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The Argentine economic crisis of 2001 was not,
as the International Monetary Fund and its support-
erslike to argue, primarily aresult of fiscal irrespon-
sibility on the part of the Argentine government.
Rather, the main culprit was the failed macroeco-

nomic adjustment policies
implemented in Argentina
through IMF coercion,
namely contractionary fis-
cal belt-tightening com-
bined with the exchange
rate appreciation that came
with the IMF-
recommended currency peg
tothe U.S. dollar. With Ar-
gentina sipping on this poi-
sonous policy cocktail,

IMF short-term loans were
liketying feathersto a
falling anvil. All the while,
underneath this anvil, stood
Argentina’s poor and mid-
dle classes.

Upon the arriva in
1989 of Peronist president
Carlos Menem, the Argen-
tine economy was near Cri-
sis. The Central Govern-
ment was printing money at
arapid pace to pay down
its debt, the result of which
was an annual inflation rate
of 4,000 per cent. Loan dis-
bursements from the IMF
and World Bank were be-
ing withheld, causing fears
that the country might de-
fault on its debt, because
without these funds debt
servicing requirements
would not be met. At the
urging of the multilateral
institutions and the U.S,,
the new President imple-
mented awide array of
neo-liberal reforms as well
as anew exchange system
(called the Convertibility
Plan) whereby the peso was
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pegged one-to-one with the U.S. dollar. Stability and
growth improved over the period between 1991 and
1994 as inflation converged to international levels
and GDP rose at arate of 7.7 per cent per year.

After 1995 the situation worsened considerably.
Argentinawas plagued by a“contagion effect” sev-
eral times over this period. Crises in other develop-
ing countries struck fear in

investors and destabilizing
capital flight ensued. A re-
cession began in 1998
when Brazil, Argentina's
largest trading partner, de-
valued its currency 18 per
cent relative to the peso,
hammering the Argentine
export sector and making
Brazilian imports cheaper.
By 2000, default was
again an imminent possibil-
ity. A bailout package of
$40 billion US from a com-
bination of bilateral and
multilateral sourceswas
made conditional on further
budget tightening, despite
the effects the Brazilian de-
valuation had had on the
real economy and an unem-
ployment rate hovering
above 15 per cent. By
2001, with no signs of re-
covery, collapse was in-
creasingly apparent. In an
attempt to restore investor
confidence, the IMF an-
nounced a further $6 bil-
lion in direct funds and $3
billion in debt restructuring
at an unspecified date. The
international community
was not duped. Bank de-
posits were drawn down at
$1 billion per day by
November, and an attempt
by the government to limit
withdrawals to $250 per
week signaled that the Con-
vertibility Plan had col-
lapsed and the most recent
Argentine economic crisis




was underway.

The IMF s condition of budget austerity had a
pro-cyclical impact on the economy during reces-
sion. GDP and the unemployment rate were closely
correlated over this period, suggesting that an ex-
pansionary policy would have lessened the problem.
Austerity fostered dependence on capital inflows by
perpetuating the recession, and thus increasing the
need for external funds. The only way to acquire
these funds was to adhere to an IMF program, which
demanded increased austerity. The IMF manipulated
the Argentine situation to ensure dependence on
capital inflows and therefore adherence to condition-
ality.

With tight conditionality, the IMF demonstrated
that investor confidence was a higher priority than
ensuring a sustainable debt load for Argentina. Bud-
get austerity was designed to attract capital by
demonstrating fiscal responsibility. However, by re-
ducing growth and increasing debt, the IMF only
served to increase the burden while reducing Ar-
gentina’s means to repay. Indeed, the debt to GDP
ratio increased from 29.2 per cent in 1993 to 52.2
per cent in 2001. While the latter ratio is considered
to be manageable for a strong economy, it is unsus-
tainable for an economy in its fourth year of reces-
sion and without means to repay anytime soon.

IMF loan disbursements were made in an un-
predictable fashion, ultimately leading to crisis. The
$6 billion in additional funds extended in 2001 was
described as “extraordinary in both its size and its
lack of any reasonable justification” by Michael
Mussa, the director of the Department of Economic
Research at the IMF from 1991-2001. A logical
analysis of the situation would have revealed that
crisiswas inevitable, and that these funds would
have been much more useful after the fact. Instead,
the IMF provided this extraordinary loan so that Ar-
gentina could meet its short-term debt servicing pay-
ments, which only served to stall the crisisfor afew
months.

When crisis did break out in November 2001, it
was aresult of the IMF withholding a$1.3 billion
loan disbursement. Without IMF funds, the govern-
ment was forced to expropriate money from the
banking system to meet its external payments sched-
ule, which led to the collapse of the financia sys-
tem. The IMF was simply trying to make up for its
previous gross over-lending, which had received
criticism from the international community. Mis-
management of IMF funds destabilized the Argen-
tine economy and led directly to its collapse.

The Convertibility Plan was inherently faulty,
yet it received high praise from the IMF, who used

Argentina as a " success story” to press the plan upon
other Latin American and Asian countries. The sys-
tem required that every peso in circulation be
backed by an American dollar. Asaresult, increases
in the money supply were limited to increased re-
ceipts of foreign exchange. The current account
deficit would therefore be self-adjusting, asthe re-
sulting net outflow of foreign reserves would mean a
decrease in the money supply, which would reduce
incomes and eventually restore the trade bal ance.
The mechanism would enable Argentinato enjoy
high rates of export-led growth.

This mechanism was faulty in two ways. First,
Argentinawas heavily dependent on capital inflows
due to IMF austerity, as discussed above. The influx
of foreign reserves from capital inflows more than
outweighed the effect of the current account deficit
and so the automatic adjustment mechanism was
rendered ineffective. The growth that Argentina ex-
perienced in the early 1990s was not led by exports,
but was dependent on capital inflows. Second, the
one-to-one peg of the peso to the US dollar caused
an appreciation of the peso relative to its major
Latin American trading partners, damaging Ar-
gentina’ s export sector and precluding any possibil-
ity that the current account balance would recover.

The Convertibility Plan was designed by Argen-
tine Economy Minister Domingo Cavallo, but its
implementation was induced by pressure from the
IMF. The hyperinflation of the 1980s had wreaked
economic havoc and the government was in desper-
ate need of funds at the time to meet its debt servic-
ing requirements. Implementing the plan was a nec-
essary condition to pleaseits creditors and ensure
the continuation of badly needed funding. IMF con-
ditionality, therefore, had an influence on domestic
policy planning to the extent that IMF approval had
become a more important consideration than any ac-
tual economic impact.

The Argentine economy has been devastated by
the events of the 1990s. The collapse of the Con-
vertibility Plan was followed by a decrease in per
capita national income to $4,080, 50 per cent less
than itslevel in 2000. The peso was devalued to a
three-to-one value against the dollar in 2002, a de-
preciation that has significantly raised the cost of
imports, hitting the urban poor the hardest. Some 55
per cent of the population now lives below the
poverty line.

One can only hope that these statistics will star-
tle the IMF enough to get off its high horse and con-
sider policy options that encourage growth and debt
sustainability, rather than serving its own self-image
and the interests of investors. ™



Cdl it what you want; a picket fence, a barbed
wire fence, a security fence, a cement fence, a sepa-

ration wall, adefensive wall, it doesn’t really matter.

To argue over what to call it turns the issue into one
of semantics and diverts attention away from the re-
ality of the situation. | personally refer to it as “the
Wall” simply because that’ s the term that came to
my head when | first saw it and | thought that refer-
ring to it as a* security fence” wasreally an insult to
one of the world’ s top five most sophisticated mili-
taries, not to mention an illusion about what afence
would be able to prevent. In case it hasn’'t dawned
on everyone, the 9/11 attacks made it so very clear
that where thereisawill thereisaway, and the
world’ s tallest wall couldn’t have stopped that ter-
rorist attack from happening.

In June 2002, the state of Israel began building
a concrete structure inside the West Bank that, upon
its completion, would measure in most places eight
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meters high and 650 kilometers long, and would
cost Isradl at least $2 billion US to build.

The geographic positioning of this structureis
perhaps a more significant matter. To begin, the
Wall is being built within the border of the 1967
“Green Ling” -- the line you would see on amap of
Israel outlining the Occupied Territories of the West
Bank -- conveniently cutting deep into the West
Bank border up to 6 km in some places, and with the
proposed plan of up to 16 km in other areas. For Is-
ragl, cutting into the West Bank this deep would al-
low it to annex settlements, water resources, and
arable land.

The structure itself is declared illegal and the
implications are near criminal according to human
rights and international law standards. But the state
of Israel hasignored such decrees for along time,
and continues to do so with the construction of the
Wall. Hence, illegal occupation continues, as do
land grabs and seizures. Israel’ s goal is to have ap-
proximately 98 per cent of itsillegal West Bank set-
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tlementsincluded on its side of the Wall, as would
be Jerusalem, and the best western aquifers running
through the West Bank. One would think that the
implications of these facts are obvious, but for some
reason they are not. It is always interesting to hear
comments from individuals who seem to think the
structure is not inflicting any harm, as though it just
appeared magically and existsin peace and tranquil-
ity.

The structure is dividing communities and rob-
bing Palestinians of yet more of their land. Agricul-
tural land continues to be razed, irrigation networks
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destroyed, water resources isolated, and the main
aquifer cut off. Since the 1967 occupation of the
West Bank by Israel, amilitary order has existed
(order No. 92), that prohibits al water development,
drilling and infrastructure from taking place by
Palestinians in the West Bank unless a permit is ob-
tained from the military “water officer.” To date, not
asingle permit has been issued for agriculture or do-
mestic use except for Jewish settlements.

Just as Palestinians are being cut off from their
farmland and water, they are also being cut off from
families, communities, and villages divided by the
Wall. To make matters worse, the concrete structure
is lined with inward-looking watchtowers from
which sniper shots can and have been fired, giving it
an unmistakabl e prison-like resemblance. While the
Wall isnot present in all aress, it is often substituted
by a series of electric fences, trenches, barbed wire,
cameras, motion-sensor controlled guns, and buffer

zones that span awidth between 70 to 100 meters
deep, cutting even further into the West Bank.
Whatever the variations and manifestations of the
structure, the effect is the same for Palestinians.
Some communities are even being completely encir-
cled, thereby forming cantons, enclaves, and in
some cases military zones. Wherever communities
and homes are in the way, they are destroyed.

The completed structure will annex at least 48
per cent of the West Bank, and at least 16 per cent
of Palestiniansin the West Bank will remain on the
Israeli side of the Wall, leaving their fate unknown.
Asaresult of the structure, Pales-
tinians will live on only 12 per
cent of historic Palestine (prior to
1948), giving Israel control of 88
per cent of the contested land.
One can conclude that Israel is
creating such facts on the ground
in order to arrange future negotia-
tions and settlements around
them.

* The Gaza Strip is undergoing
its own version of the Wall too, as
. Israel isbuilding asimilar struc-
~ tureaong the 7 km border run-
o hing between the Gaza Strip and
Egypt.

