its first five-year review in 2000, to consider
whether TRIMS ‘should be complemented with provisions on investment
policy and competition policy’." The European Union is playing a key role in
promoting the MAI, and its strategy appears to be to bring forward by three
years the possible negotiation of an investment agreement under the WTO, by
proposing to have the subject added to the agenda of the WTO Trade Ministers
at their December 1996 meeting in Singapore. The fact that some of the key
industrialised countries have chosen to begin their own negotiations on
investment within the OECD rather than in the WTO presents a major
challenge to the multilateral trading system. Also, it further marginalises the
UN’s role in tackling global economic and social problems.?

The EU’s proposals are based on a number of essential principles. These
include:

e A general commitment to grant the legal right of foreign companies to
invest and operate competitively in all sectors of the economy.

¢ ‘National treatment”: host governments must treat foreign investors as
least as well as any national investor.

* Exemptions: only transparent, narrowly defined, and welljustified
exemptions from the general right of entry for FDI are permissible.

* ‘Standstill and rollback’: a commitment not to introduce new restrictions.

Any area under treaty obligation will be gradually liberalised.

Foreign investment can make a significant contribution to the development
process, provided that it takes place within an appropriate policy context.
Governments should continue to be given the right to regulate the terms and
conditions for the entry and operation of foreign investment in various
sectors. It is a particularly critical issue for developing countries, since these
rights are essential to permit them to build their own domestic capacity,
which would eventually enable local enterprises to compete successfully in
the economy.

The proper place for any negotiations on investment is within the UN,
where the rights and obligations of both foreign investors and governments
can be considered in an open and transparent way."?

THE WTO AND THE ENVIRONMENT

As we saw at the end of Chapter 9, the links between trade and environment
grew inimportance as the Uruguay Round negotiations progressed. In spite of
this, however, the final WTO Agreement continues to put the goal of trade
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expansion above the needs of environmental protection. The passing reference
to environmental sustainability in the Preamble to the Agreement establishing
the World Trade Organisation (which calls for ‘the optimal use of the world’s
resources in accordance with the objective of sustainable development’) fails
to recognise that, in many cases, economic growth can actually damage the
environment, unless specific policy interventions are made.

More positively, however, a decision was taken by Uruguay Round
members in 1994 to set up a new Committee on Trade and Environment
(CTE), which is to examine the issues in greater depth. Its mandate is to make
‘appropriate recommendations on whether any modifications of the
provisions of the multilateral trading system are required, compatible with
the open, equitable and non-discriminatory nature of the system’, with the
aim of making trade and environmental policies mutually supportive. It is
due to deliver its first report at the end of 1996, during the first Ministerial
Meeting of the WTO in Singapore.

The agenda of the CTE currently includes multilateral environmental
agreements, exports of domestically prohibited goods, charges and taxes for
environmental purposes, eco-labelling, and the effects of environmental
measures on trade. What it does not consider, however, is the effect of trade
measures on the environment, and in particular the impact of the Uruguay
Round on prospects for sustainable development. This is a major weakness,
particularly since there is a growing concern that the WTO does not provide
an adequate framework within which national governments can pursue
effective strategies to protect either their own environments or the global
commons.

This is demonstrated in the WTO'’s contradictory treatment of products,
and of production and processing methods (PPMs). Under current WTO
rules, countries are permitted to ban the import of products which will harm
their own environments, as long as the standards applied are non-
discriminatory between countries, and between domestic and foreign
production. However, as revealed by the case of tuna fishing and dolphin
conservation (reported on page 119), a country cannot discriminate against
imports on the basis of the way in which they are produced. In the absence of
a multilateral environment agreement, a country is therefore not permitted
to take any unilateral trade measure to protect its own environment from
foreign production, or to protect the environment outside its own
jurisdiction, whether the global commons or the territory of another country,
from damage caused by a PPM. This is illogical, however, since — from an
environmental point of view — there is no meaningful distinction to be
drawn between an environmental harm which is generated by a product and
the harm generated by its process and production methods: it is clear that
regulations should be equally applicable to both sources of environmental
damage.

