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‘We can’t solve our problems with the same kind of thinking that gave rise to them’
Albert Einstein.

During the Universal Forum of Cultures in the summer of 2004, Barcelona experienced the highest
concentration of thought, the liveliest celebrations and the most remarkable exhibition program
the city had ever witnessed. Concepts, ideas and projects emerged through the combined action
and interaction of dialogues, exhibits, performances, artistic expressions, workshops, the Peace
Camp, the Speakers’ Corner, the 141 Questions for 141 Days, and the school project, as well as
through the active involvement and participation of citizens and students, artists and intellectuals,
visitors and the world-wide web community.

For as long as 141 days, men and women, young and senior, from north and south, east and
west debated and discussed on major issues of the global agenda. We reunited more than 2,800
speakers, activists, experts, politicians, writers, movie people, leaders of social movements and
NGOs, citizens with a total of 200,000 delegates. The Forum event was both innovative and
difficult to grasp, so it had to face both ignorance and fear of not being able to lead it.

In Barcelona the Forum 2004 was able to bring together knowledge, challenges, and opportunities
that were to have an impact on the 21st century. The Forum Dialogues gave voice to those who
went unheard as well as to those who usually take the stage. Dialogues, that are never neutral,
tried to contribute, even if only a little bit, to reflect up global issues. Demographic changes,
urbanisation, growing inequalities, poverty, human movements, forced or not, refugees, religion

in today’s geopolitics, identities, gender equality, environmental crisis, labour conditions and job
provision, global governance and local governments, technological changes, capitalism dynamics,
and globalisation were trends that stood up as major concerns for the years to come. Dialogues
proposed more politics, more creativity, more transparency, more education, more culture, more
equity, more commitment, more justice, more ethics and more women in decision making.

To close the141 days long intense debate, we devoted the last week of the Forum to discuss

the potential contribution of citizens to the global agenda of the XXI Century. What, how, why
and when were put forward to a diverse audience and speakers. Getting diverse people together
provided inspiration for all to try to answer the following three ambitious questions that led the
debate: What are the challenges humanity is facing in the XXI century? What are the agents that
need to manage those challenges and what is the function of civil society? What are the new




values, the attitudes and conditions to foster and drive change? The dialogue was supported by
two short documentaries, one named Voices for a trade at the service of development and the
other called Voices for a democratic regulation of the financial markets.

The above broad questions led to explore the relationship between democracy and poverty, how
to make globalisation just, how to promote fair trade, the impacts of corruption in a globalised
world, the agents of global change, the reform of the United Nations system and the web structure
of international organisations.

How to make globalisation more just was the seed of the exhibition Change of Course. It was not
merely another gathering of experts and activists. We intended to open a line of action and raising
knowledge among citizens. Three major debates marked the path through our ideas. The first

one was the financing of the basic needs of the peoples and to eradicate poverty, with specific
attention to the role of the World Bank. The second one was centred in putting international trade
to service development, with emphasis on the role of the World Trade Organisation. And last but
not least, we deepened into the debate of regulating democratically the global financial markets,
and the role of the International Monetary Fund.

Back in 2005, we decided that many of the ideas presented and discussed in the Forum

dialogue entitled Contributing to the Global Agenda deserved to be spread in a friendly way. The
conference gathered about twenty international entities and associations trying to provide good
questions and some answers to the above issue. . During these sessions, it was clear that there
was an urgency to guarantee a fair globalization and design the mechanisms that are necessary
to reduce poverty and economic imbalances among states and peoples created by the actors that
operate global markets. It was also clear that the inequalities between the world we call ‘north’
and the one we call ‘south’ are determined by some unilateral practices in the government of
world economics, by the unclear political agenda and by the dynamics of the market that is not
fully conscious of its destabilizing role.

The final conversation of the Forum provided us with many thoughts and ideas that have been
re-claimed by many social, urban and political movements nowadays. To eradicate poverty and
lessen inequalities we need at least more political will, more education, more democracy and no
corruption. Democracy implies civil liberties and government responsibility before the citizens. If
democracy is not capable of solving the problem of poverty and inequalities it is an incomplete
flawed democracy. Corruption is taken away many resources of the system that otherwise could
be used to fight poverty and inequalities. We should look for the international political consensus
to rule against tax havens, criminal economies as well as illegal and non ethical behaviours. There
is also a need to promote an anti-corruption education in society.



The international institutions that try to govern the world also need a reform towards better
democracy and more transparency. The current structure of the United Nations overrides the
democratic principles and many times it is not efficient. It has to be democratised, opened to new
agents and find a balance between the security council and the ECOSOc. The other multilateral
agencies have to be reformed as well to be able to fight poverty and stop growing inequalities.
Listen to the peoples that received their policies and find new methods to redistribution and
development are basic challenges today. The UN system should stick to its basic pillars such as
peace, human rights and economic, social, cultural and environmental sustainability, but it should
be reformed to adjust to the new world order and social demands. As cities could become the
new round of capitalist accumulation and also of social and political innovation they should play a
more relevant role in the international governance. Next to them other non state actors and social
movements should find a role and a spot in the world’s future definition.

Back in the year 2000, the United Nations already started a common path towards the eradication
of poverty as the basis on which to build a fairer world: The Millennium Declaration. This text
revolved around eight goals —known as the Development Goals - that had to be met by 2015.
Despite the improvements in some areas we are far from reaching those goals and the latest
developments of the speculative capitalism have worsened inequalities. The basic trends that
influence human development such as the technological revolution, improvements in transportation,
population growth, urbanisation processes, and climate change increase tensions among markets
and countries that result in more poverty and inequalities. The United Nations has renewed

its commitment to a peaceful and sustainable world through the approval of the Sustainable
Development Goals (SDG) that take the stage after the MDG. Although they do not incorporate

all the major issues of the XXI Century agenda -being cultural diversity one of the outstanding
absences-, the SDG focus on no poverty; zero hunger; good health and well-being; quality
education; gender equality; clean water and sanitation; affordable and clean energy; decent work
and economic growth; industry, innovation and infrastructure; reduced inequalities; sustainable
cities and communities; responsible consumption and production; climate action; life below water;
life on land; peace, justice and strong institutions; and last but not least partnerships for the goals.

Twelve years have gone by since we had the first meeting on the global agenda for the XXI century
in the Forum Barcelona 2004. The current economic and social crisis that hit Europe and the United
States since 2008, shows the need for a regulated world economy to hinder speculation, abuses
and corruption that generate inequalities and poverty. We should work on the development of a
global social justice, making an effort for redistribution, fighting growing inequalities, providing
opportunities and access to future to young people and betting for environmental and social
sustainability as well as cities for citizens, without forgetting in all the above the promotion of
women’s rights and equality, the greatest revolution of the 21st century and the key to development.




The exhibition ‘Change of course’ is one of the ways to raise awareness among populations of the
inequalities and injustices in the world. It is an exhibition that explores economy, markets, equity
and globalization to understand the why and how of economic cycles and proposes solutions for
a better world. From the diagnosis of the causes leading to the current situation, the exhibit shows
the concerns of large parts of the world’s population, governments, business, academics, and
social movements. ‘Change of Course’ shows a route that includes different sections focused on
poverty and inequality, labour rights, world trade, the paradox of natural resources, the debate

on pharmaceutical patents, tax havens, external debt, financial markets and the world economic
government. We present the current state of affairs but also the potential solutions for the
problems stated. No words without deeds. This book reproduces, as far as it has been possible,
that exhibition.

The 9 proposals for a world without poverty refer to the different areas of analysis of the exhibition.
We summarize them here for you, just in case you never geet to the end of this book.

1. Everyone has the right to food, health and education. Let’s create a World Fund against Poverty
financed with world taxes.

2. Working with dignity. Let’s guarantee basic labour rights in all countries.

3. Trade: a source of economic growth for poor and emerging countries. Let’s eliminate agricultural
subsidies and progressive taxation, and protect emerging industries.

4. Natural resources cannot be a curse to the countries that hold them. Let’s ban the sale of
minerals in countries involved in war, establish rules against bribery and a fair price for extraction
rights.

5. In case of iliness, we all have the right to access medication that can cure us. Let’s create a
World Patent Rescue Fund.

6. The budgets of poor and emerging countries should not be used to pay off international loans.
Let’s cancel or negociate their foreign debt.

7. No one should be able to evade taxes or launder dirty money. Let’s eliminate tax havens.

8. The right to free movement of capital cannot be a source of constant instability and global
financial crisis. Let’s apply profound regulations to the international financial system.

9. International institutions should service all citizens of the world. Let’s make the IMF and the WB
more democratic, balance negotiations within the WTO and create a new economic and social
security council.

Since its opening in 2010 more than 70.000 people have visited the exhibition Change of Course,
mainly many young people from high schools and universities that try to understand the world we
live in and find sources of inspiration for action. The exhibition and the text published here might
present some information already out of date. The ideas are not. The diagnosis and proposals
are still relevant and applicable today. It is a simple direct but still rigorous text that provides
information for all citizens to learn about the fight against poverty and how to make a better
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world for all. Important areas are missing such as the fight against climate change or the work for
sustainable and well planned urban communities. Still, we hope they will wake up awareness and
seduce citizens to get involved.

Sections of the exhibition

Poverty and Inequality (the never-ending story); Labour Rights in the South; Agricultural Subsidies
and Other Barriers to Southern Trade (an obstacles competition); Mineral Resources as a Cause
of Armed Conflict; Pharmaceutical Patents; Multilateral Economic Institutions: World Trade
Organization, International Monetary Fund, the World Bank; Tax Havens (the garden of earthly
delights) / Foreign Debt (a double-edged sword) / Instability in Financial Markets (the economic
incontinence); and 9 proposals for a world without poverty.

We are pleased to thank two men that worked well beyond their pay to make this exhibition come
true: Pere Comin, that dealt with the chaos of data and information and came up with sounded
results, and Raimon Ramis that coordinated and helped the transition between information on
black and white into understandable vignettes, panels, boards and objects. To both of them our
most earnest gratitude. This publication also belongs to them.

We also have to pay a sincere tribute to the many thinkers that inspired us. Special thanks to
professor Joseph Stiglitz whose ideas, work and texts stirred us in the production of the contents
of this exhibition. Jeffrey Sachs and Paul Krugman work also played a vital role in the definition of
contents and lay out. Reading their books and trying to express their thoughts in a 3D way was a
very exciting challenge. We hope we have not betrayed their ideas.

The Forum does not purport to be the solution to all the problems which the world is currently
facing, but it does aim to be a spark to help light the road to making things better. Life is a
long journey of learning and un-learning. With modesty, we work to eradicate poverty and
make a better world for our children because we strongly believe all and every one of us can
do something. The best compliment any of us can get from our offspring is that we were good
ancestors.

Mireia Belil and Toni Comin
September 2016
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Poverty
and Inequality

Although unequal distribution of wealth among countries is a fairly recent
phenomenon, today poverty is the main challenge facing humanity: 40% of
he world population lives in poverty. Economic growth is the only stable

ay to overcome it, but extreme poverty stands in the way of activating the
mechanisms that make growth possible. Outside help from rich countries is
needed but is not the definitive solution. Above all, however, the eradication of
poverty is a matter of political will.




Fundacié

Forum

1.1. WHEN THE WORLD WAS EQUAL

In the year 1,000, the standard of living of the different regions of the world was practically
identical. In fact, right up to the 18" century the inequalities in GDP/per capita* amongst them
were rather insignificant. Since the 18" century and, more specifically, from the 20" century
onwards, these inequalities increased and we began to talk about rich countries and poor

countries.

* The GDP/per capita is an indicator that enables us to know a country’s or a region's average standard of living at a given moment. It is calculated
by dividing a country’s production during a given year by the country’s population in that same year. This is an average indicator and, therefore, it
does not show what the wealth distribution is inside the country or region.
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UNITED STATES 400 400 527 1,257 2,445 4,091 9,561 18,577 31,049

WESTERN EUROPE 427 772 997 1,202 1,960 2,892 4,568 13,152 21,202

RUSSIA 400 499 610 688 943 1,237 2,841 6,427 7,831

MEAN WORLD 453 556 615 667 871 1,262 2,109 4,519 7,225

LATIN AMERICA 400 4186 527 691 676 1,113 2,510 5,583 6,444

MIDDLE EAST 621 590 591 607 742 638 1,724 5,220 6,334 ?
CHINA 466 600 600 600 530 545 448 1,061 6,048 |
INDIA 450 550 550 553 533 599 619 938 2,598

AFRICA 425 414 421 420 500 601 889 1,515 1,662

1.2. RICH COUNTRIES, POOR COUNTRIES, EMERGING COUNTRIES

Let’s take a closer look at what happened in the 19" and 20'" centuries through a few countries
that are representative of the entire planet.