Not much thought is required
to see the inhumanity in the exis-
tence of such astructure. Yet for
some, its effects on the lives of
Palestinians serves as no cause for
concern. There are those who
speak of the Wall as a necessary

response, as though it is the Palestinians who are re-
sponsible for its creation. “If they would only stop”
arguments are a dime a dozen and anyone who
knows the conflict’s history would be able to see
when and how events truly unfolded, and where the
inhumanity really began. The state of Israel hasim-
plemented a number of oppressive tactics long be-
fore Palestinian suicide attacks even began. For this
reason, it is difficult to swallow the argument that
Israel, with all its military might, has been forced to
create the Wall to protect itself.

Israel is supposed to be the democratic presence
of the West in the East; the state with which we, as
North Americans, share common values of freedom,
tolerance, and democracy. | don’t know what the
Wall has to do with freedom, democracy, and toler-
ance, but for Palestinians it serves as a concrete re-
minder of thelife, liberty, and pursuit of happiness
that they have been denied for so long. ™
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While in the short and medium termsit may act
as an inconvenience and oppressor for Palestinians,
the Israeli security fence could very well be a non-
lethal use of hard power that will allow for a peace-
fully negotiated resolution to a conflict that has
spilled blood for far too long.

The security fenceis currently the largest and
most controversial infrastructure project in Isragl,
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and perhaps, the world. It involves some 6,000
workers and 1,700 pieces of heavy machinery. A
similar fence aready exists in Gazavis-a-visthe
1994 Gaza-Jericho agreement between Israel and the
PLO, which displayed arelatively high level of suc-
cess in preventing terrorist infiltrations into Israel
proper.

The entire project is estimated to cost $2-3 bil-
lion US. According to Isragli projections, the entire
520 kilometers of fence should be completed by the
end of 2004. However, with the current construction
delays, especially after the International Court of
Justice' s recent declaration that the fenceisillegal,
its completion may be pushed back and upon re-
sumption, will undoubtedly be modified in its direc-
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tion.

Contradictory claims about the fence are made
by Israeli and Palestinian sources. There are extreme
variations in the accounts of both sides. Several of
these should be made evident to illustrate the per-
plexity of the situation: First, the Palestinians claim
that approximately 200,000 Palestinians will end up
on the Isragli side of the border, dividing entire com-
munities and families from each other, running con-
trary to the Isragli claim that only an approximate
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10,000 Palestinians will be incorporated into the Is-
ragli side of the separation. Second, Palestinians
claim that over 85 houses have been demolished in
order to construct the fence, while Isragli sources
state that not even a single home has been destroyed.
Third, Palestinians state that only 50 per cent of the
West Bank will remain in Palestinian hands, but the
Israelis maintain that so far, only 1.7 per cent of the
West Bank has been included into Israel viathe
fence but admits that at the end of construction, 6
per cent will be incorporated (including Jerusalem)
illegally.

Jerusalem is a contentious issue. The fence will
encompass Jerusalem, making it more difficult than
ever to determine “final status’ on the city, asit will



be cut off entirely from areas designated to the
Palestinian Authority’ s control. Jerusalem has a host
of Palestinian cities encircling it, causing 70,000
Palestinians to be “temporary” residents of
Jerusalem (in the Muslim quarter). They will beis-
sued “blue identity cards’ for the purpose of munici-
pa citizenship in Jerusalem, but not Israeli citizen-
ship. One cannot ignore the religious significance
that Jerusalem has for Jews, Christians and Mus-
[ims, which will inevitably manifest itself more vo-
ciferoudly in the future.

What are some of the fence’'simpacts so far? It
has been a proven, although not foolproof, tactic in
preventing terrorist attacks. Suicide bombings and
other attacks have dramatically decreased since the
fence was built. The fence aso catersto the psycho-
logical need for security that Israelis desire. It is be-
lieved that the fence will also reduce crime such as
car thefts and other non-lethal activities. The Israglis
hope that the fence will create confidence in Isragli
security internationally, reviving tourism and inter-
nationa investment, which has been lagging since
the beginning of large-scale violence in 2000. Other
benefits of the fence for Israel include making it
more difficult for illegal workersto penetrate its
borders. The maintenance of a solid Jewish mgjor-
ity, thereby allowing Israel to maintain its Jewish
character while unilaterally defining the border Is-
rael wants, is probably the primary concern for Is-
ragli policy makers and Isragli popular opinion.

The questions that remain are troubling and nu-
merous. Will Isragl need to negotiate once a nega
tive peace is established? What will happen with re-
gard to the Isragli-Pal estinian peace process once the
wall is completed? The Jerusalem area is the center
of Palestinian hospitals, commerce, higher educa-

tion, culture, etc., which would undoubtedly cause
problems for Palestinians. What will happen to

Pal estinians encapsul ated within Isragl proper? All
of these questions and more are bound to become
hot issues of debate which only time will reveal the
answers to.

Despite the potential problemsit raises, | feel
that the fence is necessary for Israeli security and
that its construction should continue unabated.

Thisis not to say that the fence should be con-
structed by any means seen fit by Isragl, but rather,
it should be constructed with due consideration for
the other side. Nevertheless, the fence has proven
relatively successful in minimizing terrorist infiltra-
tionsinto Isragl and therefore, in terms of absolute
security, it isagood investment for Israel to make.

The problem of the fence becoming a de facto
border should not be much of a concern because Is-
ragl isfacing heavy international pressure from the
European Union, the United States, Canada, and
other countries to negotiate with the Palestinians on
“final status’ issues, which undoubtedly involve fi-
nal borders and a subsequent shifting of the fence.

The fence will alow Israel and the Palestinians
to negotiate more effectively. There has been a pat-
tern of Israeli behavior, in which after aterrorist at-
tack, Israel cancels any upcoming meetingsit has
with Palestinian representatives. With the fencein
place, and the reduction in the level of terrorismin
Israel, Israel will be more willing and cooperative
than before with the Palestinians.

The fence, though by no means a short-term
pleasantry, may lead to a calming of violence, al-
lowing emotions and conflicting conspiracy theories
to subside. This could foster a viable environment in
which to discuss peace and final status issues. TH

, 4 *

In the decade of the 1960s the capitalist world
economy grew at arate of 5 per cent. In the 1970s
the real growth rate dropped to 3.6 per cent. By the
1980s the rate had dropped to 2.8 per cent, and the
decline continued in the 1990s when it fell to just 2
per cent.

In short, in just two decades capitalism lost 60
per cent of its macroeconomic momentum. Capital-
ism moved from its "golden age" to the age of "great
stagnation."”

For the past quarter-century, neo-conservative
economic policy has prevailed to varying degrees all
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over the world. During thistime, it has failed to de-
liver capitalism from a stagnation that has resulted
in an overall European unemployment rate that re-
mains in the double digits, a Japanese economy that
has been in the dumps for a over a decade and re-
cently joined by Germany, while much of the South-
ern Hemisphere has seen its economic and social
standards languish. Even the neo-conservatives©
poster child, the United States, has returned to form
after arelatively brief so-called boom in the 1995-
2000 period.

Neo-conservatives identify inflation, deficits
and debt, taxes, labour market rigidity, and govern-
ment regulation as the sources of this slow growth.
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From their perspective, these factors raise the cost of
doing business. If we could get these fundamentals
right, they say, there would be areturn to "the
golden age."

Examining the evidence on each of these theo-
retical positions helps to explain the failure of neo-
conservative policy to provide a path out of the great
stagnation.

Government debt: Pick up any first-year text-
book in economics and you will find that Canada
had its highest debt-to-GDP ratio in the second half
of the 1940s, 60-70 per cent higher than anything
that occurred during the so-called debt crisis of the
1990s. The debt declined to post-war lows in the
1970s — not because of government program
spending cutbacks, but because the economy grew
so fast in the "golden age."

Statistics Canada®analysis of the growth of
Canadian government debt in the 1970s and 1980s
points to tax breaks as the cause, not overspending
on socia programs like health care.

Inflation: The Bank of Canada has used the 1-3
per cent inflation target for decades, in spite of the
fact that, in study after study tracking the relation-
ship between inflation and growth for the OECD
since 1960, there is no evidence that inflation has
any effect on growth.

Taxes: OECD dataindicates that some high-tax
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countries have grown
quite rapidly in the
1990s and have
achieved higher rates
of productivity growth
than some lower-tax
countries. Analysts of
the gap between U.S.
and Canadian growth
rates have focused on
productivity as the
key, and the large dif-
ferences in one sector:
capital goods invest-
ment. As economist
Andrew Jackson
points out, Canadian
businesses tend to un-
der invest in research
and devel opment
compared to their U.S.
and European counter-
parts, even though we
have the richest R&D
tax credit systemin
theworld. And finaly,
Jackson points out that Canadian business taxes
overal are not out of line with those in the U.S., and
taxes on manufacturing profits are lower.

Labour market rigidity: Stephen Nickel, in an
article in the Journal of Economic Perspectives,
points out that the European countries with the low-
est unemployment rates are not noted for the flexi-
bility of their labour markets. He argues that the re-
ceived wisdom that the European system of rigid
and inflexible labour explains high unemployment
and that the U.S.’ s dynamic and flexible labour mar-
ket resultsin low unemployment is not totally
wrong. What iswrong is the idea that the more flex-
ible the labour market, the more successful it will
be. Some so-called labour market rigidities con-
tribute to lowering unemployment, while others
raise it. Even strict employment protection legisla-
tion, legislated labour market standards, generous
levels of unemployment benefits, and high levels of
unionization, by themselves, do not have seriousim-
plications for unemployment.

Regulation: The Enron collapse, the bailout of
Long Term Capital Investment, Walkerton, the Cali-
forniaenergy crisis-all are examples of the multi-
billion-dollar effects of deregulation on our econ-
omy and quality of life. Whether it is the bailout of
financia institutions "too big to fail" in the U.S,, the
death and disease resulting from deregulation of our
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water quality in Canada, or airport security left to
the lowest-cost private sector firm, the need for the
state to protect us from market failure has probably
never been more glaring.

What about the effects of neoconservative pol-
icy on its poster child, the United States?

Decades of neoconservative leadership in the
U.S. with respect to government spending cuts, cor-
porate and upper income tax cuts, anti-inflation pol-
icy, deregulation of the private sector, anti-labour
and anti-welfare legislation have lowered expecta-
tions and created insecurity for amgjority of Ameri-
can citizens. It is possible to argue that the basis for
the U.S. boom from 1995 to 2000 was “new econ-
omy technology” or Greenspan’ s leadership and not
the exploitation of labour, except that American
government policy was geared to do just that,
weaken labour in the interest of improving profits.

The precondition for the “new economy,” —
the 1995 to 2000 U.S. recovery — was the attack on
labour. Y ears of corporate downsizing and neo-
conservative fiscal and monetary policy led to years
of high unemployment. Further, the threat of capital
flight and therefore competition from cheaper
labour, exacerbated by free trade agreements along
with anti-labour legislation and reduced socia sup-
ports, gave birth do what Federal Reserve Bank
Chairman Greenspan has referred to as the
“traumatized worker” in the Unite States.

According to Lester Thurow, U.S. real per
capita GDP rose 36 per cent from 1973 to mid-1995,
yet the real hourly wages of non-supervisory work-
ers declined 14 per cent. In the decade of the 1980s,
all of the earnings gains went to the top 20 per cent
of income earners — 64 per cent to the highest earn-
ing 1 per cent of the population. Wealth inequality
has risen even more.