The WTO also fails to recognise that uninternalised environmental costs
are a form of subsidy, which should be prohibited, just as other forms of
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subsidy are ruled out, on the grounds that they distort markets. The example
of environmental damage caused by overfishing in the Philippines, which
was explored at the end of Chapter 1, is a case in point. Mangrove swamps in
the Philippines have been cleared at an average rate of 3,000 hectares a year
to make way for large commercial prawn farms, most of them owned by
companies producing for export to Japan. Mangrove swamps now cover less
than one tenth of their original area. The destruction of the mangroves,
which provided breeding grounds for fish, has resulted in a progressive
lowering of fish catches each year for local fishing communities. If current
trends continue, the Philippines’ remaining mangrove swamps will be
destroyed within ten years. Oxfam (UK and Ireland) is supporting the efforts
of local people to protect their common natural resources from commercial
encroachment: at a local level, fishing communities are organising to
improve their conditions, and at a national level a coalition of fisher
organisations is campaigning for reform of the fisheries laws.

However, action is also needed at the international level, to create an
enabling framework within which national governments can pursue
sustainable development policies. Current prices for natural products like
shrimps do not reflect the environmental costs of production. This
undervaluation leads directly to overuse and depletion of natural resources.
The prices charged by Japanese companies to consumers for shrimps, for
example, do not reflect the huge costs to local communities of lost fish stocks
and reduced soil fertility, nor the consequent loss of livelihoods. In theory,
governments could intervene in markets to ensure that prices more
accurately reflect the true costs, by imposing consumption taxes or import
levies on unsustainably produced goods; or, in extreme cases, by prohibiting
imports or exports. However, the international trade rules enshrined in the
WTO do not allow for the imposition of consumption or import taxes on the
grounds of unsustainable production, and therefore act as a potential
restraint on local and international action to protect natural resources. In this
way the WTO undermines the ability of governments to regulate in favour of
sustainable development, and disempowers local communities in their
struggle for a better environment.

Norisit clear whether WTO rules permit export controls in the interests of
sustainable resource-management. While existing rules allow governments
to restrict exports for environmental reasons, such restrictions are treated as
exemptions to free trade, which are granted only under stringent conditions.
Recourse to GATT has been used to overturn existing conservation
measures, forcing a reversal of Canada’s fish-stock management policies in
the early 1980s, for example. More recently, the Dutch government withdrew
its initiative to promote an EU ban on unsustainably logged timber,
following warnings that it might be inconsistent with GATT obligations.

This is an area in which WTO rules should be reformed. In certain
circumstances, export prohibition can play an important role in sustainable
resource-management. So can export taxes and import levies, as outlined
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above. Applied in an open and non-discriminatory manner, such instruments
could significantly enhance the prospects for more sustainable trade.

One of the most sensitive areas of debate about trade and environment is
the issue of international competition. When one country internalises costs
to a greater degree than another, it is likely to suffer competitive
disadvantage, since its production costs will probably rise. One way to
counter this effect would be to set a floor of certain internationally agreed
minimum environmental standards, to which all countries must adhere.
Many developing countries, however, fear that, if the WTO were to be used
to establish minimum standards, it could encourage protectionist abuse.
They point out, with considerable justification, that poverty is the real cause
of low standards; and they claim that access to Northern markets is vital to
raising these standards. Equally, however, the pursuit of trade expansion
without regard to ecological constraints is likely to prove disastrous to
present and future generations alike.

It is clear that complete harmonisation of environmental standards is
neither practical nor desirable, but moving towards some minimum parity
level for some of the most damaging production processes would be a step
towards establishing international trade on more sustainable foundations.
The setting of environmental standards should not be undertaken by the
WTO itself, since it has neither mandate nor competence in this area, but by
another body with the appropriate expertise, which would be transparent,
democratic, and accountable: possibly one established under the auspices of
the Commission on Sustainable Development (CSD), or a new Intergovern-
mental Panel on Trade and Sustainable Development.'*

Many developing countries would be unable to afford the clean technol-
ogies needed to meet higher environmental standards, however. The Brundt-
land Commission estimated that in the early 1980s developing countries
exporting to the OECD countries would have incurred costs in excess of $5
billion if they had been required to meet US standards. The sum today would
be considerably larger. That means that financial resource transfers, including
debt relief, will need to be linked to the adoption of technologies that would
enable developing countries to introduce higher standards. Similarly, where
tariffs are deployed to protect industries meeting higher environmental
standards, the revenue generated should be repatriated to developing
countries in the form of an environment fund, administered by a multilateral
body, for investment in clean technologies. It should be a priority for the inter-
national community in general, and the WTO’s Committee on Trade and
Environment in particular, to investigate a range of mechanisms to achieve
this, drawing on advice from appropriate inter-governmental bodies, non-
government organisations, and citizens’ groups in both South and North.®

Setting minimum standards through international agreement is clearly
preferable to unilateral action, and the negotiation of multilateral environ- .
mental agreements (MEAs) should therefore be encouraged. Prominent
examples of MEAs which employ trade restrictions to enforce compliance
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include the Convention on International Trade in Endangered Species
(CITES), the Basel Convention on the Control of the Transboundary
Movement of Hazardous Wastes and Their Disposal, and the Montreal
Protocol on Substances that Deplete the Ozone Layer. Those MEAs which
lack trade provisions, such as those related to sustainable fisheries
management, have been considerably less successful.