On the one hand, inequality has increased. In 1820 the GDP/per capita of today’s richest country,
the United States, was three times higher than that of all the African countries put together. In the
year 1900 this difference was almost 7 to 1 and now it is approximately 20 to 1.

On the other hand, in the last few decades some countries that were poor not long ago have
begun to shorten the difference between their standard of living and that of rich countries. These
are known as emerging countries.

15
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1.3. POORLY DISTRIBUTED WEALTH?

Poor and emerging countries: 84% of the population and 42% of the world GDP.
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Rich countries: 16% of the population and 58% of the world GDP.

Source: Gross Domestic Product 2007, PPP. World Development Indicators database, World Bank, revised 24 April 2009 / Population 2007. World
Development Indicators database, World Bank, revised 24 April 2009.
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1.4. THE POOR IN THE WORLD

EVOLUCIO DE LA POBRESA MUNDIAL (INCLOSA LA XINA)
1981 1993 2005

TOTAL POBLACIO TOTAL POBLACIO TOTAL POBLACIO

4.520M 5.526M 6.472M

D'acerd amb les dades del Banc

Mundial, entre 1981 i 2005:

«En conjunt, els pobres han
pessat de 2.535 milions (57%
de la podlacio mundial) a 2561
milions (40%).

*Les persones en situacio de
pobresa moderada han passat
de 1.020 milions [23%) 5 1.685
milions (26%).

«Les persones en situacio de
pobresa extrema han passat
de 1.515 milions (34%) a B76
milions (14%).

>2%/dia [l no pobres
l$-2$/dia . pobres moderats
U$-l$/dia . pobres extrems
Al mon hi ha cada vegada més pobres o menys? Aguesta es una guestio d'intens debat, des de fa
anys, entre experts d'arreu del mon.

Segons el Banc Mundial -a institucio publica mundial encarregada de U'eradicacié de la pobresa-
e [E1 D'entre els pohres aquells

que tenen itre
que tenen g ie
darrers anys el mateu Banc Mund:al ha elexat el llindar de la pobresa extremaa 1 25% diaris.

Are there more or fewer poor people in the world today? This has been the subject of heated
debate among experts around the world for some many years now.

According to the World Bank — the world public institution in charge of eradicating poverty — the
poor are people who live on less than $2 a day. Among the poor, those who have between $1 and
$2 a day are considered to be living in moderate poverty and those who have less than $1 a day
live in extreme poverty.

However, the World Bank has recently raised the threshold of poverty to $1.25 a day.
According to the World Bank’s data, between 1981 and 2005:

- The total number of poor people went from 2.535 billion (57% of the world population) to 2.561
billion (40%).

- The number of people living in moderate poverty went from 1.020 billion (23%) to 1.685 billion
(26%).



EVOLUCIO DE LA POBRESA MUNDIAL (SENSE XINA)
1981 1993 2005

TOTAL POBLACIO TOTAL POBLACIO TOTAL POBLACIO

3526M 4.348M 5168M

Si prescindim de la poblacio

xinesa, entre el 1981 i el 2005:

+En conjunt, els pobres han
passat de 1.563 milions
(44% de la poblacio mundial
exceptuant la Xina) a 2.088
milions (40%).

«Les persones en situacio de
pobresa moderada han passat
de 778 milions (22%) a 1.318
milions (25%).

*Les persones en situacio de
pobresa extrema han passat
de 785 milions (22%) a 770
milions (15%).

>2%/dia B ropobres
l$-2$/dia . pobres moderats
D$-l$/dia . pobres extrems

Per aixo, el Banc Mundial també ofereix les dades que permeten congixer quina ha estat U'svolucié de
la pobresa al men si no tenim en compte el cas xinés.

- The number of people living in extreme poverty went from 1.515 billion (34%) to 876 million
(14%).

We should consider the fact that a large part of this drop in extreme poverty has taken place in
China. The World Bank also documents the evolution of poverty in the world without taking into
account the case of China. If we exclude the Chinese population, between 1981 and 2005:

- The total number of poor people rose from 1.563 billion (44% of the world population) to 2.088
billion (40%).

- The number of people living in moderate poverty rose from 778 million (22%) to 1.318 billion
(25%).

- The number of people living in extreme poverty dropped from 785 million (22%) to 770 million
(15%).



1.5 THE FOUR CLASSES OF WORLD POPULATION

Jeffrey Sachs in his book The End of Poverty classifies the world population in four different classes.
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EXTREME POVERTY

14% of the world population

‘If economic development is a ladder [.. ],
there are roughly one billion people around
the world, one sixth of humanity, who are
too ill, hungry, or destitute even to get a foot
on the first rung of the development ladder.
These people are the ‘poorest of the poor’,
or the ‘extreme poor’ of the planet. Not all of
them are dying today, but they are all fighting
for survival each day’.

MODERATE POVERTY

26% of the world population

‘A few rungs up the development ladder is the
upper end of the low-income world, where
roughly another 1.5 billion people. These
people are ‘the poor’. They live above mere
subsistence [...] Death is not at their door,

but chronic financial hardship and a lack of
basic amenities such as safe drinking water
and functioning latrines are part of their daily
lives’.




MIDDLE CLASS

42% of the world population

‘Another 2.5 billion people are up yet another
few rungs, in the middle income world. These
are middle-income households, but they
would certainly not be recognized as middle

class by the standards of rich countries. Their

incomes may be a few thousand dollars per
year’.
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UPPER CLASS

18% of the world population

‘Still higher up the ladder are the remaining
one billion people, roughly a sixth of the
world, in the high-income world. These
affluent households include the billion or

so people in the rich countries, but also the
increasing number of affluent people living in
middle income countries’.
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1.6. WHERE DO THE POOR LIVE? WHERE DO THE RICH LIVE?

Extreme poverty is mainly found in India, Africa and Southeast Asia. Moderate poverty is found
mainly in India and China. A substantial part of the world’s ‘middle class’ lives in China whereas

the world’s ‘upper class’ lives in the US, Europe and Japan.

Latin America is surprising: it is the continent with the most unequal distribution of wealth and its

population is almost equally distributed into all four classes. Southeast Asia is a similar case.

Not everyone is rich in the rich regions nor is everyone poor in the poor regions. The United States
and Europe also reach the lower line of the graph, which represents the poorest, whereas China,

India and Africa reach the upper line, which represents the world’s richest people.

POBLACIO MUNDIAL 100% " J— EUROPA RUSSIA
(CLASSIFICADA SEGONS DEL NORD I ASIA CENTRAL
EL NIVELL DE RENDA)

ANY 2004 90%

AMERICA
LLATINA

80%

70%

60%

50%

40%

30%

20%

10%

AFRICA

0%
+pobre

Source: Poverty in Focus: The challenge of Inequality. International Poverty Centre, June 2007
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1.7. THE RICHEST AND THE POOREST

In 2009 the richest man in the world had a net worth amounting to 40 billion dollars (according to
Forbes magazine).

According to the World Bank, there were 1.1 billion people living in extreme poverty in 2001
worldwide and their average income was $0.77 a day. According to those estimates, we can divide
the extremely poor into three groups of 367 million people each. The people in the first group
would have an average income of $0.55 a day; being the poorest among the extremely poor. The
average income of the second group would be $0.77 a day, and $0.99 a day for the third group.

According to these calculations, the yearly earnings of the poorest among the extremely poor are
approximately $200. Thus, the net worth of the world’s richest man is equivalent to the annual
income of the 200 million poorest people in the world.
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1.8. CAN WE ALL LIVE LIKE woins o
IN COSTA RICA? : a

What would we live like if the wealth of the world was
shared in equal parts among the planet’s inhabitants?

If we divide the world GDP of a given year by the world’s
population of that same year, we will know the world’s
GDP/per capita. This way, we can know the average
standard of living of humanity.

In 2008 - the most recent year for which we have
comprehensive data — the world GDP/per capita was
$10,364, very close to the GDP/per capita of Costa Rica.

But what is it like to live in Costa Rica? The GDP/per
capita of Spain that same year was approximately three
times higher than that of Costa Rica. So the planet’s
average standard of living in 2008 was a third of that

of Spain.

Sources: International Mor?etary Fund, World Economic Qutlook Database, April de 2008 / GDP 2007, PPP. World Development Indicators
database, World Bank, revised 24 April 2009 / Population 2007. World Development Indicators database, World Bank, revised 24 April 2009.
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1.9. POOR PEOPLE’S NEEDS, RICH PEOPLE’S CONSUMPTION

944 million people, 17% of the
population of poor and emerging
countries, do not have guaranteed
access to basic nutrition or are
undernourished (1). Guaranteeing
nutrition for all these people

and ending hunger would cost
approximately $14 billion a year.

The citizens of Europe spend $20
billion each year on pet food (2).

1.4 billion people, 25% of the
population of poor and emerging
countries, do not have sanitary
facilities - toilet and sink - and a
significant number of these do not
have proper access to drinking wat:
(2). Providing drinking water and
sanitary facilities to all these peopl
would cost approximately $17 billic
a year.

The citizens of the United States
spend $21 billion each year on ice
cream (3).

Kl iy
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IS,

77 million children, 12% of the
children living in poor and emerging
countries, do not have access to
formal education (3). Providing primary
education for all of them would cost
approximately $9 billion a year.

The citizens of the United States and
Japan spend $40 billion each year on
video games (3).

10 million children die each year

in poor and emerging countries

before the age of 5 (3). Providing
reproductive healthcare for all women
who currently do not have access

to it - including family planning and
AIDS prevention - and guaranteeing
access to basic clinical healthcare to
all the world population would cost
approximately S$41 billion a year.

| The citizens of Europe spend $87
billion each year on perfumes and
cosmetics (3).
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1.10. BREAKING THE VICIOUS CIRCLE

All poor countries aim at overcoming their poverty. In order to do so, they need to create wealth
— from their people, their companies and their natural resources — and to distribute it fairly among
the population. Economic growth in these countries is an essential prerequisite to eradicate
poverty, though it is not enough by itself.

However, there cannot be economic growth without some basic infrastructure, family income,
education and healthcare, as well as stable and transparent public institutions. Without these
basic prerequisites, it is very difficult for private investors to create wealth and, therefore, they
avoid or leave countries that do not guarantee these conditions.

Without these minimum conditions, neither families nor companies can withstand the ups and
downs that always accompany any production activity. The processes for accumulating capital -
be it physical, financial or human - are thus rendered impossible, and these are the main engine of
economic growth and progress.

Therefore, the poorest countries cannot overcome poverty on their own, trapped as they are in a
vicious circle. Growth is the only stable way to overcome poverty but extreme poverty stops the
activation of the mechanisms that make growth possible. We need to break this vicious circle. In
order to eradicate extreme poverty, it is essential that poor countries have outside help from rich
countries.

1.11. WHO STANDS UP FOR POOR COUNTRIES?

Rich countries contribute to the eradication of poverty in poor countries by means of the Official
Development Assistance (ODA) and so they are called donor countries.

In 1970, the UN General Assembly agreed that ODA had to reach 0.7% of the GDP of donor
countries. Almost forty years later, only five countries are complying with this commitment:
Sweden, Luxembourg, Norway, Denmark and the Netherlands.

In 2008, ODA amounted to a total of 120 billion dollars; that was 0.3% of the GDP of all donor

countries put together. If these countries had complied with the 0.7% target, that year’s ODA
would have been $280 billion.

However, this is not the biggest problem. Only one third of ODA, $40 billion, is effectively used for
the eradication of poverty. Therefore, the contribution of all donor countries for the eradication of
poverty is only 0.1% of their collective GDP.
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1.12. A THOROUGH FIGHT AGAINST POVERTY

OFFICIAL DEVELOPMENT ASSISTANCE (ODA)

The current Official Development Assistance (ODA) scheme will never achieve its target of
eradicating extreme poverty because it has too many limitations:

INSUFFICIENT RESOURCES
In 2001 the World Bank estimated that a further $124 billion were needed in addition to that

year’s ODA to eradicate extreme poverty. Since then, ODA has increased but the threshold for
extreme poverty is also higher - from $1 a day to $1.25 a day. Therefore, the annual investment
needed to eradicate extreme poverty today is probably similar, or even higher, than in 2001.