Thomas Piketty and Emmanuel Saez provide
evidence that between 1973 and 2000, the average
income of the bottom 90 per cent of American tax-
payersfell by 7 per cent. During the same period, in-
comes of the top 1 per cent of the country rose by
148 per cent. The incomes of the top .1 per cent
grew by 343 per cent. Finally, the top .01 per cent of
the population saw their incomes rise 599 per cent,
excluding capital gains. Over haf of bush’stax cuts
will go to the top 5 per cent.

Corporate taxes in the U.S. in 1950 made up
26.5 per cent of federal revenue. This number fell to
10 per cent in 2000.

Wages in the US between 1979-1999 did worse
than those in the G7.

Workersin the U.S. now work on average more
hours per year than workersin any of the industrial-
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ized countries — even more than Japanese workers.
Total hours worked grew through the 90sin the U.S.
where it declined elsewhere. According to the au-
thors of the State of Working America, (SWA),
workersin the U.S. work more hours per year than
workers do in any of the countries they compete
with. Moreinteresting is the fact that all other G7
countries have been reducing the workweek, some
dramatically, while the Americans are actually in-
creasing their hours. Between 1979 and 1995 the
Japanese reduced their work year by 228 hours and
Canadians by 86, while the Americans have in-
creased theirs by 47. By 1995, Americans worked an
average of 215 more hours per year than Canadians
did.

Between 1979 and 1989, U.S. “wives” hours
grew so rapidly that this added 270 hours or six and
half weeks of paid work to the family’sincome. The
SWA authors suggest that this was made necessary
by the fall in the wages of husbands. Asin the 19th
century, increased family hours were necessary to
compensate for the inadequate wages paid to indi-
vidual workers.

Europe has legally protected vacations. The
U.S. isthe only industrialized nation with no mini-
mum paid-leave law. Europeans get four or five
weeks by law, the Japanese have two legally man-
dated weeks and the Chinese have three.

While increased hours of work are a means of
maintaining family income, for corporations they
provide more hoursto profit from their workers
labour. Between 1979 and 2001, productivity grew
by 55 per cent while wages stagnated, resulting in
rising profits.

Asthe average product per worker grows sig-
nificantly faster than wages, the profit and motiva-
tion to invest increase. The source of the investment
funds that resulted in the “new economy productiv-
ity boom” of the 1990s was an increase in the value
added produced by labour and expropriated by the
employer.

The “new” American model has features of the
earlier labour-intensive industrial competitive capi-
talism as well as the more recent, more capital inten-
sive, advanced capitalism. The present neo-
conservative stage of capitalismin the U.S. suffers
from greater earnings and income inequality and
higher poverty rates than in amost any other OECD
economy.

The current Bush administration is pushing neo-
conservative policy to new lows. According to The
Guardian Weekly, the White House is trying to
rewrite wage and hour regulations, which would
turn anyone who holds a “position of responsibility”



into a salaried employee who can be required to
work unlimited overtime for no extra pay.

In spite of all of the above, the period between
1948 and 1973 exceeded the vaunted 1995-2000 pe-
riod in almost every respect — productivity, infla-
tion, unemployment and profits — except stock
market valuation. Since 2000, the U.S. economy has
slipped back into stagnation.

In spite of Bush's “military Keynesian” fiscal
policy and Greenspan’s low interest rates, the U.S.

economy does not appear to be acquiring a golden
age hue.

Maybe it istime to consider giving up neo-
conservative economic policy so that we can break
free of the economic stagnation that has unhappily
resisted its charms for a quarter-century. Stagnation,
unemployment, financial fragility, inequality, and
threats to our quality of life are ahigh price to pay
for keeping the faith. ™
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At any given time, some things are hot and in
demand. We al saw thisin the late 90s when any
stock with a*dot com” in its name was trading at
stupendous levels. | lived in Ottawa at thistime;
where there is ahuge Corel building in the city that
most of the commuter traffic passes by each day.
When they added a “dot com” to the Corel logo on
the building, the stock took a nice jump upwards. It
isonly speculation as to whether or not this ploy
was the cause of the one-day spike, but the point is
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that everyone wanted to be associated with the Inter-
net in as many ways as possible. How things have
changed.

Businesses still think it’s important to have an
online presence, and companies like eBay Inc. and
Amazon.com are successful at being exclusively
web-based companies, but investors are now de-
manding sound business models and profit. The
smoke and mirrors of companies like * Pets.com”
and “eToys’ can no longer fool investors. | remem-
ber reading an article in 1998 that talked about the
looming threat eToys Inc. posed to Toys'R’ Us.
These pure play
Internet compa-
nies were hot and
their stocks were
in demand. Un-
fortunately for
some sharehol d-
ers, the bubble
popped and
eToysInc. closed
operationsin
April 2001.
Bricks and mortar
Toys'R"Usrolls
on and is part-
nered with Ama-
zon.com for its
online operations.

Online retail-
ing isstill very
important, but the
market demand
for pure play In-
ternet companies
IS gone, except
for afew sur-
vivorslike Ya
hoo, Amazon,
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and eBay. Demand for Barbie Dollsis still there and
I’m sure many are sold online as well asin stores,
but now online retailing is mainly another channel
for existing retailers such as Toys'R"Us that were
able to incorporate online retailing, as opposed to
pure play etailers that have no bricks and mortar.

Market demand evaporation is nothing new.
The ancient civilisation of Yemen used to be the
sole producer of incense and myrrh during the age
of the Queen of Sheba. Myrrh istheresin of atree
that isfound in the Y emeni mountains and was used
to flavour wine and as a perfume. Its primary use
was in medicines and, in Egypt, for embaming.

Y emen supplied alot of incense to the Roman Em-
pire since they used it extensively when burning the
bodies of their dead to make this ritual more pleas-
ant. The sale of incense and myrrh brought great for-
tune and it was worth itsweight in gold, as armies
would escort the camel caravans carrying it north-
ward. But, after the fall of the Roman Empire, de-
mand for incense and myrrh dissipated, and

Y emen'’s prized commodity no longer provided

Y emen with riches.

Closer to home, Winnipeg used to be amajor
transport hub until the completion of the Panama
Canal in 1914, which made it easier to transport
goods on shipsinstead of on trains through the
prairies. Y emen and Winnipeg share something in
common in that they had relatively more fame and
fortune in the past than they do now and all because
of shiftsin market demand.

History isfull of such examples. Buggy whips
were no longer needed after one-horse carriages
were replaced by motor vehiclesin the early 20th
century. Nuclear scientistsin the former Soviet
Union were once highly paid during the height of
the Cold War, but couldn’t find work afterwards ex-
cept for selling potatoes on the roadside. As afor-
mer high-tech employee at Nortel Networks, | per-
sonally experienced the ebb and flow of market de-
mand, but instead of selling potatoes, | opted for
graduate studies.

Given these cases of demand boom and bust, |
will now make some predictions about some compa
niesthat | believe are near their rise or fall.

TheGlobe.com, one the Internet®earliest online
communities, achieved fame after the company®
stock soared to $97 on its IPO day in 1998. Three
years later, the stock traded at pennies per share. To-
day, TheGlobe.com is regaining notoriety with the
launch of VVoiceglo in order to enter the white-hot
market for Voice-over Internet Protocol (VolP) ser-
vices. Because TheGlobe.com (ticker symbol:
tglo.ob) has survived the “dot com” implosion and
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isnow reinventing itself to enter the hot Vol P mar-
ket, | rateit abuy at its current price of 90 cents.

| think entertainment will always be in demand
and motion pictures seem especially immune to
falling out of favour with the public. Thus, | recom-
mend Metro-Goldwyn-Mayer Inc (ticker symbol:
mgm). At $17.31, MGM is near its 52-week high.
Assuming it doesn’t lose significant profits to peo-
ple downloading movies for free, it should be a safe
investment given athree-year time horizon.

But, all companiesin the movie business are
not shoe-ins. For example, Lions Gate Entertain-
ment Corp (ticker symbol: Igf) has alot less cash
then MGM and a much smaller market capitaliza-
tion. Therefore, it is not as well positioned to take
advantage of opportunitiesin the movie business.
However, should it score big with an Oscar-winning
flick, it could easily be double its current $6 per
share value.

On the downside, a product that may soon fall
out of demand isjunk food, such as donuts. People
are becoming more health-conscious and therefore a
company like Krispy Kreme Doughnuts Inc (ticker
symbol: kkd) may have trouble maintaining its cur-
rent market capitalization. Its stock priceis $34,
which is off its 52-week high of $50. | still love
donuts, but doubt that | will when I’m 50 years old.
And with the baby-boomers now at this age, they
too, are thinking about healthy alternatives. The
baby-boomers will also increase the demand for
medical services, pharmaceuticals, recreational ser-
vices, and tourism.

Finally, | think market demand for paper will
wane just asit did for incense and myrrh. More ser-
vices than ever are now transacted electronically.
Direct deposit is the preferred payment method by
employers and online banking is now quite popular
and avery convenient way of paying bills. Calen-
dars, agendas, maps, newspapers, reports, and invi-
tations, just to give afew examples, are now imple-
mented and executed electronically as opposed to
ten years ago.

| believe that this trend will continue and in 15
years, most people will not carry money on their
body, but simply have debit and credit cards, further
reducing demand for paper. But, thiswill increase
the demand for electronic security and encryption.
Plastic cards will then be replaced by biometrics,
and you'll pay for your groceries by having your
cornea or fingerprint scanned by a small machine.

Those big, clunky coin dispensers that they
have at Safeway will be relics of a cumbersome past
and may one day end up in amuseum next to a
Pets.com stock certificate.
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Imagine, for amoment, a scenario where after
many years of negotiations and bargaining, Canada
and the United States enter into a free trade agree-
ment. All iswell for awhile; however, cracks even-
tually begin to show in the relationship. American
politicians, in amove towards protectionism, begin
to question the American benefit in the agreement.
Canada slack of participationin awar, aswell asa
lack of interest in apprehending people responsible
for destruction of American property leads to ques-
tions about its value as a partner. Amid the rising
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attributable to the Liberal federal government. This
began before the 2000 American presidential elec-
tion; when Raymond Chretien, a nephew of the for-
mer Prime Minister, declared that Canada would
much rather see Al Gore win than George W. Bush.

Flash forward afew years, and the insults con-
tinue. A communications assistant to Jean Chretien
refers to Bush as “amoron”; Cabinet Minister Herb
Dhaliwal suggests Bush isa“failed statesman,”
while Libera MP Carolyn Parrish was heard to re-
mark “Damn Americans ... | hate those bastards,” all
of which was reported in both the Canadian and
American media. The result of thisinexcusable be-
havior by our federa
government has been
tension between the two
countries.

In December 2003,
the Fraser Institute con-
ducted a survey of Cana-
dian business people re-
garding their perceptions
of Canada-U.S. rela-
tions. Of those surveyed,
96 per cent agreed or
J strongly agreed that
© Canada s relationship
with the U.S. had deteri-
orated over the previous
o year. Two-thirds sug-

gested that the deterio-
rating relationship had
negatively affected their
ability to sell products
within the American
market. Nearly nine out
of ten respondents
agreed that the deterio-
rating relationship had

%

protectionist sentiment, concerns about Canada's for- affected the U.S. response to SARS and mad cow

eign policy and allegations of Canada bending the

rulesit agreed to lead the United States to pull out of

the trade agreement.
| am not talking about the present Canada-U.S.
trade relationship. Rather, the scenario | describe

disease.