However, trade measures within these agreements raise the prospect of
inconsistency with WTO rules, notably the Article XI prohibition on
quantitative restrictions on international trade, or the provisions of Articles I
and III concerning national freatment and non-discrimination. This
potential inconsistency is likely to inhibit implementation of existing MEAs,
and the negotiation of future ones. The WTO Agreement should therefore be
amended to permit trade measures, as set out in broadly based international
environment agreements. This could follow the model of the NAFTA, which
specifically allows that, in most cases where conflict arises between its own
provision and those of MEAs, the latter shall take precedence.

In the absence of internationally agreed minimum standards, border tax
adjustment could play a significant role in addressing concerns about compet-
itiveness. Border tax adjustment involves adjusting the price of imports and
exports at the border, to ensure that products and processes are subject to the
same degree of environmental taxation, regardless of origin. WTO rules allow
adjustment for domestic taxes levied on products, but appear not to allow it for
those imposed on the basis of production and processing methods. The
obstacle which this ambiguity puts in the way of sustainable development has
been vividly demonstrated by the resistance which accompanied European
Commission proposals to establish a carbon/energy tax. Member-state
governments have decided to postpone any further consideration of the
proposals until the implications for the competitiveness of European industry
canbe addressed. Border tax adjustment would be one way of enabling energy
costs to rise, without penalising domestic industry.

The ambiguity surrounding WTO rules on this issue is generated
primarily by the terms of the Subsidies and Countervailing Measures
Agreement concluded in the Uruguay Round. Footnote 61 to Annex II of this
Agreement appears to extend the scope of WTO rules to allow for the
adjustment of indirect taxes on energy inputs.’® There is dissent within the
international community, however, on how this note should be interpreted.
The current agenda of the WTO’s Committee on Trade and Environment
(CTE) includes a discussion of ‘charges and taxes for environmental
purposes’ and therefore provides a crucial opportunity to address this issue,
and to make genuine progress towards sustainable development.

Dispute-settlement mechanisms

The sensitive nature of the debate about trade measures in support of
sustainable development underlines the crucial need for a WTO Dispute
Settlement procedure which is transparent and accountable, and which
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enjoys the confidence of all contracting parties. The WTO should also
integrate sustainable development objectives into both the principles and
procedures for resolving disputes between members. The ‘Understanding
on Rules and Procedures Governing the Settlement of Disputes’ (DSU),
incorporated into the Final Act of the Uruguay Round, establishes an
integrated disputes-settlement mechanism with much greater scope and
power than the former GATT mechanisms.

The DSU represents a significant advance in many ways, for example the
introduction of expert review groups (which could include experts on issues
of environment and sustainable development), an increased role for
arbitration, and an appeals process. However, it still fails to offer adequate
public access to information. Most importantly, the DSU must ensure that all
parties, whatever their economic influence on world trade, are bound by the
rule of law. Without this, there is a serious risk that the developed countries
will continue to use (or will be perceived to be continuing to use) the GATT
system to their own ends, selling an increasing volume of goods and services
in emerging developing-country markets, while keeping their own markets
closed to developing-country goods through a variety of protectionist
barriers."”

THE WTO AND LABOUR STANDARDS

The re-emergence of the highly sensitive debate on trade and labour
standards at the end of the Uruguay Round was not anticipated in the first
edition of this book. Atissue is the argument about whether or not to include
a ‘social clause’ in the WTO. Such a clause is intended to improve labour
conditions in exporting countries by allowing sanctions to be imposed on
exporters who fail to observe minimum standards. Producers who do not
comply with the minimum requirements must choose between a change in
working conditions and the risk of being confronted with increased trade
barriers in their export markets.

At Marrakesh, the signatories to the WTO could not agree on the inclusion
of explicit reference to a social clause in the Ministerial Declaration. All that
could be agreed was a commitment to discuss ‘suggestions for the inclusion
of additional items on the agenda of the WTO'’s work programme’,’®
although a more direct reference was made in the conclusions of the Chair of
the Trade Negotiations Committee, which acknowledged the importance
attached by certain delegations to the relationship between the trade order
and internationally recognised labour standards.