BILATERAL

Donor and beneficiary countries come to different agreements depending on their needs.
Therefore, ODA as a whole is made up of many and diverse bilateral agreements, each with its
own goals and its own terms and conditions, often showing little coherence among them.

LOANS

Today, donations that do not need to be returned are less than half of the ODA. Most of ODA is
made up of loans, usually on very good terms but which, sooner or later, must be repaid. These
loans end up increasing the foreign debt of poor countries.

LOW DEGREE OF EFFECTIVENESS

The allocation of bilateral aid often does not correspond to the needs of beneficiary countries
but to the geopolitical priorities of donor countries. Only a third of ODA is actually assigned to
the reduction of poverty.

VOLATILITY

ODA increases or decreases depending on the available budget and on the political party in
power in the donor country. This makes it very volatile and unpredictable. Volatility stops any
long term planning of the essential services that are financed with ODA and it stresses the
financial imbalances of beneficiary countries.
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1.13. WORLD TAXES

How can a World Fund Against Poverty be funded? For some years now the idea of setting up
an international taxation system — world taxes — has been gaining support among experts in the
eradication of poverty. Is this an unviable utopia?

In 2003, various international experts drew up a report — commissioned by the president of France
in alliance with Germany, Brazil, Spain and Chile — under the heading ‘New international financial
contributions’. This report presented several proposals for world taxes, among which were the 9
outlined below. The sum of some - or all - of these taxes would provide enough predictable and
steady resources to finance the World Fund Against Poverty.

All these taxes are technically feasible and economically efficient. Not only would they not
generate serious economic distortions but they would also set right previous distortions. They
would be fair — the burden would be distributed among many taxpayers, fairly and impartially -
and transparent — we would know who pays and how the funds are administered.

They would entail strong and permanent international tax cooperation, much more extensive than
today’s. They could be set up through an international treaty, which would constitute a historical
breakthrough given that, up to this moment, only States have levied and gathered taxes and they
have never accepted such strong limitations to their sovereignty in this field.

1. Tax on the profits of multinational companies: 5% tax added to the existing tax on
national companies. This would make up for multinational companies taking advantage of their
international status to pay fewer taxes than they would if they were national companies. Annual
revenue: $40-$45 billion.

2. Tax on currency exchange transactions: 0.01% tax on all currency exchange transactions
(most of them are dollar/euro, dollar/yen and dollar/pound). It should be applied to the world’s
main stock markets in order to be feasible. Annual revenue: $36-$40 billion.

3. Tax on shares and securities: 0.005% tax on all transactions of shares and securities,
including government bonds. It should be applied to the world’s main stock markets in order to be
feasible. Annual revenue: $10 billion.

4. Tax on carbon emissions: $10 tax per tonne of carbon emitted. This would contribute to
a reduction of the greenhouse effect, the direct consequence of these emissions. This is only
feasible on a worldwide basis. Annual revenue: $10-$20 billion.

5. Tax on air transport: 5% tax on first and business class airfares. Air transport is currently

an exception in not paying for fuel consumption. But it causes environmental damage that is
estimated at €30 billion every year. Annual revenue: $8-$10 billion.

34



6. Tax on maritime transport: 10% tax on fuel consumption. Annual revenue: $1 billion.

Alternatively, a tax could be established to compensate for the risk of oil spills.

7. Toll on traffic through maritime straits: A toll equivalent to 33% of the amount that ships save
by passing through certain straits that shorten their routes. Applicable to straits such as Calais,
Gibraltar, Malacca and Taiwan, among others. Annual revenue: $3-$5 billion.

8. Tax on arms sales: 10% tax on the purchase of arms, whether they are internal purchases or
imports. The United States, Russia, the United Kingdom, France, China and Israel are currently the
world’s main arms producers. Annual revenue: $20 billion.

9. Voluntary contribution applied to credit cards: 1% tax on payments or cash withdrawals
using credit cards. Annual revenue: only in Europe, at least €8 billion.
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1.14. WE CAN. DO WE WANT TO0?

Nowadays, the eradication of extreme poverty is possible. It is an ambitious goal, but one within
our reach. The necessary funding is less than many would expect: $180 billion would be enough.

This amount is less than 0.3% of the current world GDP and it is nearly five times what rich
countries spend today on the eradication of poverty with the ODA. However, $180 billion is not
even 0.5% of the joint GDP of rich countries.

The eradication of extreme poverty is a question of political will. If it were a permanent priority for
all the governments of the world, it could soon become a reality. A worldwide tax system could
collect enough funding. Poor countries would have to guarantee that they are willing — and know
how — to use the donations properly.

Will humanity be able to assign 0.03% of its wealth towards addressing its main challenge at this
point in history?
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1.15. THE LADDER TO DEVELOPMENT

£1 EXIETIS UN FONS MUNDIAL CONTRA LA POBRESA (FMCP).
S TINDRIEN MOLTES MEL POSSIBILITATS
IMER CRAO DE *CESCALA DEL
DESEMOUP AMENT®. PE AxO, lf's NO ASSEGURA
QUE LA

Tort
POCUESEIN PUIAR.

With a World Fund against Poverty, poor
countries would have a much better chance
at setting foot on the first rung of ‘the ladder
of development’. However, even then they
might not be able to climb it!

The current rules in world trade and
international financial markets make this
ladder too steep for poor countries to climb.
These rules are openly detrimental to the
development of poor countries.
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We need to change the rules of world trade
and international financial markets to make
them fairer so that they do not stop poor
and emerging countries from prospering
economically.

This is the only way for these countries to
have a real chance at climbing the ladder,
developing and eradicating poverty in an
effective and sustainable way.







Labour Rights

Globalization has dramatically change the rules of the world’s economy. Poor
and emerging countries need foreign investment to boost their economic
growth and this means that they have to compete against each other in order to
attract capital. Sometimes they do so by softening labour regulations, lowering
ocial protection thresholds, and down shifting tax systems. Globalization has
hus thrown poor and emerging countries into a deregulation-of-labour race

hich has entailed multiple cases of exploitation, decreasing wages, and rising
inequality of salaries. So much so, that today the difference in salaries and social
protection levels between different countries is much larger that that would be
acceptable within any one country. There is a need for unions to go global, as
social protection alone may prevent the traumas caused by productive changes
linked to globalization. In this sense, a commitment to ‘decent work’ is crucial to
legitimise globalization.




2.1. LABOUR IS NOT A COMMODITY

Globalization has dramatically changed the rules of world economy. For the last four decades, the
mobility of capital has been increasing unstoppably. Today, financial capital moves with almost
complete freedom through the stock markets of the world, thanks to new technologies. Physical
capital goes through constant delocalisation and re-localisation through direct foreign investments.

Therefore, in the last few decades, the power of negotiation of capital owners has been constantly
increasing while that of workers has been weakened: it became easier for capital to impose
conditions in the organization of productive processes. In many countries the labour market has
gone through significant deregulation, precarious employment has increased and trade unions have
lost much of their capacity to protect workers.

Thus, it is hardly surprising that, in many countries, the weight of capital income within the total
national income has been ever increasing, while the weight of labour income has been decreasing.

Most poor and emerging countries need foreign investment to boost their economic growth.
Nowadays, capital is easily moved and these countries have to compete among them to attract it.
In order to do this, they often reduce their labour regulations, their threshold of social protection, or
their tax system. Private capital aims mainly at maximizing profit and these deregulation measures
enable a high improvement of gains.

This way, globalization has often thrown poor and emerging countries into a ‘race of labour
deregulation’ that weakens labour rights: cases of exploitation have multiplied, low salaries

— sometimes miserable — have spread, and the inequality between the salaries of directors and
manual workers has increased exponentially. Now, the difference in the salaries and levels of social
protection among different countries is much larger than what would be tolerated within any of them.

Industrial free trade zones — tax-free areas — of many poor and emerging countries are an example
of the ‘race of deregulation of labour’, but an ambiguous one. On the one hand, foreign multinational
companies allocated in these areas — also known as ‘maquilas’ - are usually allowed to ignore the
country’s labour regulations, or to prevent the practice of some labour rights. On the other hand,
salaries paid in these areas are often over the average wages of the country. These free trade zones
are highly connected to global economy but generate little profit for the local area.

These ‘races of deregulation of labour’ also occur rather often within the framework of
subcontracting chains that multinational companies establish with small and medium companies of
poor and emerging countries. International subcontracting chains - both formal and

informal — have a considerable impact in the labour market of many of these countries. The
competition among local companies to get jobs from these multinational companies at any cost
worsens the social and labour conditions of their workers.
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In order to stop the cuts on labour regulations to better compete in global economy, some
international rules applying to all workers should be established to guarantee basic social
protection, freedom and dignity.

From its creation in 1919, the International Labour Organization (ILO) has been working on some
basic international rules — with a universal scope - that establish some essential principles and
rights for labour. These have turned into a series of international legally binding treaties called
Conventions. Eight of them are considered ‘fundamental’; they concern the following:

- Freedom of association for workers and freedom to join trade unions (1948)

- Effective acknowledgment of the right to collective bargaining (1949)

- Abolition of forced or compulsory labour in all its forms (1930 and 1957)

- Effective abolition of child labour (1973 and 1999)

- Equal remuneration and non discrimination regarding labour and occupation (1851 and 1958)

These are some basic social rules, essential to take part in global economy. These rules need

to be applied equally in all countries so that countries that respect them do not see their efforts
undermined by those who ignore them. The greatest part of these Conventions has been endorsed
by most countries but the ILO established a monitoring system to face any problems that may
arise from their implementation.

Furthermore, it is important that these rules also apply to workers in informal economy — rather
numerous in poor and emerging countries — as most of them live in a situation of poverty. These
rules have been proved to be efficient in leading them to a formal economy and reducing poverty.

Further to international labour rules, there should be an established world system of minimum
salaries if we are to prevent the aforementioned ‘deregulation of labour races’. If each country

had its own minimum salary and all minimum salaries were linked in a flexible manner, we could
prevent countries from engaging in dynamics based on ‘lowest salary competition’. This is the only
way to make workers’ prosperity grow as countries prosper economically themselves.

However, trade unions need to face the challenge of globalization by becoming global organizations
themselves. There is a need for World Union Federations that are able to bargain framework
agreements with multinational companies at world level. More than twenty-five have already been
negotiated to date. Every day there are more international company committees created to operate
at either regional or world levels. The journey to globalized unions has already started but there is still
a long way to go. Despite the existence of some international labour rules, nowadays:

- 246 million children are subjected to different forms of child labour.




- 150 million of these are employed in jobs that are considered dangerous.

- 8 million children under 17 are victims of human trafficking to work in domestic service, or held in
involuntary servitude to pay a debt (in agriculture or brick factories), or forced to work in illicit drug
dealing, prostitution, or turned into ‘child soldiers’.

- In poor and emerging countries, there are many cases of imprisonment, murder or
disappearance of union affiliates who try to implement the most basic labour rights.

- 80% of families in the world have few or no available mechanisms for social protection
(unemployment, invalidity or pension benefits, minimum salary, regulated dismissal, etc.).

- 50 million people in the world work in maquilas.

The ILO now promotes the decent work for all programme to spread and strengthen, all around
the world, those labour rights that make labour a source of welfare, security and personal
development. ‘Decent work’ also requires economic policies that prioritize the creation of
sustainable jobs, aimed at full employment. Economic growth cannot be an end in itself but the
way to create decent jobs that allow people to overcome poverty.

Only social protection may prevent productive changes caused by globalisation from causing a
trauma to those workers who suffer them. Therefore, a commitment to decrease labour insecurity
is crucial to legitimise globalization.

Only ‘decent work’ can guarantee the growth of global economy to be beneficial for everyone and
focus in improving people’s lives and human dignity.
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2.2. SPOT THE 12 BIFFERENCES

Labour rights are not obvious even in developed countries. Being formulated is not equal to being
implemented. The differences between rich countries and poor countries are striking. An image
shows it all. Still, even in Western countries we should be aware that neoliberal policies and un-
ruled globalisation tend to undermine already given for granted rights.