The strained relationship has led to several
American politicians blaming NAFTA for job losses
during an election year in which the economy will be
acentral issue. Any serious debate in the U.S. about

played out in the mid-1800s. In 1854, Canada and the reforming or pulling out of NAFTA will certainly
U.S. signed the Reciprocity Agreement, which wasin force the issue to the forefront of Canadian palitics.

effect until 1866, and was terminated amid the
above-mentioned circumstances, a situation strik-
ingly similar to contemporary relations.

There has been debate about free trade with the
U.S. since before Canada existed as a country; the
Reciprocity Agreement was signed thirteen years be-

The poor state of the Canada-U.S. relationship is fore Confederation. In a country as dependent on
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trade as Canada, this debate isinevitable. One of the
most vocal opponents of the current NAFTA agree-
ment is Saskatchewan farmer David Orchard. Y ou
may recognize his name from the 2003 Tory |leader-
ship race, when an evaluation of Canada s free trade
agreements was central to his platform. Since then,
Mr. Orchard has continued to appear in the media,
speaking out about both NAFTA and the Tory-
Alliance merger.

In fairnessto Mr. Orchard, heis careful to point
out that he is not anti-trade, but rather desires a mu-
tually beneficia system in which both partners can
benefit. NAFTA, he claims, is not mutually benefi-
cial and resultsin aloss of Canadian sovereignty.
He envisions a situation in which Canada fulfills a
role similar to that of Norway, which conducts bene-
ficial trade with the European Union despite the fact
that Norway is not amember. He questions why a
similar arrangement cannot work for Canada.

There are a number of reasons why Mr. Or-
chard’s argument falls apart when proposing such a
system. Thefirst is that any agreement between
countries necessarily resultsin aloss of some
sovereign power. In order to transfer rights to one
country, such as tariff-free imports, another country
must forfeit some of their rights, such as the power
to implement tariffs. Mr. Orchard is also an oppo-
nent of the current war in Irag, and believes that the
international community — through the United Na-
tions -- should convince the U.S. to abandon its ef-
fort. Theirony isthat the UN itself isathreat to
sovereignty by removing a nation’s right to unilat-
eral action; aresult of most multilateral agreements.
It seems that preserving sovereignty is only accept-
able when it suits the beliefs of Mr. Orchard.

The second flaw in his argument is that the suc-
cess of the Norway-EU relationship is likely heavily
dependent on geography. The close proximity of
countries alows such arelationship to flourish. Nor-
way finds itself in an advantageous location, where
it can conduct trade with many countries located a
short distance away. Canada however, isin avery
different situation. We have only one neighbour, and
trade with anyone else involves crossing great dis-
tances at high costs. Trade is becoming increasingly
regional, and our region is comprised of Canada and
the U.S.

Thethird flaw is that while Norway trades with
the massive EU, there is no suggestion by Mr. Or-
chard of where Canada might find an equally large
trading partner willing to purchase 85 per cent of
our exports, as the U.S. does. There have been at-
tempts by past prime ministers to broaden Canada' s
list of major trading partners, al with no success. If
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there is areason why this would work today, |
would be interested to hear it.

As an example of Canada s loss of sovereignty,
he points to the American complaints about the
Canadian Wheat Board, and the numerous investiga-
tions that occurred as aresult of those complaints.
He claims these complaints indicate that Canada has
lost its ability to decide what is best for Canadian
producers. What he doesn’t mention is that every
time, the dispute has been settled in Canada's
favour.

In fact, arecent survey by the Fraser Institute
found that 72 per cent of respondents believed the
NAFTA dispute resolution mechanisms to be very
or somewhat effective. In the area of dispute resolu-
tions, we are seemingly better off under NAFTA.

Thereis also dispute support available through
less formal channels. For example, American associ-
ations of homebuilders oppose the tariffs applied to
softwood lumber, as this increases the cost of build-
ing homes, and therefore reduces their business. The
possibility of tariff-free lumber under afree trade
agreement has resulted in an American ally for the
Canadian lumber industry.

Thereislittle, if any justification for arguments
of Orchard and his anti-trade contemporaries for one
reason: economically speaking, free trade makes
sense. Economies of scale allow American industry
a significant advantage in heavy manufacturing.
Likewise, Canada has a comparative advantage in
resource refinement, if only because we have many
resources that the U.S. does not. Wherethereisa
comparative advantage, be it in manufacturing or
energy production, there exists the possibility of an
expanded production possibility curve. More simply
put, if an American firm can produce something at a
cheaper cost than afirm in Canada, it makes more
sense to produce it there. Any resources that would
have been used in production can instead be used to
produce other commaodities that Canada has a com-
parative advantage in, resulting in a more efficient
use of resources.

The Free Trade Agreement and its successor,
NAFTA, formally represents the close trading rela-
tionship between Canada and the United States. We
need to escape theirrational belief that our neigh-
bour to the south is taking advantage of us. Perhaps
this belief iswhat |eads to the disgraceful behavior
of the politicians mentioned above. Any relation-
ship, economic or otherwise, works best if the part-
ners are on good terms. Canadians should not toler-
ate it when our elected and appointed government
officials jeopardize our living standards by pointing
fingers at our only neighbour. H
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Over the history of capitalism, soci-
ety’ s wants and needs have been increas-
ingly provided as commodities (goods or
services produced for the purpose of mak-
ing a profit), replacing communitarian, in-
home, and other types of “informal” pro-
duction. Thistrend fails to draw anything
but the most fleeting curiosity from the par-
ticipants of commodity-oriented societies.
After all, exchanging money for goods and
services seems to be highly rational. Con-
sumers get to choose commodities that best
satisfy their wants or needs, from amongst
averitable banquet of optionsin awin —
win situation with producers. However, this
increasing prevalence of commodities
makes peopl e subject to what Karl Marx
termed “commodity fetishism”.
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Marx defined commodity fetishism as
the tendency, in acommaodity capitalist sys-
tem, for social relations between people to
appear as arelationship between things. By
this he meant that purchasers of any com-
modity would inevitably focus on the char-
acteristics of the thing itself — its physical
properties and price — whileignoring the
conditions (social relationships) under
which the product was produced. Under commodity
capitalism, the social, environmental, and historical
relations that go into the production of a commodity
are hidden. When a person wanders through the gro-
cery store or shopping mall, what they see are the
characteristics of the commodities themselves — the
attractiveness of the packaging, the cut of the fabric,
perhaps the lifestyle associations stapled on by mar-
keting departments, and, of course, the price. It be-
comes not aresult of production upon which people
have worked under awide variety of more or less
acceptable conditions, but an entity unto itself.

Two relatively recent devel opments have served
to further divorce the end product from the process
by which it was produced: marketing and long dis-
tance trade.
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here has been aremarkable expansion of marketing,
as firms engage in ever more dramatic efforts to
sway the consumption habits of the public in aland-
scape aready crowded with commercial messages.
The general message of al commercialsisthat the
road to personal satisfaction is paved by the con-
sumption of the commodity it'strying to sell. Thisis
an appeal made directly to an individua’s material
self-interest. The constant message is that collective
considerations, outside the sphere of commodity
consumption, are unimportant. This creates a popu-
lation predictably more interested in how their pur-
chases improve their own well-being than the social
and environmental conditions under which the com-
modity was produced.
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The second development isthe increasing dis-
tance between the production and consumption of
products in the global trading system. Physical dis-
tance also helpsto hide the socia and environmental
impacts of commodity production. If production and
consumption are in close proximity, afeedback loop
isin place that forces peopleto live with the conse-
guences of their production and consumption deci-
sions. Long distance trading relationships sever this
connection, allowing consumers to remain unaf-
fected by many problems that occur closeto the lo-
cation of production. When commodities are pro-
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duced close to where they are
sold, as was much more the
case only afew decades ago,
the socia and environmental
conditions of production are
more likely to be visible.
Those that live next to the local
garment factory are much more
likely to have some idea about
the labour relations and envi-
ronmental conditions that cre-
ated their t-shirt than those
purchasing commodities from
corporations that subcontract
the manufacturing process to
unknown firms half way across
the world.
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Theterm fair trade has
been used to mean a variety of
things, from common minimal
socia regulations among trad-
ing partners to forcing devel-
oped nations to open their mar-
kets to products from the de-
veloping world. The kind of
fair (or alternative) trade that is
being discussed in this essay
has as its primary goal an im-
provement in the livelihoods of
low-income producers by in-
creasing the income from their
products and enhancing other
socia conditions such as health
and education. Thisis accom-
plished by attempting to distin-
guish fair trade products from
other commodities at the retail
level by explicitly advertising
their conditions of production.
Coffee is perhaps one of the more ambitious of the
various alternative trade projects. Assuch, it is
worth spending some time examining just how the
fair trade market in coffee seeksto alter the conven-
tional relations of production and exchange.

The first changeisin the production of the cof-
fee. To sell coffee under the fair trade banner, pro-
ducers must have their name included in the Interna-
tional Coffee Producers@Register (ICR). TheICR is
connected to an international fair trade umbrella or-
ganization called FairTrade Labeling Organizations
(FLO) International. In order to qualify for registra-
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tion, producer co-operatives and the
farmers that make up the co-
operatives need to meet several im-
portant criteria. Co-operatives must
primarily be comprised of small-
scal e producers, not dependent on
hired labour, and must be democrat-
ically controlled by their members.
Fair trade, in this example, is actu-
ally attempting to foster an aterna-
tive structure of ownership in the
coffee industry, away from larger
scale farms and their attendant rela-
tionships between landless labour-
ers and land owners and toward an
industry in which those that produce
are those that own. In addition, pro-
ducers must strive to follow several
general principles or objectives.
Among the more radical include re-
duced dependency on single cash
crops, a commitment to social de-
velopment through financing educa-
tion, health, housing and water sup-
plies, and conservation and sustain-
able use of natural resources.
At the point of exchange be-
tween producers and importers, fair
trade insists on a relationship based
on more than the self-interest of
both parties. More specificaly, im-
porters must agree to a number of
practices that would be antithetical
to atrade based solely on the princi-
ples of self-interest. Importers must
purchase coffee directly and exclu-
sively from small producers@rgani-
zations listed in the Producersdreg-
istry. They must pay a minimum
price to the grower, regardless of
the current world market price.
When the world price rises above
the price floor, they must pay a pre-
mium of five cents per pound above the world price
for regular coffee, and an additional 15 cents per
pound for certified organic. The additional price for
organic reflects additional production costs and
higher consumer demand compared to non-organic
fair trade; it also reflects the fact that fair trade orga-
nizations want to encourage production that im-
proves not only social, but also environmental pro-
duction processes. Importers are not only interested
in the product as a commaodity, isolated from the so-
cia and environmental conditionsin which it was
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produced, but are equally (or perhaps more) con-
cerned with the producers themselves.