Identifying a link between trade and labour standards is nothing new,
however. The basic logic is expressed in the preamble to the International
Labour Organisation Constitution, written in 1919, which states that ‘the
failure of any nation to adopt humane conditions of labour is an obstacle in
the way of other nations which desire to improve the conditions in their own
countries’. This logic was taken further by the 1947 UN Conference on Trade
and Employment, which attempted to extend the principles of the Bretton
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Woods framework to international trade. Article 7 of the resulting Havana
Charter is extremely explicit in making the link between international trade
and labour standards:

The Members recognise that unfair labour conditions, particularly in
production for export, create difficulties in international trade, and,
accordingly, each Member shall take whatever action may be
appropriate and feasible to eliminate such conditions within its
territory.

The International Trade Organisation (ITO), for which this Charter was
drafted, never came into being. But if the point that unfair labour conditions
can ‘create difficulties’ in international trade was compelling to the authors
of that Charter nearly 50 years ago, it is even more relevant in today’s
increasingly interconnected global economy.

The debate is still going on, provoking strong reaction on both sides, and
it is likely to be discussed at future meetings of the WTO. The political
sensitivities inherent in the incorporation of a social clause into the WTO are
generated by very real concerns. Many Southern governments and NGOs
are justifiably suspicious of the motivation behind the proposal, fearing that
itis yet another way of keeping out cheaper Southern goods from Northern
markets. For them, it seems little more than a smokescreen for protectionism,
with the aim of destroying the South’s comparative advantage in lower
wage costs, by imposing a global minimum wage and specific conditions of
work which in their view are currently inappropriate in many developing
countries. The unequivocal verdict of Martin Khor, Director of the influential
Southern NGO, Third World Network, is that ‘“The attempt ... to introduce
“labour standards” and “workers’ rights” as issues for the WTO to take up is
quite clearly prompted not by feelings of goodwill towards Third World
workers, but by protectionist attempts to prevent the transfer of jobs from
North to South”.”

Undoubtedly there is a growing insularity in current Northern politics,
one element of which finds expression in calls to restrict imports from
developing countries. Many groups in the South rightly point out that the
North’s unemployment crisis cannot be blamed solely on the transfer of
industries to the low-cost South. Unemployment in the North has many
causes, including governments’ deflationary macro-economic policies, high
interest rates, inadequate investment in education and training, and
technological changes; although the impact of job losses to the South in
certain industries has sometimes been underestimated.

Butit is also true that foreign investment is integrating national economies
and labour markets into an increasingly globalised system. This has profound
implications, because of the differences between living standards in various
countries. Companies are therefore able to use the threat of relocation to
bargain down working conditions, and governments compete to offer the
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most ‘favourable’ terms for foreign investment. Workers are in effect being
putinto international competition with one another. This is happening within
the developing world, as well as between North and South. Unskilled
workers in the newly industrialised countries (NICs) — South Korea, Taiwan,
Singapore, and Hong Kong — are losing jobs to workers in countries such as
Thailand, Malaysia, and the Philippines, who in turn are now beginning to
lose jobs to even cheaper labour in China, Vietnam, and Indonesia. These
forces carry with them the threat of downward pressure on social standards
across the world, as the fear of losing foreign investment or of becoming
uncompetitive forces governments to tolerate even lower standards.
Governments are therefore presented with very difficult political
decisions. Ultimately, however, the choice before them is between an
international trading system which throws workers into competition with
one another for jobs, leading to a downward spiral of deteriorating working
conditions as each country tries to undercut the others, and a win/win
solution, whereby an international floor of minimum labour standards

protects all workers from unacceptable levels of exploitation. This would not

mean removing the South’s competitive advantage in low costs; it would
mean giving workers some minimum level of protection.

Along with international trade unions and others, Oxfam believes that it
would be possible to design a social clause to achieve this. We believe that a
crucial distinction can be made between different kinds of labour standards:
those aimed at ensuring fundamental human rights, and those related to
more detailed, often technical and industry-specific, conditions. The kind of
social clause we envisage would be based on a package of basichuman rights
(founded on key International Labour Organisation Conventions, set out
below) which should and can exist in any country, irrespective of its current
state of development.

No.87: Freedom of Association and Protection of the Right to Organise
No.98: Right to Organise and Collective Bargaining

No.100: Right to Equal Remuneration for Men and Women Workers
No.111: Freedom from Discrimination

No0s.29,105: The Abolition of Forced Labour

These are enabling rights, designed to guarantee the possibility (but not the
content) of social progress, and they therefore make no attempt to equalise
costs or prescribe minimum wage levels.