These are the basic rights of workers as stated in the Spanish Constitution (1978) and the Ley del
Estatuto de los Trabajadores (1980).

01. Right to free choice of employment
02. Right to a fair remuneration

03. Right to non-discrimination on the basis of gender, race, ethnicity, religion, social origin, age,
sexual orientation, marital status or political ideology

04. Right to maximum labour-day, weekly rest and paid holidays

05. Right to safety and hygiene in the workplace

06. Right of association and right to collective bargaining

07. Right to strike

08. Right to a regulated dismissal

09. Right to social security (benefits for unemployment, injury, sickness, etc.)
10. Right to retirement benefits

11. Right to vocational training

12. Right to information, consultation and participation
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2.3. HOW LONG WOULD IT TAKE ME TO EARN THE SAME AS....?

What is the difference between the highest and the lowest salary within one multinational
company? Let’s take one specific case that could be easily extrapolated to many similar
companies. The CEQO for Walt Disney Co. had an income of $30,617,352 in 2008. The
subcontracting chain of this company usually outsources to the maquilas in Central American
countries. The wages of a worker in the manufacturing industry in Guatemala were $2,737 a year
in 2008.

The difference between the salaries of the best and worst paid workers in this productive chain
- representative of most multinational companies — is 11,186 to 1. This means it would take the
maquila worker about 1000 years — 932 years exactly — to earn what the CEO earns in one month.
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2.4. WHO WINS AND WHO LOSES WITH DELOCALIZATION?

WHEN | BUY A BRAND SHIRT (MADE BY A COMPANY IN A RICH COUNTRY),

HOW IS THE MONEY | PAY FOR IT DISTRIBUTED?

S5 DELOCALIZATION

FINAL PRICE PROFITS FOR
FOR THE THE COMPANY IN
CONSUMER A RICH COUNTRY

N3] DELOCALIZATION
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LABOUR COST
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Price goes Its profits increase in 50% (twice what They get a job at the company that was delocalised
from 10 Euro they would increase if delocalization from a rich county. They are exploited but their
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job [especially if they come from working in fields).
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World Trade

Free trade, in theory, could benefit all countries — wealthy, poor and emerging. In
practice, it is only exercised one way: poor and emerging countries open their
market to products manufactured in rich countries, but rich countries remain
closed to the majority of products from poor and emerging countries. This is how
agreements to promote free trade have worked so far. Rich countries undermine
ree trade by providing substantial subsidies for their agriculture, which means
hat agricultural producers in poor and emerging countries are faced with falling

prices in global markets and a loss of expert competitiveness, and eventually are
driven out of business. That is a flagrant contradiction with the principles of free
rade, where there are supposed to be no barriers to trade. Subsidies are also
bad for small farmers in rich countries, for they benefit mostly large-scale farms,
often linked to large agrobusiness corporations. Rich countries, moreover, make
sure that rules for global trade ban tariffs and subsidies for industrial products,
hus severely limiting the possibilities of success of industrialization processes in
poor and emerging countries.
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3.1. TRADE IS GOOD FOR EVERYONE...

A country’s capacity to export the products it manufactures or grows more efficiently than other
countries — and without any difficulties — can significantly contribute to its economic growth.

Many economists defend free trade as a source of prosperity for the entire planet and, in theory, all
countries - rich, poor, emerging — could profit from free trade at the same time. World trade could
stimulate social and economic development in emerging countries... if it were really free! Or rather,
if it were actually regulated by fair rules.

...Only if everyone can engage in trade

The history of trade liberalism shows that the rules of world trade are not fair. In the last thirty
years, the agreements to promote free trade served to have poor and emerging countries opening
their markets to products manufactured in rich countries. However, these have remained closed to
most products made in poor and emerging countries.

As rich countries are more competitive in industry, in recent decades trade barriers for industrial
products have been drastically reduced worldwide. Meanwhile, poor and emerging countries are
more competitive in agriculture and so commercial barriers for rich countries on agricultural trade
have stayed the same — or even increased. Rich countries advocate free trade, but only as long
as it suits them. Whenever free trade might not be to their benefit, they engage in a more or less
covert protectionism.

3.2. WHO PAID THE ‘ROUND’?

The most significant agreement for trade liberalism in recent years was known as the ‘Uruguay
Round’ and signed in 1994; it has led to a worldwide annual growth in wealth of around $500
billion a year. How were these profits distributed?

- Rich countries (16% of the world’s population) had 70% of the earnings.
- Poor and emerging countries (85% of the world’s population) had the remaining 30%.

- Sub-Saharan Africa — where most of the world’s poorest countries are located — lost about $1.2
billion a year as a result of the ‘Uruguay Round’.
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3.3. SUBSIDIES THAT IMPOVERISH AS...?

Agricultural farmers from rich countries compete with those from poor and emerging countries
to sell their products in global markets. The former have irrigation systems and all the modern
farming technology: tractors, quality seeds, fertilizers, herbicides and insecticides etc. while the
latter often have great difficulty to access water and usually don’t have any technology.

Nonetheless, producing agricultural products in poor and emerging countries is still cheaper than
in rich countries. Despite poverty, agricultural production in poor and emerging countries is highly
competitive. Producing a tonne of sugar in the EU costs roughly €670 but it only costs €280 in
Brazil, Guatemala, Zambia or Malawi. Agricultural farmers in rich countries would certainly stand
to lose in global markets if these worked under fair and equitable rules.

The governments of the United States, the European Union and Japan provide substantial
subsidies for their own agriculture in order to keep it competitive, with aid sometimes accounting
for half or even more of farmers’ income. As a result, such farmers produce at a very large scale,
significantly increasing the global supply of agricultural products and thus causing a noticeable
decline in their prices in global markets (from 5% to 35%).

Agricultural farmers in poor and emerging countries, who need to sell their products in global
markets, are the ones who feel the negative effects of these subsidies on prices. Sometimes the
profits from their exports suffer a drastic fall, or they just have to stop exporting to some countries
because they cannot beat the subsidized prices of their competitors. The standard of living of
agricultural farmers in poor countries — which was already low — worsens as a result of these
subsidies.

Sometimes, global prices fall so dramatically that these agricultural farmers can’t even cover
their production costs — low as these are — and they are forced to abandon their crops. These
producers would only be able to compete with the subsidized prices of rich countries’ producers
if their own governments provided them with subsidies as well. However, their countries are too
poor to do this.

Furthermore, subsidies are not only a barrier for export from poor countries to global markets, but
they also affect poor farmers who want to sell in local markets because, in a globalised economy,
a decrease in agricultural prices in the global market makes local prices go down as well.
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3.4. HYPOCRISY

The vast majority of people living in poor countries are directly or indirectly dependent on
agriculture. Eliminating subsidies would benefit them all substantially as it would raise prices and
open new markets.

Cotton, milk, sugar and oil are some of the products subsidized by wealthy countries, but which
are also produced in poor countries. In total, rich countries spend more than $350 billion a year
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on subsidies. That’s a flagrant contradiction of the principles of free trade, where there aren’t
supposed to be any barriers to free trade. Subsidies are covert barriers. So it seems, when
wealthy countries claim to defend free trade, they’re being hypocrites.
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Number of farmers who would
overcome poverty if European Union
subsidies to SUGAR were eliminated
(based on data of 2004)

Number of farmers who would
overcome poverty if United States
subsidies to COTTON were
eliminated (based on data of 2002)

Number of livestock farmers,
mostly poor, suffering the impact of
European Union subsidies to MILK
(based on data of 2000)

Countries with the highest spending
on subsidies to their farmers for the
production of sugar, cotton or milk,

58

ESTATS UNITS



AFRICA
(principaiment

els seguents paisos
de {'Africa Occidental:

BENIN, BURKINA FASO,

MALI TOGO i TXAD)

SUD-AFRICA

59

TAILANDIA

1.3 milions
’d(a%gﬁltnrs




3.5. WHAT ABOUT OUR OWN FARMERS?

One of the typical arguments used by rich countries to justify their agricultural subsidies is that
these are necessary to preserve small family farms, farming, rural labour and traditional ways of
life. However, data shows this is not true. Most of the subsidies go to large farms, often linked to
large agro-industrial companies.

Take a look at the data for US subsidies from 1995 to 2004*;

TYPE OF NUMBER OF % OF TOTAL % OF TOTAL SUBSIDY AMOUNT

AGRICULTURAL AGRICULTURAL AGRICULTURAL SUBSIDIES (PER AGRICULTURAL
FARMER FARMERS FARMERS FARMER)

Large 30,000 1% 25% More than $1,000,000
Medium 570,000 19% 65% Approx. $200,000
Small 2,440,184 80% 13% Less than $7,000

Subsidies can even have negative effects for small farmers. As subsidies make agriculture
more lucrative, they may increase the demand for land and, therefore, raise its price. When land
increases in value, it is necessary to make bigger investments in technology in order to keep
farming profitable. Eventually, it is more profitable for small farmers to sell their land to large
producers than it is to make such investments.

3.6. BETTER OFF BEING A COW THAN BEING POOR

‘The average European cow gets a subsidy of $2 a day (the World Bank measure of poverty); more
than half the people in the developing world live on less than that. It appears that it is better to be
a cow in Europe than to be a poor person in a developing country’.

Joseph E. Stiglitz, Making Globalization Work.

Source: Environmental Working Group's Farms Subsidy Database, ‘Total USDA Subsidies in United States’.
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3.7. FRUIT OR JAM?

If a country with an economy based in agriculture exports fruit, its income will be much lower than
if it exports the same fruit in the form of conserves or juice. These products have a significantly
higher added value than fruit has and, therefore, their prices in global markets are higher. Likewise,
it is more profitable to export vegetable soup than to export fresh vegetables, chocolate than
cacao or ground coffee than unprocessed coffee.

If international trade aimed at the development of poor and emerging countries, it would have

to make it easier for them to sell products with the highest added value possible in international
markets. As a result, the profits from such exports would increase significantly and these countries
would be able to boost agricultural industries, which would improve their economic development.

Nevertheless, rich countries have designed a rather unique kind of barrier for poor and
emerging countries. They set low tariffs for raw material and higher tariffs for the goods that are
manufactured from those same materials. The more added value a product has, the higher the
tariffs for it. Thus the term ‘progressive tariffs’.

These tariffs mean that products coming from poor and emerging countries with higher added
value will be more expensive when they get to rich countries’ markets and, therefore, not very
competitive. So, rich countries let non-manipulated raw materials from poor and emerging
countries enter at low prices — as is the case of fruit — but they openly jeopardise the agro-industry
in these countries — such as the conserve industry.

Progressive tariffs protect the agro-industry in rich countries, but they obstruct growing
industrialisation processes in poor and emerging countries, having an extremely negative impact
on their economic development.

3.8. PENALIZING VALUE

Progressive Tariffs

PRODUCT TARIFF (per kilo of product)
Oranges $1.90 cents

Oranges conserves $3.5 cents

Frozen orange juice $7.85 cents

Orange pulp $11.20 cents

Source: US Harmonized Tariff Schedule (2005).

62



63



Fundacié
Forum
Universal
de les

Cultures

3.9. YOU SHALL NOT PROTECT THE INDUSTRY

If subsidies and progressive tariffs disappeared, the income of poor farmers would improve
significantly. Even so, a country that lives off of agriculture — competitive as it may be in that
sector — will always have very limited prospects for economic growth. Salaries for rural jobs are
invariably lower than those for industrial ones. If a country wants economic progress, it needs a
developed industrial sector.

However, poor countries will never be able to create and develop their own industry if it is not
protected in the initial phases. For poor countries to enter world markets and sell in sectors
currently dominated by rich countries, they need to protect the markets from the already existing
industrial giants (typically Western) until their industries are strong enough to compete with them.

How can an emerging industry be protected? There are two ways: Putting tariffs on foreign
products with which they must compete, or through public subsidies. Through tariffs, new
industries can put higher prices on their products making it possible for them to cover their costs,
which in the initial phases are always higher than for already established foreign industries. With
subsidies, they can make investments and carry out research so they can become more efficient
and, as a result, be competitive in the future without the need for tariffs.

However, the ‘Uruguay Round’ - the agreement that will establish the rules of the game for global
trade — banned tariffs and subsidies for industrial products. Thus, the industrialization process for
poor and emerging countries is severely limited and, consequently, become a serious roadblock
for economic growth. If we want poor and emerging countries to develop, we have to allow their
industries to be protected in the early stages so they can be competitive in global markets.