At the final point of sale, fair trade attempts to
make explicit the conditions under which its prod-
ucts are produced, since thisiswhat differentiates
fairly traded products from conventional commaodi-
ties. Using histories, descriptions, pictures of pro-
ducer groups, and explanations of production pro-
cesses, fair trade attempts to reinstate, at least par-
tidly, information about the production process that
IS so lacking in conventional trade. In attempting to
differentiate between aspects of the production pro-
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cess in terms of human and environmental conse-
guences, alternative trade encourages people to iden-
tify less as consumers and more as citizens whose
actions produce specific consequences for other hu-
mans and for nature.

Although aternative trade in coffee certainly
has the institutions in place to substantially alter the
relations of production, there is no guarantee that
good intentions will result in actual benefits for
small-scale producers. Research based primarily on
one large fair trade co-operative in the Chiapas re-
gion in Mexico (the Mg omut co-operative) does
seem to indicate that there is a significant improve-
ment for the producers.

Economically, the producer’s benefit from alter-
native trade varied considerably depending on mar-
ket price of non-fair trade coffee. When the pricein
the regular coffee market rose above the fair trade
minimum, the monetary benefits were relatively
small. However, when the regular price of coffee
fell below the

tion encouraged by the Mexican state. While it
would be premature to make any sweeping general-
izations based on one case study, this example of
fair trade does seem to have facilitated a much more
socialy and environmentally progressive form of
production.
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Estimates from the Fair Trade Federation claim
that fair trade products represent a very meagre .01
per cent of the goods exported worldwide. The lim-
ited market for fair trade coffee in the devel oped
world has created a considerable gap between the
eagerness of suppliersto sell their product under the
fair trade banner and the willingness of consumers
to pay the higher retail price. In 1999, worldwide
fair trade co-ops produced 60 million pounds of cof-
fee but only sold 30 million pounds. The remaining
beans were sold on the regular market. The fact that

only 50 per cent

fair trade mini-

mum, the bene- Nike

of the alternative

Transfair trade coffee pro-

fitsto producers
were much more
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Majomut co-operative gained an extra annual $148
per family as aresult of selling their coffee through
fair trade channels, as opposed to the regular market.
This represents a considerable increase in the cash
income of small-scale farmersin Chiapas, 54 per
cent of whom have a cash income of less than $672.
In fact, in times of precipitous declinesin regular
coffee prices, when producers in the regular market
were forced off their land and into local wage labour
in alarming numbers, those belonging to the Majo-
mut co-operative were much more successful in
maintaining their farms.

In addition, a commitment to the shade-grown
system and organic production by the vast magjority
of co-operative members has resulted in amuch
more environmentally benign system of agriculture
than the sun-grown, energy-intensive coffee produc-
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interested purchasing decision. Alternative trade can
only become a genuinely transformative movement
if it reaches a much broader segment of the popula-
tion.

In order to do this, fair trade must get around
purchasers general distrust of labels promising
"environmental friendliness,” given the manipula-
tive nature of commaodity advertising and packaging.
The problem becomes one of competing labels, with
the “legitimate” fair trade labels competing with la-
bels from less “authentic” organizations that claim
to represent the same ideals. For example, aDole
Foods subsidiary has been recently charged with
selling conventionally produced bananas as organic
in order to take advantage of the price premium.

Even when outright fraud is not being practiced,
deception often is. Based on the promises made on



the Nike Web site about how their shoes are manu-
factured, and the statements on the site of TransFair
USA about the requirements for fair trade certifica-
tion, identifying which is Nike and which is Trans-
Fair is not quite as simple as one would expect.

Unreliable information presents two sizeable
obstacles for alternative trade. On the one hand, con-
sumers that attempt to participate may be misled by
the progressive language used by less-than-
progressive organizations. On the other hand, people
could come to distrust the production information
that defines the aternative trade movement as it be-
comes indistinguishable from the claims made by a
wide variety of other organizations, making people
less willing to purchase genuine fair trade products.

In addition to the problem of unreliable produc-
tion information, as aternative trade's popularity
has grown it has come into competition with other
labeling projects, each with their own particular con-
cern about the production process. Alternative trade
and other movements--organic, for example--may
come to be seen by consumers as a homogeneous
group of organizations that occupy the “good pro-
duction” niche.

Bananas provide an excellent example of the
potential for consumer confusion involving environ-
mentally friendly or fair trade labeling. The Rainfor-
est Alliance uses “ECO - OK” and “Better Banana’
labels to signify to consumers those bananas that are
produced in a manner that will protect the rain-
forests in which they are harvested. As of 1998,
20,000 of the 35,000 hectares certified under these
programs were owned by Chiquita Brands Interna-
tional. While this was very much keeping with the
Rainforest Alliance' s political strategy of
“constructive engagement” with the corporate com-
munity as a means of getting the quickest (and it ar-
gues the most successful) results from its lobbying
activities, there remain some fairly large questions
about just what requirements must be met to obtain
the Alliances’ seal of environmental approval. For
example, there appears to be very little in the way of
social (as opposed to environmental) criteria that
must be met other than a vague commitment to en-
suring fair treatment and good conditions for work-
ers. This creates a clash between the Alliances’ |abel
and those of the fair trade movement who also mar-
ket bananas with a more stringent social code. After
the Alliance started selling its bananas in Europe,
sales of fair trade bananas dropped from 8,000
boxes to 400 boxes at the largest Danish retailer
FDB. FDB clearly felt that it could use the Al-
liances' label to replace the fair trade bananas in the
“conscientious’ consumer niche. Thiswill bea
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problem endemic to the fair trade movement, espe-
cialy since less ambitious labeling projects are
likely to be less expensive. For example, coffee that
ismerely certified organic is cheaper to produce
than that which is both organic and fair trade as
thereis no social code for organic production. In at-
tempting to alter the relations of production and ex-
change through the act of consumption, fair trade
organizations face an important information asym-
metry problem in that consumers are far less likely
to know what, exactly, lies behind each label.
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As marketing messages reinforce the impor-
tance of consumption as a means of personal im-
provement and the physical distance between pro-
duction and consumption has increased under in-
creased international trading arrangements, the vell
that shrouds both social and environmental condi-
tions of commaodity production has become all the
more impenetrable. However, the alternative trade
movement is attempting to explicitly include the
conditions of production as part of the characteris-
tics of the commaodity.

Where conventional commaodity exchange
grinds down differences in the process of produc-
tion, fair trade attempts the opposite, presenting as
unequal what is unequal — the qualities of the
labour process and human transformations of nature.
While this example does, in fact, appear to have
some potential to counteract the tendency toward
commodity exchange, there are some important ob-
stacles that may prevent alternative trade from real -
izing this potential.

The most obvious challenge for fair trade is that
it must reach a much larger segment of the popula-
tion despite the difficulties of overcoming con-
sumers' current tendencies of ignoring production
relations and their well-placed scepticism about the
legitimacy of informational labelling. Also, the com-
petition between more and less ambitious fair trade
“alternatives’ could result in crowding out of the
more progressive projects, as consumers may not
fully appreciate the distinction between the various
alternative trade label's, lumping them all under the
homogeneous banner of progressive production.

However, at least in the case of coffee, fair
trade provides a much needed antidote to the cult of
the commaodity that currently dominates society not
only by encouraging consumers to consider how
their commodities are produced but also by fostering
agenuinely aternative form of production in the
South. TH
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On March 18, 100 Canadian celebrities for-
mally petitioned the government to halt Canada's
participation in aU.S. missile defense plan.
“Canadian missile defense would undermine
decades of Canadian efforts to rid the world of nu-
clear weapons,” they wrote in an open letter to
Prime Minister Paul Martin, presuming that Ameri-
can missile defense would instigate a nuclear arms
race. The letter claimed that a North American mis-
sile defense project would have long-term negative
consequences on global security.

There is no question that there is cause for con-
cern when it comes to American ballistic missile de-
fense (BMD). However, it should be cautioned that
the apocalyptic strategic consequences of U.S. mis-
sile defense that are envisioned by these Canadian
celebrities and the many more that they represent are
not certain consequences.
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Ballistic missile defense, in and of itself, issim-
ply a piece of defensive technology. The threat to
global security liesin the perceptions of how that
technology will be used, and how the international
community will respond to it. Therefore, the issue of
American national missile defense (NMD) isless
than straightforward.
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In 1985, Paul Nitze, an armaments expert in
long-time service for the U.S. government, pub-
lished his criteriafor military procurements. For
him, the supposed threat(s), the technological feasi-
bility of the weapon, the cost of development and
implementation, and the contemporary strategic en-
vironment determined the appropriateness of a
weapon or weapons system acquisition.

For the United States in 2004, with respect to a
national missile defense system, there is no reason
why Nitze's criteria should be any different.

According to the current U.S. Nuclear Posture
Review and Nationa Security Strategy, the United
States today is faced with a burgeoning threat of ter-
rorists and rogue states. Terrorists are neither iden-
tifiable nor accountable on the international stage,
‘rogue’ states cannot be trusted to think rationally in
the face of a deterrent
threat, and the decaying
former-Soviet nuclear ar-
senal isincreasingly
prone to accidental
launch, it is argued.
America s Cold War de-
terrent strategy is no
longer relevant in the
face of such threats, but
missile defenseis.

Admittedly, 9/11
demonstrated the unpre-
dictability of today’s
threats. However, if
Americans are worried
about terrorists then they
should be concerned
more about suitcase
bombs and plane hijack-
ings, not expensive and
technically demanding
intercontinental ballistic
missiles.

The concern about rogue states is perhaps
dlightly more valid. Since the end of the Cold War,
the United States has been aware of the increasing
threat of weapons proliferation; athreat that was
confirmed in May 1993 when North Korea tested
the No Dong missile over the Sea of Japan. Since
then, subsequent flight tests and North Korea s deci-
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sion to pull out of the Nuclear Non-
Proliferation Treaty have heightened
U.S. concerns.

The 1998 bipartisan Commission
to Assess the Ballistic Missile Threat
to the United Sates (headed by our
dearly beloved Donald Rumsfeld)
warned of urgent missile threats
emerging from China, Russia, Iran,

Irag, and North Korea. In August
1998, North Korea launched the
long-range Tagpo-Dong 1 missile and
Iran tested the Shahab-3 medium-
range ballistic missile. In August
1999, China demonstrated the
Dongfeng-31, an ICBM with arange
of eight thousand kilometers, capable
of hitting the American west coast.

However, capability does not au-
tomatically equal intention —amis-
take frequently made by strategic an-
alysts. It seems highly unlikely that
these rogue states are aiming to irritate the most
powerful military force in the world. ‘Rogue’ or not,
they still maintain common sense survival instincts.
It is more likely that these states maintain nuclear
missile power in hopes of deterring foreign aggres-
sion and maintaining regional dominance.

& $ #

By October 1 of thisyear, the United Statesis
scheduled to have 10 ground-based exoatmospheric
interceptors up and running, stationed in Alaska and
California. Thisinitially limited system will defend
mainly against missile threats from Northeast Asia.
Further developments are to ensue in the coming
years, with the final goal being a multi-layered sys-
tem that would include sea-based, air-based, and
possibly, space-based elements, would defend
against threats coming from all geographic loca-
tions, and would have the capability to intercept a
missile at any stage of flight.

However, anyone following the American press
in recent months will know of the lively debate en-
suing surrounding BMD technology in general, and
more pressing, of the potential of this technology to
be operationalized by the end of the year. In March,
Thomas Christie, the Pentagon’s chief weapons
evaluator, admitted to the U.S. Senate that the tech-
nology being implemented this year would very
likely not work.