Oxfam believes that in the first instance negotiations on a social clause
should be restricted to the incorporation of Conventions 87 and 98 only. This
is partly because they are the most fundamental ones; to some extent,
adherence to them is a prerequisite for achieving any other standards. The
trade union rights enshrined in them give workers the right to negotiate with
governments and employers’ organisations for whatever wage levels and
conditions they consider appropriate under the prevailing socio-economic
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conditions. These rights are also arguably the most directly trade-related,
and little further research and analysis would be required to determine how
they mightbe incorporated into a social clause. The monitoring machinery to
a large extent already exists, in the form of the ILO’s Freedom of Association
Committee, and a significant amount of legal knowledge and experience has
been developed on the interpretation of the ILO provisions in this field.

A clause of this sort would help to protect workers’ basic rights in Southern
and Northern countries alike. It would help to distribute the benefits of trade
more equitably, and would provide workers who are currently denied labour
rights with a lever to exert international pressure on their governments. Its
major impact would, of course, be limited to the export sector, although some
evidence suggests it could have a ‘knock-on’ effect, eventually raising
standards in other sectors. While it is clearly not a solution for all labour
problems, it is an important tool which could be used to prevent the worst
excesses of labour exploitation for a significant number of people.

However, bearing in mind the legitimate concerns of developing countries,
unions, and NGOs that the WTO is untransparent and undemocratic, with no
competence in labour issues and no representation from employers and
workers, Oxfam recognises the need to apply some very clear criteria to the
adoption of a social clause. The ILO should be given the lead role in monitor-
ing compliance and judging infringements, and the monitoring and enforce-
ment procedures should be transparent and democratic. Implementation

A jeans factory in the San Pedro Free Trade Zone, Dominican Republic: pieces of material,
made in the USA, are imported for assembly in factories where unions are banned and work-
ers have no rights. The finished jeans are exported back to the USA.
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mechanisms should concentrate on the resolution of disputes by mutual
agreement and through the provision of technical and financial assistance,
with trade barriers being considered only as a last resort.?

TRANSPARENCY AND ACCOUNTABILITY

As noted at the end of Chapter 9, the GATT was frequently criticised for its
lack of democracy and transparency. Evidence to date suggests that the WTO
will be open to the same accusations. Meetings still take place behind closed
doors, and public access to documents is still rare. These restrictions on
public access and disclosure are in contradiction to the principle which was
stressed throughout the Rio Earth Summit: that sustainable development is
best achieved with the participation of all concerned citizens, and that
countries should therefore facilitate this by making information widely
available.? At both its 1994 and 1995 sessions, the Commission on Sustain-
able Development restated the need for improvement in this area. In its
report of the Second Session, for example, it identified in particular:

... the importance of achieving transparency, openness and the active
involvement of the public and experts, in relation to work on trade and
environment, including work within the WTO, UNEP, and UNCTAD,
and to dispute settlement processes. The Commission recognises that
there is considerable need for improvement in these areas, and looks
forward to the development of specific recommendations in this
regard by Governments and the appropriate organisations, in
accordance with Chapter 38 of Agenda 21.2.

Unless significant progress is made in this regard, the WTO is likely to inherit
the GATT’s reputation as an exclusive club, dominated by the interests of its
most powerful members, and it will fail to gain the trust of the weaker states,
or the confidence of NGOs, citizens’ groups, and the wider public.

RECOMMENDATIONS

In addition to the recommendations made on pages 187-90, a number of
others flow directly from the analysis contained in this final chapter.

¢ The failure of GATT members to take adequate account of the likely social
and environmental consequences of the Uruguay Round Agreement
means that, as an urgent priority, a full impact-assessment of the implica-
tions and results of the Round on opportunities for sustainable develop-
ment should be initiated, with particular attention given to the impacts on
poorer Southern countries. Since the WTO does not have competence in this
area, the assessment should be carried out in co-operation with the
Commission for Sustainable Development, and draw on the experience
and expertise of all appropriate intergovernmental bodies (including
UNEP, UNCTAD, and UNDP) and of NGOs and citizens’ groups.
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* Measures to improve the transparency and accountability of the WTO
should be implemented. They would include allowing non-govern-
mental organisations (NGOs) to observe committee meetings, and
allowing timely public access to all documents prepared in connection
with WTO dispute-resolution cases, as well as panel reports, official
reports, negotiating texts, papers related to WTO institutional matters,
and notices of dispute challenges. The Dispute Settlement procedure
should allow for interventions and submissions by NGOs or international
institutions (for example, UN agencies) with a demonstrated interest in
the outcome of cases, including at the appeal stage of the process.”