3.10. KOREA: A CASE TO REMEMBER

‘[Until the 1960s] the comparative advantage of Korea was growing rice. But even if Korean
farmers became the most efficient rice producers in the world, their incomes would still be limited.
The Korean government realized that if it was to succeed in becoming developed, it had to
transform its economy from agriculture to industry’.

Joseph E. Stiglitz, Making Globalization Work.

In 34 years, Korea’s growth has equalled that of England’s in 160 years. As Paul Krugman
explains: ‘In 1963 South Korea was probably poorer than Britain had been in 1800 — poorer,
perhaps, that Britain had been since the seventeenth century. By 1997 the Koreans had reached
more or less the per capita income of Britain in the early 1960s.’
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That economic growth — one of the fastest in history — was possible due to a clever protection
strategy for emerging industries that started in 1963, and to a very high investment in education.
After just a few years, Korean high-tech industrial brands were already competing with large
Western companies for prominence in global markets.

Despite this, Korea’s economic success took place under a military dictatorship that brutally
repressed political freedoms and in a geo-political context largely defined by the cold war.
However, Korea is now a democracy and its income distribution is rather equitable.

‘At the end of the War, Korea was poorer than India; by the beginning of the 1990s, it had joined
the OECD, the club of the advanced industrialized countries. [...]JAs it emerged from the wreckage
of the Korean War, South Korea formulated a growth strategy which increased per capita income
eight-fold in thirty years, reduced poverty dramatically, achieved universal literacy, and went far in
closing the gap in technology between itself and the more advanced countries.

Joseph E. Stiglitz, Globalization and its Discontents.

3.11. WORLD TRADE: WHAT RULES DOES IT NEED TO BE FAIR?

World trade is ruled by three different situations: free market access, preferential market access
and non-preferential market access (tariffs).Markets in rich and emerging countries should be
completely open to products coming from poor countries and the latter should not have to do
the same with products from rich and emerging countries. This free access — as opposed to the
current situation — should be unilateral, non-reciprocal and without any economic or political
conditions.

Emerging countries should be able to establish preferential access among them for their products.
They should be able to extend this access to include as many products as they think convenient
and they should not be required to grant this preferential access to other countries, including rich
countries — as opposed to what the rules of the World Trade Organization currently state.

Rich countries should be free to lower tariffs on the products they trade among them as they
wish. However, they should apply the same reduction — or a bigger one - on tariffs on products
from emerging countries. They should also eliminate altogether the tariffs on products from poor
countries, not requiring reciprocity in either case.
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RICH COUNTRIES EMERGING COUNTRIES

Rich countries should be free to lower tariffs on Emerging countries should be able to establish
the products they trade among them as they wish. preferential access for their products among them.
However, they should apply the same reduction —or They should be able to extend this access to include
a bigger one- on tariffs on products from emerging as many products as they think convenient and they
countries. They should also eliminate altogether should not be required to grant this preferential
the tariffs on products from poor countries, not access to the other countries, including the rich
requiring reciprocity in either case. countries —as opposed to what the rules of the World

Trade Organization currently state.

POOR COUNTRIES

Markets in rich and emerging countries should be
completely open to products coming from poor
countries and the latter should not have to do the same
with products from rich and emerging countries.

This free access —-as opposed to the current situation—
should be unilateral, non-reciprocal and without any
economic conditions.

. Free Market Access ‘This reform replaces the principle of reciprocity for and among
all countries regardless of circunstances with the principle of

reciprocity among equals, but differentiation between those in
radically different circunstances (...) The reforms would cost
. Non Proforential Market Access the developed countries little (...) and developing countries
would benefit enormously*

Joseph E. Stiglitz. Making Globalization Work.

Preferential Market Access






Natural
Resources

A substantial part of the poverty in the world could be eradicated if we were
o put an end to the so called ‘curse of natural resources’ - the long stream of

calamities that afflict countries blessed with abundant natural resources. The
light to control them often ends in civil wars and dictatorships, widespread
corruption, and environmental disasters.
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4.1. THE PARADOX OF ABUNDANCE

Diamonds, gold, coltan, tin, copper, gas, petroleum... Very poor countries abound in these
highly prized minerals and fossil fuels countries that are often poorer than others with no mineral
resources. Why is it that societies with richer natural resources are those with a more miserable
economy?

There is a sad logic to this state of affairs, known as the ‘paradox of abundance’. When exported,
these natural resources create huge fortunes but, at the same time, they can be easily controlled
- by means of force — by a minority in the country of origin. Thus, the fight to control them often
ends in civil wars and dictatorships.

Multinational companies in rich countries that are interested in the exploitation of these resources

sometimes support these conflicts or dictatorships from behind the scenes. Such companies |
may also obtain their exploitation rights by means of bribes, something easy due to the corrupt

administrations that have their roots in the colonial system. Sometimes these companies also

cause environmental disasters during the extraction process.

Furthermore, the prices of these resources on international markets are normally very unstable and
their export increases the value of the local currency, thus damaging other export sectors.

All these problems have led some to talk about the ‘curse of natural resources’. Is this an
inevitable fate? Or is it the consequence of bad decisions that could be avoided? A substantial

part of the poverty in the world could be eradicated if we were able to put an end to this ‘curse’.
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4.3. THE PRICE OF ABUNDANCE AS THE PRICE OF WAR

In many countries that produce petrol, minerals or precious stones, it is not odd for a minority
to get control of the state and institute a dictatorship with the aim of appropriating these
resources and the benefits of its exports. It is no coincidence that countries rich in natural
resources are more likely than others to fall into dictatorial regimes, which are often very cruel
in order to maintain their power.

Furthermore, these countries have exaggerated and unjustifiable levels of inequality. Very
progressive taxes are required for a country to achieve a very egalitarian distribution of
income. Yet according to economic theory, such taxes may impair the kind of incentives

that support economic growth and end up impoverishing the country that establishes them.
However, for countries rich in natural resources, growth does not depend on these kinds of
incentives at all. They could have the most redistributive tax system in the world and be the
most egalitarian and they would grow the same. However, dictatorships make them the most
unequal on the planet.

The most dramatic situation occurs when two minorities clash violently to control the state
and a civil war breaks out, which in reality is simply a conflict over the control of resources.
This has happened repeatedly in Africa since its decolonisation.

If natural resources are concentrated in a certain region of the country, civil war often takes
the form of a struggle between local movements pursuing secession and the government,
which fights to maintain control over those resources and normally prevents the inhabitants of
the region from benefitting from them.

Nor is it a coincidence that most of the poor countries that have experienced a civil war or
separatist conflict in recent decades are also countries rich in resources.

In a civil war as well as in a dictatorship, the control of natural wealth is a source of funding for
acquiring weapons, whether to continue fighting or to maintain dictatorial repression. In a way,
it is a vicious circle: the natural resources are both the reason and the objective of the conflict

and the source for funding it and prolonging it.

To prevent dictatorships and civil wars, poor countries that are rich in resources must work
to build democratic states, with solid institutions, multiparty systems, a free press and

an independent judiciary. To avoid spending on weapons, they should pledge to devote a
significant portion of their export earnings to health, education and infrastructure.

Meanwhile, rich countries, that hold the biggest arms industry in the world, should strictly
regulate trade to prohibit the purchase of military equipment by dictatorial states or parties
to a civil war. Moreover, mineral products should be certified to ensure that they do not come
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from a country in civil war and the sale of uncertified products should be banned so that
nobody in rich or poor countries may obtain any economic benefit from an armed conflict.

If countries refuse to take on these basic commitments, whether rich or poor, there is a
powerful mechanism to overcome their resistance: trade sanctions. The world trading system
should serve to isolate states, whether rich or poor, that turn natural resources into a curse.
Only in this way will they be of benefit to all the inhabitants of the countries that possess
them.

Multinational companies and bribes: corruption takes always two

Dictatorships and civil wars in poor countries often collude with multinational companies that
use disputed natural resources as raw materials for their production. Most of these companies
are headquartered in Western countries.

If these countries had democratic governments and stability, they would try to obtain the
maximum revenue to fund policies serving the general welfare of the population. In this case,
the interests of the poor country’s government (the seller) and of the rich country’s company
(the buyer) would be at odds. Therefore, the price of the resources would be determined by
the logic of supply and demand.

However, if a dictatorial or corrupt minority governed these countries, it would be quite willing
to sell its natural resources at a more favourable rate for multinational companies if it could
keep a significant amount of the profits from these sales in return and thereby accumulate
immense private fortunes.

In this case, the interests of the corrupt governments and the multinational companies concur:
the governments have no problem selling below the market price in order to enrich themselves
and stay in power and the companies have no problem supporting dictatorial governments or
even fomenting civil wars in order to buy cheaper and attain immense profits that they would
never obtain in a democratic and peaceful situation.

Something similar happens with bribes. A multinational company can make huge profits if a
state official of a country possessing natural resources lowers the price to be paid in exchange
for their exploitation. This state official may become rich from what is nothing more than a
small bribe for the company. The company pays little and wins a lot. The official becomes rich
at the price of impoverishing the country’s population.

Furthermore, today when the price of natural resources rises in world markets, producing
countries often continue to receive the same revenue as before and multinational companies
appropriate the difference in price.
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In addition, in their quest to maximise profits, Western multinational companies that exploit the
natural resources of poor countries sometimes tend to have a rather lax environmental policy.
As a result, countries that have been treated better by nature are those that run a greater risk
of suffering serious environmental damage and ecological disasters.

What can rich countries do about this, since most multinational companies come from them?
To prevent a corrupt or dictatorial minority from appropriating resources, they must make
development aid conditional upon the states’ proper use of the revenue they obtain from
exporting their natural resources.

To ensure a fair price, international institutions should guarantee that Western multinational
extractive companies generally pay more to countries where they are established in exchange
for extraction rights. When prices rise, the difference in revenue should go to the country, and
not to the company.

To prevent corruption, we must promote international standards for transparency, including
tax penalties for companies that have paid dubious commissions and bribes, the abolition

of tax havens and the enactment of anti-bribery laws. Meanwhile, countries with natural
resources must build states of law with solid institutions and guarantee their citizens’ right to
information, which is the best antidote against corruption.

Finally, to prevent environmental damage, rules should be established requiring multinational
companies to pay the costs of and repair environmental damage stemming from their actions
and some sort of international agency should be created to enforce them.

Economic disadvantages

There are some strictly economic problems that are also regularly associated with an
abundance of natural resources. Two are the most frequent: instability and the so called
“Dutch disease”.

INSTABILITY. Although they are determined by the law of supply and demand and come from
politically stable countries, the prices of natural resources in international markets often vary
widely. For prices to oscillate unpredictably, there is no need to be bribery or a dictatorial
government in a country, or even civil war. Petrol is the best known example: in recent years,
its price has risen and fallen sharply in just a few months. However, the same has happened
with copper and tin.

If the price of these products varies constantly, the countries that obtain a very important part
of their income from exporting their natural resources run the risk of seeing their economy

go from boom to a permanent decline. They do not have the chance to enjoy stable and
sustained economic growth. This is why “managing economies rich in natural resources is
difficult due to the variability of the revenue coming from exports”.
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The “DUTCH DISEASE” is the name that economists have given to the other problem that
affects countries rich in natural resources. Typically, these countries are paid for their exports

in dollars. When these dollars are exchanged for local currency, it appreciates, meaning that

its value increases compared to the dollar. This hurts economic sectors devoted to exports,

because when a country’s currency appreciates, its products become more expensive in

international markets. Therefore, at the same time that natural resources make a country

richer, the drop in the rest of its exports makes it poorer.

What can countries rich in natural resources do to combat price volatility? When prices are

high, they should save part of their income and allocate it to a “stabilisation fund”. Then, when

prices fall, they will be able to spend this “fund” to prevent the economy from declining.
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What can they do to avoid the “Dutch disease”? The solution is simple: they must not
exchange the dollars obtained from exports for local currency. In that case, however, what
will the countries do with all those dollars? For instance, they can pay for their imports or
make investments abroad. Dollars obtained abroad are best spent abroad, whether through
purchases or investments.

Given these two risks, the lesson is clear: only through their intelligent management can
natural resources become an real source of wealth and prosperity for the countries possessing
them and not a curse — though in this case, a strictly economic one.

