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When free trade can indeed be unfair

Shai kh Mohd Sai f uddeen

AT a side event during the Asia-Pacific Econonmic Co-operation (Apec)
Sunmit, Prime Mnister Datuk Seri Dr Mahathir Mbhanmad once again
reiterated Malaysia's stand on the issue of globalisation and free trade.
He is quoted as saying: "Fair trade can be free but free trade can be
unfair".

This is indeed a matter of concern for devel oping countries as free
trade can be and has been proven to be di sadvant ageous. Free trade should
take into account the weaknesses faced by the devel oping countries.

Free trade is often linked to globalisation. Today, it is apparent that
gl obal i sation has becone a word that is in vogue. Unfortunately, the word
is quite often said, seldomw th the sane neaning

It is in fact one of those far-reaching concepts which are being used by
different people to explain facts which are completely different in
nature. Even when qualified as "econonic" and "financial", globalisation
can still be associated with many things.

The first that can be related to econonmic and financial globalisation is
the everincreasing expansion of transborder financial flows as well as its
i mpact on the nonetary and exchange policies of national econonies.

The classic case is no doubt the July 1997 "tomyam domi no effect” which
started in Thailand and affected a number of Asian countries, Ml aysia
i ncl uded.

The second aspect of economic and financial globalisation is the
socal l ed "gl obalisation of production”. In the past, nost if not al
stages of production of goods were conducted in one country. The goods
were either for local consunption or exported. However, this is no |onger
the case.

The donestic content of nobst goods has dimni shed, and what we see now
are internediate production stages taking place in different countries.

Fi nal products can hardly be considered to be "made in" a given country.

The third aspect of econonic and financial globalisation will definitely
have to be the increasing uniformty in the institutional and regulatory
framework in all countries. For the globalisation of production to be
possible, rules in different countries have to be simlar so that no
artificial advantages exist in any one of them

Exanpl es of these rules are best epitonised by the international
standards for intellectual property rights and traderel ated aspects of
i nvest ment neasures as prescribed by the Wrld Trade O ganisation (WO).

Nonet hel ess, there are limtations to such unifornmty as a natura
result of national differences and interests. As such, the delicate
interplay of global trends between uniformity and national identities is
very conpl ex.

To create fair trade, national differences and interests need to be
acknow edged and | ooked at. Unless this is done, trade would be unfair to
sone countries. This is one of the major reasons that led to the deadl ock
bet ween devel oped and devel opi ng countries during the recent WO
mnisterial neeting in Cancun

The fourth aspect of econonic and financial globalisation is linked to a
revolution in production patterns leading to a significant shift in the
conparative advantages of nations. The conpetitive position of a country
relative to others is determined nore and nore by the quality of its human
resources, know edge as well as science and technology that are applied to



production methods.

Abundant | abour and raw materials are becom ng |ess advantageous. This
irreversible trend makes it unlikely for developing countries, in
particular the South and the Mislim countries, to succeed solely on cheap
| abour and natural resources.

Wth econonmic and financial globalisation, comes a change in the role of
the state. As a result of globalisation, external variables have an
i ncreased bearing on domestic agendas. Fiscal balance, to take an exanple,
has becone a dogma

The requirements for external conpetitiveness have led to greater
honogeneity of the institutional and regulatory framewrks of states.
These requirenments have |left I ess roomfor w delydifferentiated nationa
strategies vis-a-vis |abour and nacroeconomnic policy.

Both international public opinion and market behaviour have also cone to
play a role in defining the range of possible actions of the states. In
this day and age, information travels with but a blink of an eye and a
click of a nouse button.

If, for instance, the news is disclosed that any particular country is
having difficulties controlling its budget deficit or is going to hike
interest rates, world financial markets nmake decisions based on that
informati on which will have an inpact on the country concerned

In essence, we see countries, their |eaders and their policies cone
under close scrutiny of the global public opinion. Any nisdeed or step
judged by these "immterial entities" to be in the wong direction will
i ncur penalties. The opposite is also true. If developnents in a
particular country is considered to be positive, then the country would be
rewar ded.

Economi ¢ and financial globalisation is not just a result of narket
forces. The framework wi thin which the market operated is politically
defined. The power gane anbng nations is ever present. So is the
possibility of econom c co-operation anbng states.

Foreign trade negotiations are still conducted through dial ogues anpbng
states. Economic clout is a key factor in these negotiations as well as
the settlenment of bilateral trade disputes. In sone cases, econom Cc powers
i nvoke their influence to circunvent the very multilateral disciplines
that they thensel ves have proposed.

We nmust be careful not to transformthe nmarket into a form of ideol ogy,
where everything that falls into Iine with market forces is good and
positive whereas every political decision is viewed as negative

It is in recognising the fact that there are limts to the nmarket that
all ows devel oping countries to act politically in defence of nationa
interests. The nove introduced by Malaysia to curb currency speculation is
a good exanple and has been recognised internationally as being effective

The world today is no | onger divided into East-Wst and North-South as
was the case during the Cold War. Now the world is divided into regions
and countries which participate in and benefit from gl obalisation and
t hose which do not.

The former are generally associated with the idea of progress,
devel opnent, inprovenent and wealth. The latter with nmarginalisation,
exclusion, poverty and msery. Sadly, we note the latter seens to consist
of mainly Muslim countries.

It is true that globalisation has opened up a w ndow of opportunity for
countries to junp into the mainstream of the global econony. But for sone
countries, the integration process into the global econony is being
pursued at the cost of greater donestic adjustment at a time of fierce
i nternational conpetition

WIl these countries, particularly Mislim countries, ever be able to



cope with the trenendous challenges of globalisation? The reality is, even
in devel oped countries, globalisation has a noticeabl e inpact.

d obal i sation neans conpetition founded on higher levels of productivity,
nmeani ng nore output per unit of |abour. Unenploynent has resulted from the
sane reasons that nake an econony successfully conpetitive. This situation
is particularly apparent in Europe.

Those who are laid off in rich countries may resort to social safety
nets. Sone may be retrained to find alternative enploynent. This is the
scenario in devel oped countries. Wthout foresight and careful planning
devel opi ng countries would also face the sanme situation.

Wth this in view, it is no surprise that the Prime Mnister has advised
caution on the need to create fair trade, not free trade. Free trade is a
"tool" of econom c and financial globalisation that, if msused, could
create problens for nany devel opi ng countri es.

Fair trade, on the other hand, could create a winwin situation for all.
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