While current ballistic missile defense technol -
ogy could be effective against alimited number of
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obvious attacking missiles, as the number of attack-
ing missiles grows, and as their sophistication with
decoys and other deceptive devices increases, oper-
ating a perfectly effective BMD system becomes
nearly impossible.

To make matters worse, stories abound of the
ineffective and possibly illegal testing procedures
that have been used by government authorities to
keep the NMD project on schedule — to appease the
embedded defense interests in the United States, and
to meet electoral demands. Curiously, the Bush ad-
ministration does not fedl it is necessary to follow
the Pentagon’ s normal operational testing routine
for this particular project.

*((

The probability of technological failure puts the
cost of BMD development and operation into new
light. While the system’s cost is hot enormous rela-
tive to the scope of the U.S. defense budget (at pre-
sent, approximately $420 billion US, annually), it
cannot be ignored that we are talking about billions
of dollars going into something that may not work at
all. The Union of Concerned Scientists has called
NMD the world' s “most expensive scarecrow.”

Since ballistic missile defense research began
after World War 11, the United States has racked up
over $100 billion in spending on various versions of
missile defense technology and has never achieved
an effective system. President Bush is presently re-
questing another $10.2 billion to be allocated to fur-
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ther BMD development in next year’ s defense bud-
get.

In addition, the issue of cost-effectiveness must
take into account the cost of overcoming the system
by one's adversary. Unfortunately for the United
States, a serious problem isthat it is far cheaper to
launch decoys to confuse the system than it isfor the
NMD system to discriminate between decoys and
genuine targets and shoot the appropriate missile
down. The attacker of the NMD system certainly has
acost advantage.
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Despite these serious drawbacks regarding
threats, technology, and cost, the majority of the
American public isin favour of developingaNMD
system, and isin favour of going ahead with imple-
menting the primitive system this summer. Frank
Gaffney, at the Center for Security Policy in the
United States, recently remarked, “... it beats the
hell out of nothing, which is what we have now.”

So, if the average American feelstruly threat-
ened, naive or not, by the ballistic missiles of terror-
ists and rogue states, and iswilling to bet on an
untested system and fork out the money for it, it's
no sweat off our backs. Except for one thing...

The U.S. national missile defense system, obvi-
oudly, is not being implemented in a strategic void.
Unfortunately, the world is watching and will re-
spond accordingly. Thisiswhat concerns our Cana-
dian celebrities. Whether or not NMD will provide
security for the United States and whether it will
destabilize the global strategic environment really
comes down to international perceptions of U.S. in-
tention. This cannot be determined by mechanics or
money, but will require genuine diplomacy. Up until
this point, the United States hasfailed in thisre-
Spect.

Much to the Americans detriment in the BMD
debate, alot of the rhetoric coming out of the United
States has referred to maintaining American
‘freedom of action’. The recent Pentagon document
Rebuilding America’s Defenses states that missile
defenseis “to provide a secure basis for U.S. power
projection around the world” and is “a prerequisite
for maintaining American dominance.” The United
States' current strategy of preemptive warfare and
the recent memories of Afghanistan and Irag further
hinders the American case of NMD as a defensive
technology.

So, within its presented context, the American
NMD system is perceived to be awolf in sheep’s
clothing: An ultimately offensive strategy disguised
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in defensive garb. It seemsto be away to protect the
homeland while being militarily and/or politically
involved, whether justified or not, in another region
of theworld. Chinahas called U.S. BMD “the shield
followed by the sword.” According to John New-
house, a Senior Fellow at the Center for Defense In-
formation, “Moscow, Beijing, and worried Euro-
pean capitals see in Bush’'s design a quest for unilat-
eral advantage by a power aready in full possession
of the relevant strategic advantages.”

In June 2002, Bush withdrew from the ABM
Treaty stating, “1 have concluded the ABM Treaty
hinders our government’ s ability to develop waysto
protect our people from future terrorist or rogue
state missile attacks.” Arguments that the 1972
agreement was antiquated and no longer relevant to
the new threats and technol ogies of the 21st century
were probably correct.

However, anew international political frame-
work for operationalizing missile defenses was not
devised, and should have been. A new agreement
should have been cast between the United States and
those most concerned about BMD (Russiaand
China, for instance) that would have allowed for a
transparent, shared environment for developing and
implementing BMD, such that U.S. BMD imple-
mentation could be non-threatening to these other
global actors.

Beyond aformal (rhetorical) agreement, other
confidence-building measure(s) should be involved.
Reagan, while he was in office, proposed such mea-
sures as open laboratories and research exchange
programs. Only through such measures will anyone
believe U.S. administrations when they try to reas-
sure the world that NMD is a passive system, and
nothing to worry about.

Igor lvanov, Russia s Foreign Minister, wrotein
2000 that Russia “is no less interested than the
United Statesisin finding an effective response” to
today’ s new threats. However, “it is convinced that
remedies should be sought together ... ” through a
“program of joint, constructive actions in the inter-
ests of Russian, U.S., and global security.”

If the United States really wants NMD, despite
the costs and technological difficulties, then they
should begin working on diplomacy. By the same
token, if other countriesin the world are truly con-
cerned about U.S. BMD, then they should be open
to such diplomatic efforts.

However, if the United States wants to maintain
a cowboy image and operationalize NMD despite
the world and its concerns, then | will be compelled
to support the Canadian celebrities and their peti-
tion.
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In the search for historical precedentsto the
contemporary debate on globalization, oneis
tempted to adopt the method of the economist and
search for direct economic parallels. Critics of the

globalization discourse cite the fact that global trade

has only recently regained the level it enjoyed before
1914. Others have suggested that the present process

of globalization is only another iteration of a millen-
nial process, ongoing since the Commercial Revolu-

tion, by which the economic lives and activities of
all mankind are increasingly intertwined. At the
sametime, it has been argued that whether new or
not, the present manifestation of globalization is
qualitatively exceptional, particularly in the degree
to which it “internationalizes’ the pro-
duction process. While such criticisms
and counter-criticisms constitute a nec-
essary reminder that globalization is not
without economical precedent, it may
be auspicious to complement the ab-
stract models and ruminations of
economists with a more substantive
foundation.
What is often lost in this debate is
the actuality of globalization as a pro-
foundly socia and political transforma-
tion — the externalities, so to speak, of
economic integration. This conception
of globalization suggests the contem-
plation of different historical prece-
dents: the French Revolution and the
Industrial Revolution. While both were
important independently, it was their
combined effects that produced the pro-
found changes and dire upheaval s that
beset nineteenth century European soci-
eties. Within the framework of the
emerging industrial economies, the
French Revolution animated both reac-
tionaries and revolutionaries as the
struggl e between them was played oui.
It iswith respect to this historical paral-
lel that Edmund Burke' s Reflections on
the Revolution in France may perhaps
shed some light on the present global-
ization debate.
Burke was atrue conservative, ar-
guing, “A spirit of innovation is gener-
ally the result of a selfish temper and
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confined views.” He considered political institu-
tions, laws and, above al, rights, to be inseparable
from the political traditions that fostered them, for
“if civil society be the offspring of convention, that
convention must beitslaw.” Political rights belong
to the polity by their association with tradition;
moreover, rights must always be answered by duties,
by prudence and restraint in their exercise, and with
an eye to the preservation of civil order, by the sole
virtue of which such rights could exist. Thisled
Burke to an abiding mistrust of abstractions, particu-
larly those that sought to establish “natural rights’ as
the basis of government, writing, “the science of
constructing a commonwealth, or renovating it, or
reforming it, is, like every other experimental sci-
ence, not to be taught a priori.”
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This appeal to conservation as the main respon-
sibility of government within civil society did not
preclude the possibility for forward movement.
Progressis aways possible, provided it is a matter
of improvement and not renovation, addition and
not destruction. In point of fact, Burke was power-
fully aware that such improvements could be essen-
tial to conservation, for he thought it necessary
above al to avoid repeating the degenerate chaos of
the French Revolution. As he wrote at the time, vio-
lence and revolution are inseparable: “Laws are
commanded to hold their tongues amongst arms,
and tribunals fall to the ground with the peace they
are no longer ableto uphold.” It was for this reason
that enlightened governance, in preserving civil so-
ciety, might be forced to consciously “renovate” it.
Indeed, it isrevealing that many of the “victories”
ascribed to socialism in the industrialized world —
labour laws protecting workers, social programs for
the unemployed, the unemployable and the disad-
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vantaged — were in fact efforts by conservatives
such as Burke intended to avert socialism or some
comparably dangerous arrangement. What we view
today as progress was in fact prevention.

It would be an inappropriate, if amusing, liter-
ary irony to attempt some distillation of Burke's
writings into some set of “Burkean” principlesto be
applied at whim, athough this has been attempted
elsewhere. Indeed, his writings are as much a prod-
uct of his three decades as a Whig parliamentarian
asthey are of a cogent philosopher. Nonetheless,
some of his basic positions remain relevant, not
least to the topic at hand.

With globalization, the world has witnessed
economic changes on par with those that became
known in retrospect as the Industrial Revolution.
While we may be content — as Burke often was —
to leave commercia matters to merchants and
economists, the implications of globalization reach
beyond either the bustle of the market or the corri-
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dors of dismal scientists. As was the case during the
Industrial Revolution, globalization’s attendant so-
cial and political movements have been constructed
within what Michagl Oakeshott described as the
“ideological style of palitics,” born with the French
Revolution and so despised by Burke.

The pro-globalization camp is not a movement
as such, but instead a globalist consensus within the
Huntingtonian “Davos civilization” of
internationally-minded policymakers, academics and
professionals. Globalization is portrayed as the pro-
cess of increasing and intensifying economic inter-
action across the artificial territorial divisions of the
state system, following logically from well-
pedigreed liberal economic theories of comparative
advantage. At the same time, globalization has taken
on a prescriptive value, as a solution to widespread
global poverty and, in some of the more breathless
versions, as a precursor to world government and
universal peace. The concrete process of globaliza-
tion, contrasted with the academic simplifications of
it, hasinvolved the liberalization of global financial
markets and the internationalization of the produc-
tion process.

By contrast, the anti-globalization movement is
neither cohesive nor coherent. Its membership com-
prises traditional trade unions, non-governmental or-
ganizations, citizen groups, student associations, and
so on. Their strength has not been unity, but organi-
zation and mobilization: the astonishing and essen-
tially anomic coal escence of dozens and sometimes
hundreds of diverse groups. “Direct action” and po-
litical protest around particul ar issues and events
have of course been the most widely visible mani-
festations of the movement, although considerable
grassroots campaigns persist between sound-bytes.
Collectively, the anti-globalists advance no discrete
program or policy, and they relay a cacophony of
messages on issues ranging from poverty to pollu-
tion, genetically modified organisms to landmines,
conditions of trade to conditions of work. It isless
an alliance of groups coming together in common
concern than it is, in Davis Daycock’ s description, a
“carnival of the disgruntled.”