L.4. WHO DO WE SUPPORT?

‘There is one overriding problem: the well-being of the resource-rich developing countries
depends on how much they get for their resources; the well-being of the rich corporations of
the advanced industrial nations depends on how little they pay for them. This is the natural and
inevitable conflict that we have identified at the center of the paradox of plenty. Where will the
people of the developed countries and their governments stand? In support of the few in those
countries who own and run the rich corporations, or in support of the billions in the developing
nations whose well-being, in some cases, whose very survival, is at stake?’.

Joseph E. Stiglitz, Making Globalization Work.
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Pharmaceutical
Patents

he pharmaceutical industry is the most profitable industry in the world. Its
profits, which are greater than those of the rest of the business community, are
based on patents. It is claimed that patents are a guarantee that new drugs
ill be developed, but the facts tell a completely different story — and, again, it
is poor and developing countries which stand to lose in many ways, not least
because pharmaceutical companies hardly do any research on the world’s most
deadly diseases, which the poor countries suffer from. It is also claimed that
patents foster innovation, but here again reality contradicts the theory: patents
prevent the spread and use of knowledge and thus, since almost all innovations
build on earlier innovations, slow down overall technological progress. This is
not to say that intellectual property should be abolished altogether but, rather,
hat there is a need for a better balanced intellectual property regime. And that
measures should be devised - such as the World Patents Rescue Fund proposal
to make generic drugs available to poor countries which cannot afford them
because of patents.
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5.1. THE STORY OF PATENTS
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5.3. LIFT THE CARPET!

Is it true that patents are always a guarantee for the development of new drugs? In many cases,
the legitimacy and need for patents are clearly questionable.

Do not step on others’ toes

Every year 120,000 patents are registered in the world. It is impossible for researchers to know
which ideas are patented and which are not. Researchers progressing in their study may breach
protected patents by another researcher without even knowing about it, not because the new
researcher copies old findings but because s/he finds something without knowing it has already
been patented.

For this reason, many researchers do not want to work in fields where there already are many
patents, even if there are also many discoveries to be made. This means there are many gaps left
unstudied and this innovation affects as a consequence.

Innovation without patents

Historical experience shows that there can also be research without patents. In Switzerland,
intellectual property did not exist until 1907 and in Holland until 1912. Despite this, there were a
great number of very important scientific and technical discoveries in these countries prior to this
date. Patents are only a part of the necessary guarantees for research.

Public research

There are two types of research: basic research mainly carried out by public universities and
institutions produces many of the new discoveries; and applied research, which intends to turn
these general discoveries into specific drugs.

‘The current system for funding research is inequitable and inefficient. Under the current system,
basic research is funded by the government and the private sector brings the drugs to market.
Once the drugs come to market, the companies make a huge profit. * (Joseph E. Stiglitz)

Bio-piracy

In the last few decades, some western pharmaceutical companies have patented plants and

the products derived from them from southern countries, which are used to prepare traditional
ancestral remedies. By doing so, they are claiming rights to knowledge they have not discovered,
just because nobody had patented it before. This knowledge already existed many centuries
before the appearance of the expensive western laboratories.
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Almost half of the 4,000 patents of plants in the United States are taken from the traditional
knowledge of poor countries. These types of patents do not in any way promote innovation and
scientific progress. Rather the other way around, they end up preventing traditional peoples from
being able to continue to use cures they have used over centuries. The current patents system
‘gave U.S. and European corporate interests a license to steal their intellectual property — and then
charge them for it -'. (Joseph E. Stiglitz)

False innovation

When an already existing drug is improved, it is considered a new product — an incremental
innovation -, which gives the company the right to renew the patent for a further twenty years. But
if these improvements are superficial changes that do not entail any therapeutic benefits — such
as changing over from a tablet to a soluble formula — there is no incremental innovation but simply
a perpetuation, which should not give a company the right to renew the patent. Pharmaceutical
companies often try to camouflage these perpetuations as true innovations in order to extend
patents that are about to expire.

Diseases of the poor, forgotten diseases

Poor countries suffer from the world’s most deadly diseases. However, to pharmaceutical
companies research in health is a business and therefore they hardly do any research on these
diseases. They rather focus on the health problems affecting rich countries: impotence, obesity,
depression, etc. It is the purchasing power of the population, and not the seriousness of their
illnesses, that dictates the research of private companies.

Pharmaceutical companies allocate only 10% of their research budget to diseases that cause
90% of the deaths in the world each year. Finding a vaccine against malaria — a disease causing
1,800,000 deaths every year — has been requiring hundreds of millions of dollars for some years
now. All this money is coming from governments and non-profit foundations — among which that
of Bill Gates, one of the richest men in the world.

Pulling ahead of public research

Publicly funded universities and centres carry out research that, when fruitful, may have great
impact on scientific and technological progress. However, private companies sometimes compete
with public institutions by carrying out identical research simultaneously in a race to be the first to
discover something new. If they succeed, they can patent their finding.

This competition has very negative effects. After all, the innovation would be the same without
private participation. But if the findings are patented, they remain out of society’s reach. Private
companies should abstain from researching the same fields public institutions do, so as to allow
the inventions discovered by public initiatives to be within everyone’s reach.
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Advertising

The largest part of pharmaceutical companies’ expenses is not on research but on advertising.
And most of their research budget is not invested in inventing new drugs to cure diseases but
rather in new drugs that are related to life style: hair loss, impotence, etc. Therefore, the money
that pharmaceutical companies get from patents is not invested in socially needed innovation but
in advertising and research on things that are hardly priorities. Should we pay the cost of patents if
we do not receive true healthcare improvement innovation in exchange?

Record profits

According to the World Health Organisation, ‘ from 1995 to 2002 the pharmaceutical industry was
the most profitable industry in the United States, measured by the median net profit after tax as

a percentage of revenues. In 2003 [...] [it] retained profitability at a margin of 14%, three times
higher than the median for all Fortune 500 companies that year. ** What are patents for? Are they
supposed to make research viable or to ensure the pharmaceutical sector has the greatest profits

in the business world?

S.4. PATENTS: ENEMIES OF INNOVATION?

A patents system that does not offer enough protection to discoveries will slow down innovation
and research. But a patents system that overprotects discoveries will also be detrimental.
Obviously, achieving this balance is not easy, but many people believe — some economists,

the governments of poor and emerging countries or social movements around the world — that
this system is now unbalanced and it favours private companies, on which part of the research

depends.

As Stiglitz explains, ‘There will always be a need to balance the desire of inventors to protect their
discoveries, and the incentives to which such protection gives rise, and the needs of the public,
which benefits from wider access to knowledge, with a resulting increase in the pace of discovery’.
In fact the author himself firmly states that: ‘Because patents impede the dissemination and use of
knowledge [...] and since almost all innovations build on earlier innovations, overall technological

progress is then slowed’.

Joseph E. Stiglitz, Making Globalization Work.

‘Innovation is important; it has transformed the lives of everyone in the world. And intellectual property
laws can and should play a role in stimulating innovation. [...] However, poorly designed intellectual
property regimes not only reduce access to medicine but also lead to a less efficient economy, and may
even slow the pace of innovation. The enervating effects are particularly acute in developing countries’.

*‘WHO, Public health Innovation and Intellectual Property Rights, Report of the Commission on Intellectual Property Rights, Innovation and Public

Health (April 20086)
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‘Universities thrive on a free flow of information, each researcher quickly building on the work of
others, typically even before it is published. If every time a researcher had an idea, he ran down to
the patent office, he would spend more time there — or with his lawyers — than in his lab’.

Joseph E. Stiglitz, Making Globalization Work.

‘A balanced intellectual property regime is one that pays attention not only to corporate interests
but to academia and consumers. Drug companies claim that without strong intellectual property
protection, they would have no incentive to do research. And without research, the drugs that
companies in the developing world would like to imitate would not exist. But the drug companies,
in arguing this way, are putting up a straw man. Critics of the intellectual property regime are, by
and large, not suggesting the abolition of intellectual property. They are simply saying that there is
a need for a better balanced intellectual property regime’.

Joseph E. Stiglitz, Making Globalization Work.

5.5. WHO IS AFRAID OF MULTINATIONAL COMPANIES?

As an exception, when poor countries have a health emergency they must be able to produce or
import generic drugs, even when their patents are still in effect. All the governments of the world
agreed to this at the World Trade Organisation in 1994. The aim of this agreement was to prevent
sick people in those countries from dying because they do not have access to medicines that exist
and can cure them but which are too expensive.

However, since this agreement came into effect, the large pharmaceutical companies have
taken to court all those countries that have dared to put it into practice. South Africa, Malaysia,
the Philippines, Kenya, India, Brazil... all of them have had to bear the onslaught from the
pharmaceutical industry and the governments of rich countries which respond to their influence.
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5.6. RESCUING PATENTS

Patents make many drugs unaffordable for poor countries. There, sick people die because they
do not have access to drugs that exist but which they cannot pay for. However, were it not for
patents, many drugs would not have been discovered and sick people in these countries would
die just the same.

Is there a solution to this sad paradox poor countries are immersed in when intellectual property
rights apply to pharmaceutical research? There is, and it is a relatively simple proposal: a World
Patent Rescue Fund.

This Fund — which would need to be public and could be linked to the World Health Organisation
- would do two things. To begin with, it would enable patents for drugs that are already on the
market to be bought from the companies that invented them. Once ‘rescued’, these patents would
no longer be in effect and generic drug companies would be free to manufacture these same
drugs at a lower price.

Furthermore, this would enable pharmaceutical research to address diseases that occur
exclusively in poor countries, those that affect hundreds of thousands of people but that are not
investigated because the drugs that could cure them would not be commercially profitable. If the

Fund promised to pay in exchange for these patents before they were invented, research on this
would become a profitable business even if sick people who would benefit from it could not afford
to buy the results.

This way of eliminating patents by means of a ‘rescue’ would not deter innovation but further it.

It would be innocuous for the big pharmaceutical companies that carry out research: they would
receive a sum all at once instead of getting a gradual return on their investment through the
market. The Fund could be financed with some newly created world taxes — the same as the World
Fund against Poverty — that would guarantee predictable, stable, and sufficient funding.
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Foreign Debt

Poor countries ask for loans from rich countries in order to finance their
economic growth. These loans are what is known as ‘external debt’. If the
borrowing countries’ investment do not work out, or if their pay-back capacity
is undermined by factors they cannot control (such as unpredictable changes
in the interest or exchange rates due to extremely unstable global financial
markets), their external debt becomes unsustainable. When this happens, the
burden falls on the debtors but not in the creditors, although arguably the latter
can evaluate loans risks with greater accuracy than the former: a responsible
creditor would never give too risky loans. However, debtor countries are forced
0 pay at any cost, while rich countries’ bans do not contribute in any way to
ease the problem. So, as Joseph E. Stiglitz puts it ‘Taxpayers of a poor country
end up paying for the miscalculations of moneylenders of the rich country’:
ince external debt is a serious obstacle to economic growth and to poverty
eradication in the indebted countries, and since a large part of this debt will
never be paid because debtor countries are too poor. Condonation (that is, the
of the debts) seems the only reasonable option.
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6.1. LOANS FOR GROWTH, DEBT FOR POVERTY

Poor countries don’t have enough money to finance the necessary investments to boost economic
growth and overcome poverty. Through history, these countries have reached out to rich

countries — to their private banks, their governments or to the international organizations under
their control — in order to obtain loans. This is the origin of the foreign debt of poor countries.

However, these investments haven’t always been a success and sometimes the economy of poor
countries has not experienced growth. Sometimes the local economy has actually improved but
population has increased and the per capita income is lower as a result. In such cases, these
countries are as poor as they were before receiving a loan but now they are in debt and don’t

know how to pay it off.

Consequently, poor countries often feel forced to assign an important part of their budgets to

pay the interest of their loans. When poor countries spend their — very scarce - public revenue on
paying off their foreign debt, they cannot invest it in guaranteeing a basic standard of healthcare
or education for their population. Furthermore, when the most basic social needs are not covered,
economic growth is impossible. This creates a paradox: international loans that were supposed to
be a source for economic development end up slowing it down.

6.2. CHEAP THINGS COST YOU MORE IN THE LONG RUN

You could think that foreign debt only becomes a problem if countries are careless when getting
into debt. However, history shows that a loan that was reasonable when contracted can become
unsustainable due to factors that indebted countries can’t control — namely the evolution of

interest rates and exchange rates.