* The WTO should be more closely integrated into the United Nations
system. It should be answerable to the UN through regular reports to the
Secretary-General, the General Assembly, and the Economic and Social
Council. While this would not, in itself, imply a fundamental shift of
power and responsibility, it would ensure that trade issues were debated
in a context where the views of less powerful states carry more weight. In
allits activities, the WTO should be required to cooperate closely with UN
agencies, including the CSD, the ILO, UNDP, UNEP, and UNCTAD.

* A joint ILO/WTO Working Party should be set up to make
recommendations on implementation mechanisms for a multilateral social
clause (which would meet the criteria set out under the section on labour
standards above), to focus initially on ILO Conventions 87 and 98 (Freedom
of Association and the Right to Organise and Collective Bargaining).

* The Uruguay Round Agreement should be amended in such a way as to
recognise the rights of governments to use trade measures in pursuit of
sustainable development, provided that such measures are non-
discriminatory, necessary, transparent and proportional. In particular, the
WTO Treaty should be amended to allow trade measures as set out in
Multilateral Environment Agreements, or in the pursuit of internationally
agreed environmental standards; and it should be amended to enable
governments to implement trade restrictions where production and
processing methods are damaging the environment, or where these
measures are necessary to maintain higher domestic environmental
standards. Obligations on developing countries to comply with higher
standards should be linked to the provision of technical and financial
support, including debt relief, and be subject to longer transitional
periods than for the industrialised countries.

* Trade rules should permit border tax adjustment to compensate for
energy or pollution taxes imposed on domestic industries. Revenue
generated by such tax adjustment should be remitted back to developing
countries for investment in cleaner technologies.
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* Rules should be formulated to forbid countries participating in the

multilateral trading system from weakening social and environmental
regulations in order to attract new investment or retain existing
investment.

An intergovernmental Panel on Trade and Sustainable Development
(IPTSD) should be established to provide the WTO Committee on Trade
and Environment and other institutions with the factual and analytical
foundation for constructive reforms linking trade, environmental
protection, and sustainable development. Such a panel would be a more
democratic and accountable forum than the WTO, and would be
committed to the broader objective of sustainable development, rather
than the pursuit of trade expansion alone. It would focus in particular on
multi-disciplinary analysis and policy formulation, and comprise both
government representatives and a range of experts from North and
South.

The WTO’s Committee on Trade and Environment should affirm that in
the event of a conflict between the WTO and the Biodiversity Convention,
the Convention’s provisions will prevail. It should also establish a review
procedure for examining the implications of the TRIPs Agreement (on
trade-related intellectual property) for sustainable development, in
consultation with the relevant UN bodies, NGOs, and local communities,
as well as industry. At the same time, new mechanisms for development
assistance need to be pursued to facilitate the transfer of technologies to
developing countries, allied to measures which curb the restrictive
practices of transnational corporations (TNCs) in relation to technology
transfer.

Measures to improve the accountability of TNCs should be introduced,
which would prevent their activities eroding people’s rights or damaging
the environment. They would include the establishment of a global anti-
trusts body to recommend and monitor action by governments where
markets are distorted by monopoly power. Action is also needed to
strengthen governments’ ability to preverit transfer pricing, and to
enforce socially and environmentally responsible patterns of investment
through effective'codes of conduct. Further expansion of TNC powers
under the proposed Multilateral Agreement on Investment should be
resisted, unless there is a corresponding expansion of TNC
responsibilities, through the international regulation of their social and
environmental activities.
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Successive rounds of GATT negotiations have played an important role in
promoting international trade flows, which since 1945 have expanded by a
factor of 12, to over $4.0 trillion. But, as we have seen in the foregoing pages,
while many people have benefited from this expansion, for a growing
number of others its effect has been to increase insecurity, and to erode
labour and environmental standards. This chapter has made the case that
these trends are likely to continue and that the new World Trade Organ-
isation has so far failed to create a viable framework for the social and
environmental regulation of international trade. The reforms proposed
above outline some of the most important steps that must be taken in order
to protect people’s basic rights, to safeguard the environment, and to
establish trade on a more equitable and sustainable basis.

Caroline LeQuesne
Policy Adviser on Trade and Environment
Oxfam (UK and Ireland)
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