The parallels with the nineteenth century are a-
most self-evident. Two movements have devel oped
around the new international economic system: one
convinced of the efficacy of progress and the other
concerned by the apparent inhumanity of that
progress, both steeped in abstract principles of
“prosperity,” “progress,” “freedom,” and “peace,”
and both convinced of the existence of acommon
civilization, no longer European but universal or
“human.” The hubris of the globalizersis not with-
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out precedent; one needs only to read accounts of
the nineteenth century World’ s Fairs to be reminded
of this. Similarly, early social movements did not
evince any more coherence than those of today, only
alesser appreciation of scale.

What is new is the apparent inefficacy of extant
political structuresto deal with this adequately. In
the past, substantive progress toward the solution of
socia problems was built not on the high-minded
principles of the liberals or the socialists, but upon
the practicality and plodding efforts of now all-but-
forgotten political figures. The stock-in-trade of the
latter was not rhetorical flourish but an intuitive un-
derstanding of their societies and of the changes
needed to preserve them. In al cases, these figures
relied on the powers vested in political structures by
convention.

Globalization, however, has changed the nature
of the game considerably, by placing the most exi-
gent problems facing contemporary policymakers —
economic regulation, the maintenance of employ-
ment, transnational population movements, crimi-
nality, disease, etc. — beyond their jurisdictional
purview, while at the same time delimiting many of
the traditional powers at their disposal. The problem
with which we are faced is one that Burke would
have recognized from the experience of the French
Revolution — that of a polity and a politics bereft of
convention.

We should not look to the anti-globalists for vi-
able solutions to these problems, nor should we ex-
pect any new contributions from neo-liberals. De-
veloping policy from abstract principlesis as de-
serving of derision in the twenty-first century as it
was in the eighteenth. The problems of globalization
will be solved by pragmatists in existing national
governments, coping as best they can with new chal-
lenges and seeking to preserve the prerogatives of
government and the privileges of citizenship
through co-operation and, where necessary, innova-
tion.

It has often been suggested that governments do
not always or often make good economic decisions,
all too readily sacrificing efficiency or market ratio-
nality on the altar of political expediency. While this
may well be valid, modern economists and their
handmaidensin policy circles would do well to con-
sult Edmund Burke as well as Milton Friedman, to
find that the converseis also true: “The legislators
who framed the ancient republics knew that their
business was too arduous to be accomplished with
no better apparatus than the metaphysics of an un-
dergraduate, and the mathematics and arithmetic
of an exciseman.”
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When Deng Xiaoping said “to get rich is glori-
ous’ and began China' s “ Second Revolution” by
implementing its first wave of market reforms, few
expected that so many would become rich so
quickly. In fact, no large national economy in the
world has grown as fast as Chinasince it began its
reformsin 1979.

Since 1978, China's economy has grown by a
staggering annual average of over 8 per cent. Indus-
trial growth has been even higher, at over 11 per
cent annually. According to China Customs, real ex-
ports grew from $18.1 billion USin 1978 to over
$400 billion in 2003 and are expected to grow again
in 2004. Manufactured goods have accounted for
most of this growth, as their share of total exports
have increased from 50 per cent in 1978 to over 90
per cent today. Average incomes have risen by over
7 per cent annually since 1978; aremarkable statis-
tic when one considers that China s total population
grew by over 325 million over this period.

Largely because of the 1997 East Asiacrisis
and the tech market boom and bust of the 1990s,
studies and forecasting of market failures such as
speculative bubbles and financia crises, while once
deemed radical, have become commonplace. It is
even joked that ‘financial crises are now predicted
ten times out of every four’. Boasting enormous lev-
els of foreign investment (much of it purely specula
tive), ashaky financial system, and concerns about
growing excess capacity in its economy, China has
quickly moved up the list for analysts looking to
identify the next major crisisin the global economy.
Indeed, The Economist’s March 20 Survey of Busi-
ness in China highlighted these concernsin its open-
ing essay, echoing similar recent conclusions by
business |eaders, academics, and financial media
outlets.

Of course, the stability of China' s economic
system has more than its share of reputable opti-
mists, and the difficulty of predicting nearly any fi-
nancial crisis drags the debate to a stalemate for ca-
sual observers and China experts alike.

However, given its enormous population of 1.3
billion, a share topping one-fifth of the world total,
and itsincreasing integration with and significance
to the entire global economy, a question that must
be addressed — even if largely speculatively — but
has been almost completely ignored is, ‘What might
happen if China experienced an economic crisis or
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even a slowdown of its tremendous growth? Dis-
turbingly, certain economic, political, and cultural
realities of China point to dangerous possibilities if
the country’ s gamble with capitalism ends its win-
ning streak.
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Deng’ s assertion, upon implementing China's
first round of market reforms, that some would get
rich faster than others, rings truer today than ever
before and hangs menacingly over China's future.
Despite its tremendous economic growth, China bat-
tles to provide subsistence to a growing pool of un-
employed workers.

China’ s rural unemployed, thrown out of work
because of collective farm seizure and privatization,
declining state subsidies and investment, and folded
or downsized state-owned enterprises (SOEs), have
grown to a staggering number that some estimates
peg at over 200 million. Startlingly, this number
continues to grow despite the country’ s booming ag-
gregate economy, because China s growth is con-
centrated in urban areas, particularly in its Eastern
region.

Unemployment is not limited to rural areas. Un-
profitable and inefficient SOEs in urban areas have
also laid off approximately 50 million workersin
the last 6 years. Approximately 100 to 150 million-
and-growing migrant workers inhabit China s cities,
displaced from rural areas and living without stable
employment, accommaodations, or futures. Any re-
versal in China s economic boom would leave a
large number of these people, many of whom sup-
port their struggling rural families through remit-
tances from their wages, with few or no placesto
turn.

As Chinafurther opensits marketsto interna-
tional competition to meet its WTO obligations,
both urban and rural unemployment problems will
likely intensify, even if the country’s aggregate
growth continues at current levels. China’'s agricul-
ture sector will face certain belt tightening as foreign
competition force producers to mechanize, making
workers redundant and unaffordable. According to
David Hale and Lyric Hughes Hale in the Novem-
ber/December 2003 issue of Foreign Affairs,
“China’ s membership in the World Trade Organiza-
tion may further depress rural income by opening up
the country to greater food imports, which could
compete with local production. Millions of people



may flock to the cities from the country-
side, jeopardizing the social stability of
urban centres.” These pressures will
likely be even greater on state-owned
manufacturing enterprises, in both urban
and rural areas, as international corpora-
tions continue their full-speed rush into
China’s highly-trumpeted (though dan-
gerously exaggerated) 1.3 billion-strong
consumer market in the coming years.

Given the inequality and unemploy-
ment realities of itstransition from a
nearly zero-unemployment Maoist eco-
nomic system to a market economy,
Chinamust attract foreign investment,
and must maintain high economic growth
rates to absorb growing numbers of un-
employed and youthful additionsto its
labour force and thus, prevent social in-
stability. As Bill Emmott, editor-in-chief
of The Economist, points out in his 2003
book 20/21 Vision, “The country needs to
run fast to merely stand still.” It isclear
that hidden political-economic pressures
are building up beneath the surface of
China’s booming treadmill economy;
pressures that a slowdown, halting, or re-
versal of the track could quickly and
catastrophically reveal.

5 & !+

While ayoung, energetic workforce
can be ablessing for abooming econ-
omy, it can also be problematic if its
members become unsatisfied. The age of /
China’' s average citizen, by 2003 esti-
mates, is 31 years, leaving the vast majority of the
population at working ages for many decades to
come. Unlike Russia and other post-Soviet countries
that have endured crisesin their transitions to capi-
talism with some of the oldest popul ations on the
planet, China' s demographic balance is much
younger, with higher expectations for the future, and
potentially, the courage and energy to challenge po-
litical authority under falling economic prospects. It
iswidely believed that China s shrinking family
sizes, beginning in the 1970s with the infamous
“One Child Policy” and other population control ini-
tiatives, have led to a new generation of Chinese
youth that are unusually aggressive and hostile,
hardly a desirable social-psychological trend should
the economy turn sour.

Amnesty International’s 2003 Annual Report on
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China claimed that labour unrest and demonstrations
have risen “dramatically” in recent years. Low
wages, layoffs, and dangerous working conditions
are the central issues of most protests, which were
often met with “excessive force,” resulting in casu-
alties, imprisonments, and harassment of |eaders and
demonstrators. Considerable discontent has also
been brewing in rural areas, the hotbed of unem-
ployment and growing poverty in the reform era.
Market reforms have caused rural resistance due to
massive unemployment problems from confiscation
and reselling of collective farms and shutdowns of
state-owned industries, forced population displace-
ment from massive public works projects like the
Three Gorges Dam, environmental degradation and
its corresponding health problems, and corruption
by local officials. According to David Zweig of the
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Hong Kong University of Science and Technology,
“The result has been to mobilize large numbers of
citizens to take collective action.”

One of the great challenges posed to the Com-
munist Party |eadership during the reform era has
been resolving the contradictions between, on the
one hand, reform towards capitalism and its inherent
values of selfish consumerism and, on the other, the
cultural characteristics of self-sacrifice and commu-
nity left over from the propaganda and economic
system of the Mao era. Until the present, this contra-
diction has not born major problems for Chinese
leaders, largely because growth has given the reform
project legitimacy and, staying trueto Marx’s the-
ory, party rhetoric has assured the public that capi-
talism must bloom before true communism can take
root. However, if due to aslowdown or crisisit were
to appear that capitalism was no longer blooming
and the masses saw their living standards deterio-
rate, the Communist Party could be backed into a
rhetorical wall with few places to turn besides out-
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right repression.

China's growing social problems may not need
afinancia crisisto spark widespread unrest. Rather,
unrest could come about from a general economic
slowdown brought on by a downturn of the global
economy, rising international protectionism, or ordi-
nary cyclical forcesin the Chinese economy. Social
unrest could then, in theory, become the catalyst that
nudges investors to run for the exits, beginning a
Major economic crisis.

The effects of financial crisis on foreign invest-
ment levels during the East Asiacrisis may aleviate
some concerns. According to a 2001 report by the
Asian Development Bank, FDI inflows to Indonesia,
South Korea, Philippines, Thalland, and Malaysia
reached a combined total of $19.2 billion USin
1996, the year before the crisis, fell to $16.7 billion
in 1998, and rebounded to $17.4 billion the follow-
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ing year, showing resilience on the part of the re-
gion’s economies and FDI. There was, however, dis-
crepancy between their recoveries, as liberalization
brought FDI levels back faster in Thailand and Ko-
rea through fresh privatization and merger invest-
ment while Malaysia and Indonesia s FDI levels
continued to lag behind 1996 levels for several years
following the crisis.