Financial markets, which establish the interests of loans, can cause drastic and unpredictable
changes in interest rates. If interest rates are doubled, the interests to pay for loans will be doubled
as well. Therefore, a loan that was reasonable can become dramatically expensive. Moreover,

poor countries usually contract international loans in dollars. When the exchange rate between the
dollar and the local currency changes and dollars become more expensive, loans also become
more expensive and there is nothing the indebted country can do about that.

When global financial markets were stable, foreign debt was not a serious problem. However,
since the 1970s, these markets advanced towards liberalization and deregulation and became
extremely unstable as a result. Since then, fluctuations in interest rates and exchange rates have
been constant. This is why foreign debt in poor countries became unsustainable: it is the result of

a financial deregulation they cannot control.
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6.3. WHO SHOULD ASSESS THE RISK?

If poor countries — and many emerging countries — accumulate a huge amount of foreign debt they
cannot pay off, it is because they have been granted too many loans for years. It may seem that
responsibility for excessive debt always falls on the indebted country but creditors granting the
loans — banks of rich countries, their governments or international financial institutions — are also
to blame.

There is a key difference between countries that need a loan and those who grant loans: creditors
can assess the risk involved in a loan much more accurately than debtors would.

Poor countries are always in a tragic situation and, therefore, they will rarely resist the chance of a
loan: ‘they are an easy victim for anyone who is willing to let money’ (Joseph E. Stiglitz).

Although a responsible creditor should never grant loans that are too risky, western banks focus
only on the profits to be made when granting loans without considering whether the beneficiary
country can pay them back. Thus, excessive debt is also a consequence of the inability of banks
and creditor countries to properly assess the risk involved when granting loans to poor and
emerging countries.

However, responsibility for foreign debt currently falls exclusively on countries receiving the loan,
never on those granting it. Indebted countries must pay their loans back at any cost and rich
countries and their banks don’t contribute to finding a solution. As Joseph E. Stiglitz explains, ‘[t]
axpayers of a poor country end up paying the calculation mistakes of moneylenders (banks) of the
rich country’.

6.4. 0DIOUS DEBT

What happens when poor countries requesting loans are under a dictatorial government?
During the Cold War, Mengistu’s Ethiopia, Mobutu’s Congo or the corrupt military in Niger — just
to mention three examples — received millions in loans from banks and governments of rich
countries. This money was used to finance their repressive policies of atrocity against human
rights, or to accumulate huge personal fortunes.

After the fall of these dictatorships, new democratic governments inherited the debt contracted by
the dictators. Supposedly, the loans should be repaid with the taxes citizens pay, but it is rather
immoral to demand that people pay back the money that was used to repress them. Thus, this is
known as ‘odious debt’. Chileans are currently paying back debts contracted by Pinochet, and
South Africans are paying back debts from the Apartheid governments.
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When countries transition from a dictatorship to a democracy, ‘odious debt’ should be canceled
automatically and unconditionally and this should be formally established by the United Nations.
Doing this would not only put an end to the current ‘odious debt’ but it would also stop new ones
being contracted in the future as creditors would not risk granting loans to dictators knowing the
debt will not be paid back if the dictatorship falls.

6.5. CONDONATION OR CONDONATION

There is a very simple and effective solution to the problem of foreign debt in poor countries:
condonation. This means that creditors write off the debt and it is cancelled. There are two
powerful reasons in favour of condonation. The first one is that foreign debt is a serious obstacle
to economic growth and the eradication poverty in indebted countries. The second one is that

a large part of this debt will never be paid off because indebted countries are too poor to do so.
Condonation is not only good for social progress: it is the only reasonable option.

For years, there has been a movement of advocates for debt condonation, which gathers
thousands of civil society organizations, political, intellectual and academic leaders, etc. In 1996,
the international community boosted a programme of condonation for Heavily Indebted Poor
Countries (HIPC). However, the record of this programme is not fully satisfactory:

1999: Only three HIPC were approved for debt condonation because the requirements imposed by
the IMF were very strict and didn’t apply to most countries.

2000: Jubilee 2000 begins its mobilizations; it is a big international movement demanding
unconditional debt condonation for HIPC.

2005: G-8 decided to condone 100% of debt of the 18 poorest countries of the world (14 of these
were African)

Despite all this, the HIPC Programme is not advancing fast enough. The problem with foreign debt
needs to be addressed more efficiently and the HIPCPprogramme extended to more countries.
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Tax Havens

Some countries in the world are known as ‘tax havens’. These countries harbour
inancial institutions and banks (often created by the big global banks) where
non-residents can deposit funds under conditions of secrecy and tax-free
arrangements. This being so, they are an open door to massive tax evasion

rom individuals, companies and criminal networks: yearly uncollected taxes
rom the tax-haven deposits amount to 25% more that what would be needed
o eradicate extreme poverty in the world. There are about 60 such tax havens
in the world, 12 of which in Europe. Technically, to abolish tax havens is not
complicated: it just requires political will and financial corporations.
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7.1. SUNNY PLACES FOR SHADY PEOPLE

There are some states in the world where citizens and companies from other countries can
establish their legal residence — even when they do not live or carry out any activity there — and
which allow these ‘non-residents’ to enjoy the state’s financial legislation as well as its tax law.

These countries have two closely linked characteristics that make them different from other
countries. On the one hand, there is legal opacity: bank secrecy is guaranteed. That is, the
possibility of having a completely anonymous account in any of the financial entities established
there, often created by the leading world banks — namely the large western banks.

On the other hand, their tax laws are either limited or non-existent regarding non-residents, who
don’t have to pay taxes for their economic activities or the money they have in the local banks.
Thus the name ‘tax havens’. There are currently 60 tax havens around the world: 20 are little
islands in the Caribbean and 12 are in Europe.

Cayman Islands
45,000 inhabitants
600 banks and 60,000 residing companies

British Virgin Islands
22,000 inhabitants
360,000 residing companies

Switzerland
Its banks hold 35% of the world’s private funds.

7.2. NOT ALL TAX HAVENS ARE THE SAME

The Tax Justice Network is the main world network working on the study and denunciation of
tax havens. In 2009, this group created a scoring system that enables the identification and
classification of tax havens in order of importance.

This system — called Financial Secrecy Index (FSI) — is based on two measurements:

- Secrecy score of each tax haven (from 1 to 100), which is determined by its financial and tax
legislation

- Their weight within the global financial markets; that is, their share in global financial activities
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the FSI. With the FSI (between 0.01 and 1,500 points), we can know each tax haven’s contribution to
the global financial secrecy activities — illicit, evasion or criminal — carried out every year.

The two measurements are combined by multiplying the secrecy score and the weighting to produce

Let’s see an example. United Kingdom (with heavy weight of the City of London) is moderately

secretive (scoring 42 over 100), but it has a huge weight in the global financial system. The |
Bahamas is very secretive (scoring 83 over 100) but its weight in global finances is very low.
Therefore, the City scores much higher than the Bahamas in the FSI because the total number of

secretive financial activities carried out each year in the City is much higher than in the Bahamas.

Financial Secrecy Index (FSI)
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7.3. AVOIDING INSPECTORS

Tax havens are an open door to mass tax evasion: foreign companies and citizens establishing
their residence there stop paying their taxes to the Internal Revenue of their own countries. Often,
the world’s large companies transfer their profits there — through their bank networks, lawyers and
advisers - to create shady and complex financial structures that enable them to avoid their tax
obligations.

Estimates indicate that a third of the world’s assets are in tax havens, avoiding taxation and half of
the global trade transactions go through them. Therefore, there is a mass tax evasion carried out
every year from these tax havens against the rest of countries.

Losses in tax collection due to tax havens are estimated in $250 billion every year, much more
than the amount needed to eradicate extreme poverty all over the world. Financing the World Fund
Against Poverty would take about $180 billion a year.

7.4. LAUNDERING DIRTY MONEY

Due to bank secrecy - that is, to the opacity endorsed by the very legislation used in tax havens —
the governments of these states do not know the identity of the account holders using the banks

of the country, nor where the money hidden there comes from. Tax evasion is possible due to this
lack of transparency.

Furthermore, bank secrecy makes tax havens a common hiding spot for ‘dirty money’ — money
obtained illegally — and for the profits of criminal activities: arms and drug dealing, human traffic,
international terrorism or political corruption and bribery. Tax havens are often used to ‘launder’
this kind of money, that is, to put it back into the economic flows as legal money.

7.5. FAREWELL TO TAX HAVENS

Technically, the eradication of tax havens is not very complicated. Bank secrecy should be
eliminated: all the states of the world should guarantee a complete and automatic exchange of
financial and tax information among their tax and judicial authorities. Information such as the
economic beneficiaries of all bank or investment accounts, or verified accounts of all significant
economic institutions, showing turnover and taxes paid in each fiscal jurisdiction.

If the states that currently are tax havens don’t renounce to bank secrecy, other countries should
impose sanctions on them. They should completely ban any financial activity of its companies or
citizens with the banks established in such states.
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Furthermore, unfair tax competition should be stopped, applying the ‘residence principle’
everywhere regarding fiscal obligations of companies and people, or otherwise applying tax
harmonization on a global scale for high-mobility capital, both for large corporations and for large
fortunes.

7.6. LISTS CREATED TO ABSOLVE

Nowadays, nobody would dare to defend tax havens publicly. Most governments claim to be in
favor of the disappearance of tax havens, but then give in to the pressure from large financial and
business groups that exercice their power from the shadows.

As a result of the 2008 financial crisis, countries in the G-20 group claimed they would advance
the abolition of tax havens. In 2009, the OECD, at the request of G-20, elaborated a classification
system of tax havens into three lists:

- Black list: countries that have not yet committed to respecting the international standards of
financial and tax information exchange.

- Grey list: countries that have committed to respecting the standars, but still have not had any
significant progress inputting them into practice.

- White list: countries committed to respecting the standards and who are already doing so.

However, these international standards are so basic that they do not actually entail the effective
disappearance of bank secrecy. Therefore, it is extremely easy to get to the grey list from the black
one, or from this one to the white list. On April 2009, the OECD had 4 countries in the black list,

38 in the grey list and 40 in the white. On August 2011, the black list was empty, there were only 6
countries in the grey list, and 87 in the white one.
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Financial
Markets

Free movement of capital is a constant source of instability for the world
economy. Investors arrive one day in a country they think is attractive enough to
invest in and leave the next day if they think it is unsafe to stay: they stampede
in and they stampede out. Undoubtedly, the world would be a more prosperous
and safer place if financial markets were regulated rather than unregulated,
hich is what neoliberal economics have been promoting since the 1970’s.
Not surprisingly, the story of financial markets over the last two decades in the
tory of a long series of crisis. Some or most of these crises are ‘self-fulfilling
prophecies’: when investors believe that a country with economic problems
ill end up in a bad way, they run away and the country’s economy crashes; on
he contrary, if they think a country is going to do well despite the difficulties,
hey stay and the country can come through. Financial markets tend to confirm
heir own expectations, so countries that have established controls of their
international flows of financial capital (such as China) have been overall the most
uccessful economically. An alternative solution is the Tobin tax: a financial-
ransaction tax that penalizes short-term speculative investments and promotes
investment in the productive economy. The fact that the Great Recession of
2008 has hit rich countries may mean that demands for deep reforms in global
inancial markets could now have a better chance of succeeding.
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8.1. FINANCIAL GLOBALIZATION

Financial capital should be used to finance a productive economy. However, since the 1970s
international financial markets entered a new era of deregulation. From then on — due to new
communication technologies and protected by neoliberal economic policies - financial capital is
completely free to move through the different stock markets in the world, aiming only at achieving
the greatest profits in the shortest time possible.

An immeasurable amount of money administered by banks, mutual funds and high-risk funds

— called hedge funds — moves within this global financial network, buying and selling currency,
shares, public debt, derivatives or futures, often at light speed. Most of the time this money is not
used for productive investments but rather for merely speculative operations that will provide great
profits without generating any wealth.

Free circulation of capital has been a constant source of instability for world economy as a whole
for decades. Just as investors arrive in mass to countries that seem attractive to invest in, they
also flee in mass when there is an episode of financial panic. Their behaviour is similar to a herd of
buffalos: at the first unsettling sign, they stampede out, usually in an irrational way. Clearly, global
economy would grow at a faster and more stable pace — and the world would be safer and more
prosperous — if financial markets were properly regulated.