However, it is extremely difficult for even the
brightest financial analyststo predict the scope and
duration of acrisis, even when in the midst of it, let
alone the hypothetical scenario of onein China. The
experiences of the East Asiacrisistell uslittle about
what to expect from such a scenario in China be-
cause, quite simply, China s economy and society
are vastly different than any country in the region. In
short, to begin predicting the effects of a hypotheti-
cal economic crisisin China, it is probably more
useful to examine China s current societal character-
isticsthan it is to study the East Asian, Russian, or
Latin American crises, which have manifested them-
selvesin vastly different forms and durations.

| would speculate that afuture financial crisis,
even if minor at the outset when compared to the
East Asian cases of 1997/98, would likely bring
about socia unrest and political instability. This, in
turn, could worry investors, already itching about
their lack of successin China's over-saturated mar-
kets and eyeing other export production zones with
even lower labour costs, easy shipping access, and
political stability, causing capital flight above and
beyond that of the initial crisis. This scenario could
result in aspiral of growing socia unrest and falling
investment, deepening the crisis to apoint of up-
heaval. If unrest and unemployment in Chinaare
presently on the rise with a steady 9 per cent GDP
growth, such a scenario is hardly unimaginablein
the face of economic crisis, or even acyclical slow-
down.
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Unlike other transition economies, China’'s
Communist Party has been able to escape extinction
or significant democratic reforms through tremen-
dous economic growth and relative stability. While
its reforms have left some behind, the Communist
Party has been able to convince much of China's
population that the future will be brighter than the
past, and that patience is necessary to arrive at the
other side of the rainbow.

However, should China' s economic growth
somehow cease its “miraculous’ trgectory, not only
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would it logjam its aready worrisome unemploy-
ment and poverty problems, it could also rip away
the hard-won perceptions of China' s bright eco-
nomic future from the masses of unemployed rura
and urban people, temporary urban labourers, disen-
chanted workers, and political reformist youth.

In the midst of afinancia crisis, any scenario of
political unrest bringing an end to the authoritarian
rule of the Chinese Communist Party would surely
destabilize the country and further interrupt invest-
ment flows. As current eventsin Irag point out ever
so painfully, a half-century of strong dictatorship
cannot be suddenly ended without instability or
worse. If the Communist Party political structure
were brought down by forceful, non-cooperative
means, Chinawould struggle to avoid chaos, frag-
mentation and a historical return to warlordism,
never mind remaining attractive to foreign invest-
ment.

Chinacould, in effect, become ‘lost in transi-
tion;” lacking the central political authority and sta-
bility to move back to a planned economy or to
move forward into economic growth. Former presi-
dent Jiang Zemin’swords in a 2001 speech provide
all the more reason to begin gradual democratic re-
form immediately, beforeit istoo late: “To rally the
1.2 billion and more people behind the socialist
modernization drivein alarge and multi-ethnic de-
veloping country like China, it isamust to have the
strong leadership of the Communist Party of China.

Otherwise, the country will ... not only fail to real-
ize its modernization but will also sink into a
chaotic abyss...

A contraction of the Chinese economy would
almost certainly have greater consequences for the
global economy than did the East Asia crisis of the
late 1990s. A crisisin Chinawould quickly spread,
dragging down the small and fragile economies that
surround it, as well as Japan, whose recent growth is
largely attributed to China's expansion. According
to the International Monetary Fund, China ac-
counted for over one-third of global GDP growth in
the last three years, three times that of the United
States

China, along with the almost certainly bubbling
North American real estate market, is alynch pin of
the fragile global economy, making the country’s fu-
ture too important for outsiders to ignore. The mere
possibility of ameltdown with China s powder keg
domestic realities make it necessary to think two
steps ahead. Far too much is at stake, both inside
Chinaand out, not to do so.
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J. L. Granatstein is mad, and he wants usto
know it. The curmudgeonly historian, author, and
professor at Y ork University, has written a book,
Who Killed the Canadian Military?, with the almost
singular purpose of drumming up support for in-
creased funding for the Canadian Forces.

The author of Who Killed Canadian History?,
Granatstein is a conservative in the traditional sense
of the word—he longs for the good old days before
the insipid influence of women, political correct-
ness, and (gasp!) francophones tarnished his beloved
Canadian Armed Forces.

In this latest book, his approach isfirst to exam-
ine the way in which Canadian prime ministers such
as Pierre Elliott Trudeau, Brian Mulroney, and Jean
Chrétien have neglected to fund the military to a sat-
isfactory level, and follows this tactic by outlining
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the ways in which this supposed lack of support has
produced embarrassing results for the country.

The key word here is embarrassment, as Granat-
stein seems intent upon shaming the Canadian pub-
lic into supporting increased defense spending. The
book’ s cover indicates as much—an illustration of a
ghostly-looking soldier pointing accusingly out from
the page—"it was you, reader, who killed the mili-
tary, now do something about it!”

At one point, he relates having personally wit-
nessed a display of Canadian military ineptitude,
while watching our soldiers march alongside British
onesin 1994. He writes that, “Unfortunately, no one
had taught the Canadians how to do a simple foot-
and-rifle drill well, and the British Guardsmen on
parade were the only ones who looked like soldiers
... Appearances do matter.”

What is troubling about Granatstein’s argument
Is his emphasis on pursuing military action simply
for the sake of these “appearances.” Surely to hold
greater sway both globally and with our American
neighbors, Canada’ s military must participate effi-
ciently in al of its endeavors, but to do so simply to
increase its status as a“major player” seems
thoughtless.

Granatstein is especially wounded that Canada
did not enter the war in Iraqg, to which he alludes
when he writes of Canada' s recent military track
record. “We' ve become no better in working with
‘coalitions of thewilling’ in small wars for limited
ams.” The recent bombingsin Madrid, however,
only highlight the magnitude that such a course of
action would have entailed, and Granatstein’s as-
sessment of what he seems to view as a simple skir-
mish iswildly reductive.

Framed as a kind of “whodunit” story about
Canadian defense policy, amost al of the book’s
chapters begin with the question, “Who killed the
Canadian military?’ The answer: (Insert name of
prime/defense minister here). The approach has
flair, but is overly condemning, and almost requires
Granatstein to backtrack. Beginning one chapter, he
writes, “Who killed the Canadian military? Lester B.
Pearson—inadvertently.”

What is useful about Granatstein’s argument,
however, is his unflinchingly critical examination of
the way in which Canadians view themselves. In his
first chapter, “Fatal Distraction: Lester Pearson and
the Unwarranted Primacy of Peacekeeping,” he
poses some rather pointed and necessary questions
about Canada' s relation to something that, for many,
Is synonymous with our forces. And because of this
obsession with peacekeeping, Granatstein asks, will



there come atime when the forces are called into ac-
tion that requires some aggression and not be able to
come through?

Such questions, along with his assessment of
anti-Americanism in Canada and its relation to our
defense policy, are perhaps worth asking, but be-
cause heis so busy twisting the reader’ s arm into
supporting increased funding for the military, the
book’s real historical and critical value is under-
mined.

Overal, Who Killed the Canadian Military?
asks Canadians to think about its military seriously,
and what ought to happen to it. He follows that call
for reflection with a pleafor more money. Despite
this troublesome structure, however, the book suc-
cinctly describes the way in which our attitudes to-
ward, and treatment of the military have changed
since the early twentieth-century. It is also a book
that ought to provoke discussion on a subject that,
according to apoll cited within its pages, Canadians
have a history of not thinking enough about. ™
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Aswe pass the first anniversary of the
American-led coalition’sinvasion of Irag, we are
becoming increasingly numb to its gruesome daily
news reports. With a death toll that never seemsto
stop rising, we start to ask questions like, “Why'd
they ever go in thefirst place?’

The more cynical or grandiose among us will
answer that it isthe American government’s desire
to rule the world, or at |east cow those parts not al-
ready under its thumb. The more you look at the in-
sanity of the situation, the more you have to think
this explanation makes sense. Why else would the
strongest military force in the world rain holy hell
down upon a comparatively feeble opponent on the
other side of the world?

It isthisforeign intervention that most of the
aggravated Western-world protesters were com-
plaining about, and it is precisely this sort of action,
this drive to empire that Canada’ s most cosmopoli-
tan son, Michael Ignatieff, writes about in Empire
Lite.

Ignatieff has made no secret of how he feels
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about the U.S. military’s employment in ‘liberating’
zones. He has spoken out frequently in favour of
large militaries imposing peace, even out of self-
interest. Empire Lite is an effort to demonstrate both
sides of the empire/subject relationship, and show
why empire can be in the best interests of all.

The book is a collection of essays centred upon
chronicles of hisinvestigations into empirein action
in Bosnia, Kosovo and Afghanistan in an attempt to
paint a concrete picture of the workings of imperial
administrators on the ground.

In Bosnia, Ignatieff tells the story of the recon-
struction of a bridge more than 400 years old, de-
stroyed during “madness’ of the civil war. He paints
apicture of atown called Mostar that is without a
working identity anymore; the word ‘ mostar’ means
bridge-keeper. The destruction of the bridgeisa
powerful metaphor for the incredibly divisive effect
the war had on the community, effectively splitting
in into two, one Muslim, one Croat. The vice-mayor
remarked, “for along time afterwards the Croats
said, ‘it was their bridge, so what do we care? ...
Now they are beginning to realise. Yes, it isour
bridgetoo.” Similarly, the reconstruction of the
bridge, which is attempting to emulate the tech-
niques used in itsoriginal construction, isa
metaphor for the attempts of the international com-
munity to re-unite the divided communities.



+ 3

Advancing his support for empire, Ignatieff ex-
plains that the bridge is being rebuilt by a represen-
tative of an occupying force, a Frenchman. His com-
mitment to the rebuilding of this “nouveaux vieux
pont” (new old bridge) is the long-term interest of
empire in the security and stability of the province.

In Kosovo, Ignatieff follows Bernard Kouchner,
a humanitarian renowned for founding M édecins
Sans Frontiéres, assigned by the UN to oversee its
transition to “ substantial autonomy.” Hisjob was
“to rebuild Kosovo and to get the mgjority Kosovar
to live side by side with the Albanian minority.” Ini-
tially, it may seem like just the job for afew Gov-
ernment of Canada multiculturalism vignettes, but
when Ignatieff opens the scene with Kouchner in-
vestigating a delivery van torn apart by amine
planted at aroad intersection, you get the feeling
that the situation might have some salient differ-
ences.

Alternately, Ignatieff’s treatment of Afghanistan
iIsmore of an overview of the situation as awhole
than the other two essays. “Kabul has the social at-
tractions of acolonial outpost joined to the feverish
excitement of a boom town,” he claims, explaining
that free flowing aid can have some negative effects,
but on balance, is best for the country. From security
and protection to municipal sewer service provision,
international NGOs are footing the bill and impact-
ing the Afghani civil makeup in ways they can’t

even see or control. Warlords still cultivate poppies
and outfit militias, but now they have to interact
with international NGOs, quickly becoming astute
political actors.

Ignatieff concludes this book with alook at
“Imperialism and its nemesis.” Here, he reiterates
the premise of the book: “None of these three cases
would have been chosen as a suitable case for hu-
manitarian treatment had they not al so been a practi-
cal venue for the exercise of military force by the
United States.”

Remaining a strong proponent of empire, he
sees America as the lone power in the world capable
of carrying out nation building in regions so torn by
civil strife that they can’t repair themselves. While it
isn't apopular view right now, his argument is pow-
erful.

In the end though, American imperialism suf-
fers from a certain incompleteness. It misses one of
the hallmarks of great empires of the past: perma-
nence. Ignatieff recognizes that the Americans flirt
with disaster by giving no assurance of follow
through and warns that alack of long-term commit-
ment at the edges of empire arein no country’sin-
terests. “To exercise power in thisway isto risk los-
ing authority, and to risk losing everything eventu-
ally, since peoples disillusioned with our promises
will have enduring reasons never to trust us
again.” IH
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