8.2. TWO DECADES OF PANIC

The story of the financial markets in the last two decades is the story of a long list of crises, one after the
other, and the governments and international institutions have not been able to stop them. These crises
begin in a specific country, but often inevitably spread on a global level to the whole financial system.
This is why they are considered systemic crises: crises of the global financial system as a whole.

Most often, financial crises harshly stroke the economy of poor and emerging countries but, sometimes,
rich countries have also suffered the consequences of financial markets that are unstable, and badly or
low regulated. The most significant financial crises of the last 20 years were the following:

1992: United Kingdom (forced to exit the European Monetary System)

1994: Mexico

1997: Thailand, Malaysia, Indonesia, Korea, Philippines, Taiwan and Hong Kong
1998: Russia

1998: Brazil

1998: Crisis of one of the main hedge funds (LTCM) of the United States

2002: Argentina

2008 - 2011: Great Recession, with its epicenter in the United States and Europe
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8.3. TWO WAYS OF ORGANIZING THE GLOBAL FINANCIAL
SYSTEM

There are two options to organize the financial system and the international monetary system - two
closely linked systems.

The first one is allowing the free circulation of financial capital through different countries of the world,
without the need for an authorization from the governments of the countries where capital will be invested.
For this to be possible, investors acting in financial markets must be able to buy and sell currency of
different countries with complete freedom. Consequently, the exchange rate for the affected currencies
will change constantly, depending on how much investors want to invest in a given country and, therefore,
depending on the demand for the currency of that country. This model - known as floating exchange rate
regime — is the predominant one in most countries, led by the United States, since the 1970s.

The second option prioritizes monetary stability by preventing the constant and uncontrollable variation of
exchange rates, given that this lack of stability does not help economic growth. However, unless further
steps are taken, the currency of the countries that favour this option will be an easy prey to speculators.
Therefore, these countries need to establish restrictions to the inflow and outflow of international financial
capital. This entails that financial capital will not flow freely; it will be controlled by the government when it
is invested. This model of fixed but adjustable exchange rates was predominant in the world from 1944 to
1971, a period known as the ‘Golden Age of Capitalism’, and is currently used in some countries such as
China.

8.4. WHAT OPTION IS ‘THE LEAST BAD’?

Given that, theoretically, the inflow of financial capital is the key to economic growth and the mode! of
fixed but adjustable exchange rates makes this inflow more difficult, this model would be detrimental

to economic growth. Furthermore, the control on capital inflow may favour corruption on some political
systems. Therefore, the model of floating exchange rates clearly seems to be more beneficial to help the
growth of a country.

However, though this model of floating exchange rates may be more or less beneficial for rich
countries, it entails disastrous risks for poor and emerging countries, as they easily become victims
of the wicked dynamics of ‘self-fulfilling prophecies’: when investors believe that a country with
economic problems will crash, they flee and the economy of that country ends up actually crashing.
However, if investors believe a country will do well despite its difficulties, they won’t leave and that
country will come through thanks to this. Financial markets seem to self-fulfill their own expectations.

That is exactly what happened in the financial crisis of Southeast Asia in 1997. Countries that
had been the favourite destination of international financial capital were abandoned overnight: in
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Indonesia, Thailand, the Philippines and South Korea, the GDP collapsed and unemployment rates
in some cases tripled in a few months. Malaysia was the country that better survived the crisis,
imposing controls on capital to fight it.

8.5. A FIREFIGHTER EXPANDING

The model of floating exchange rates shouldn’t necessarily be so catastrophic for poor and
emerging countries. When a country has problems and investors begin to leave, the local currency
should start to devaluate. This should make business appealing to foreign investors again as
investments would be cheaper with a devaluated currency. Therefore, devaluation will stop and
economic growth will restart. Thus, the monetary and financial systems will automatically stabilize.

However, the role of the IMF in the 1997 Asian crisis prevented this automatic stabilization
mechanism from working properly. When the crisis started, the IMF intervened with rescue

plans that were aimed at ensuring minimum losses for the fleeing foreign investors, rather than

at avoiding a recession in the countries involved. The countries in crisis were forced to keep
exchange rates artificially high: this is the only way to guarantee that capital leaving a country will
not lose value. However, despite avoiding a moderate devaluation, the IMF stopped the return of
investments and growth.

The crisis was ultimately much worse than it would have been without the intervention of the IMF.
It is unacceptable that, when a financial crisis explodes, the IMF aims its rescue plans at saving
foreign investors — banks from rich countries — rather than at helping companies and workers from
the emerging country in crisis.

8.6. CONTROLS OF CAPITAL

The history of financial crises offers some lessons. The Asian crisis (1997) revealed that the

model of floating exchange rates is rather reckless: emerging countries become victims of the
‘self-fulfilling prophecies’. However, crises as the one in Argentina (2002) or the one in the United
Kingdom (1992) showed that when countries use the model of fixed exchange rates — unless it

is used together with restrictions on the movement of capital — local currency becomes cannon
fodder for speculators. Therefore, many economists believe the best option is establishing
controls on international flows of financial capital. The supposed disadvantages of this model

— making the access to foreign investment difficult and facilitating corruption — are much less than
its advantages.

Economies that have used this model have been the most successful ones. China still doesn’t
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allow the free circulation of financial capital and it is the country with the highest growth in the last
few decades. During the 1990s, investors sending foreign capital to Chile had to make a deposit
in the country’s Central Bank, which they would only get back if they left after a specific period

of time; this guaranteed that only long-term investments — productive ones — and not short-term
investments — merely speculative — would enter the country.

Financial capital is a source of economic growth only when it is invested at the service of a
productive economy: when it is used with speculative purposes, it often becomes a source of
crisis and ruin. This is why many call for another measure for the regulation of capital markets
known as Tobin Tax: a tax on financial transactions that penalises short-term investments and,
therefore, reduces speculation.

8.7. REGULATING EVERYTHING

In autumn 2008, the collapse of Lehman Brothers — one of the largest investment banks of the
world — was the trigger of the worst financial crisis of capitalism since the Crash of 1929. If that
crisis caused the Great Depression, the current one has been the cause of what is already known
as the Great Recession.

After the Crash of ‘29, capitalist countries carried out a thorough reform of their financial system
in order to avoid the possibility of a similar catastrophe. However, many of the regulations
established at the time were abandoned in the 1980s, when the hegemony of neoliberal thought
imposed a complete deregulation of financial markets. The 2008 crisis has proved the need for a
new and comprehensive regulation of markets, but within the new framework — very different from
the 1930s - of highly globalized finances.

In the 1930s, the solution was a severe division of commercial banking from investment banking.
The former would rely on the protection of the government — if the institution collapsed, the
government would guarantee any savings deposited there — but, in exchange for this, it would
be severely regulated to prevent irresponsible risk-taking. Investment banking could still take
excessive risks, but it would never be rescued by the government if it went bankrupt.

The reversal of this division in 1999 was one of the causes of the crisis of 2008. The division
should be restored but it is not enough in itself. The current role of investment banking — which

is not regulated - in the financial system as a whole is so essential, that it is almost impossible
not to rescue it when it collapses. This being the case, these banking ‘from the shadows’ should
be subjected to similar regulations as those applied to commercial banking in exchange for state
support. As Krugman explains: ‘All that is rescued in time of crisis, must be regulated in normal
times’.
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8.7. REGULATIONS AGAINST

Reckless executives and suicidal derivatives

The crisis of 2008 has hit rich countries just as hard — or even harder — than poor and emerging
countries. The Great Recession has caused a drastic fall on their tax revenue and governments do
not know how to pay the public services of the welfare state. Therefore, if citizens of rich countries
want to protect their social rights, they should be the first ones to claim thorough reforms in
international financial markets. What should such reforms entail? Stiglitz argues the following are
pressing:

1. Executives in the financial sector usually have a careless retribution system for their salaries:
they earn huge bonuses when their entity has good short-term profits and its shares rise in the
stock market. This generates wicked incentives: in order to obtain these bonuses, executives
often take irresponsible risks that may cause serious long-term losses to their banks — probably
when they no longer work there — and contribute to the unfolding of a crisis like the one in 2008.
In order to avoid this, the salaries of bankers should be linked to long-term returns of the bank
they manage: if their salaries reflect both profits and losses, they will be encouraged to be more
prudent.

2. Derivatives are assets that, in theory, are supposed to decrease financial risks, but they have
actually become ‘financial weapons of mass destruction’ (Warren Buffet). They are the most
propitious financial products for speculation. Derivatives such as credit default swaps (CDS) had
a key role in the crisis of 2008. They are used as a sort of insurance against the failure of certain
banks. However, any investor can buy them — and speculate with them — not only affected banks.
Therefore, CDS owners would want insured banks to go into bankruptcy, so they can make a
profit. Derivatives markets — and especially CDS markets — need to be strictly regulated to prevent
them from putting the whole financial system at risk.

Protected customers, smaller banks and free regulators

3. The history of subprime mortgages has proved that banks were willing to give their credits even
to people who could hardly pay them back in order to improve their short-term profits. Sometimes
they even concealed the real terms of the contract to achieve higher profits. Thousands of people
with mortgages lost their houses when they found out they couldn’t pay. Protection mechanisms
are necessary to protect customers contracting financial products from not being properly
informed.

4. Some banks are so big and so intertwined with other banks that, if they were to fail, they would
drag down the whole financial system with them. They are banks ‘too big to fail’. If such entities
are at risk of collapsing, the government will have to rescue them in order to avoid a general
collapse of credit. Being aware of this, these banks take reckless risks to reach higher profits,
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not considering whether such risks are leading them into bankruptcy. It's the so-called ‘moral
hazard’: the fact that some guarantees generate irresponsibility. There is a very simple solution
to this: dividing these large banks into several smaller banks. ‘If it is too big to fail, it is too big to
exist’. (Joseph E. Stiglitz)

5. States rely on public institutions that are in charge of regulating the financial system. However,
the capacity of the financial sector to influence public regulators is immense, often because those
in charge come from the financial sector or end up working there. It is the clearest case of the
‘regulatory capture’ (by the regulated sector). For the last few decades, the financial sector has
repeatedly prevented regulators from approving rules that would damage their interests, but would
favour general interest and could have avoided the crisis. Stopping the ‘regulatory capture’ is vital
to properly regulate financial markets.
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Offices
Governing
the World

here are a number of world economic and financial institutions that could
help decisively in the fight to eradicate poverty in the world. The World Bank
(WB) and the International Monetary Fund (IMF) were both created shortly after
he Second World War and have since acted together in many countries. The
avowed aim of the WB is to provide financing to countries which, due to crises
or poverty, do not have enough internal saving to finance investments aimed
at their economic development — which is the reason why they do not attract
private investment in the first place. The aim of the IMF is to ensure the overall
exporting/importing capacity of countries, so that employment is maximised.
Both institutions, however, are tightly controlled by a number of (Western)
countries through weighted voting systems, they both fell under the spell of
neoliberal economic thought in the 1980’s and have since promoted budgetary
balance, a decrease in public spending and public-sector privatisation, and
even forced onto their would-be debtors a series of political and institutional
measures. These contradictory policies, instead of boosting economic growth,
have hindered it. The World Trade Organisation (WTO), on the other hand, is heir
o GATT (General Agreement on Tariffs and Trade), created also after the Second

orld War. Its aim is to establish the general rules for world trade and to act as a
referee in member countries’ trade disputes. But here again, although the WTO’s
decisions are taken by consensus, in practice discussions are dominated by

estern countries and Japan. Reform is here again called for, along the lines of
re-establishing its founding spirit.
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WORLD BANK

The World Bank is a group of five international organizations
in charge of providing funding to states for projects on
development and reduction of poverty and for promoting
international investment. Indeed, the motto of the World Bank
is ‘Our dream: a world without poverty’. Most of the states of
the world — from 170 to 187, depending on the organization
within the World Bank — are part of these organizations.

As with the International Monetary Fund, the World Bank was The ‘Vorld Bank

created at the Bretton Woods Conference held in 1944, at

the end of the Second World War, and it started running two

years later, in 1946. Actually, these two institutions are closely linked and they have usually worked
jointly in many of the states where they have intervened.

The World Bank was created with the aim of providing public funding to countries that, given their
situation of crisis or poverty, did not have enough internal savings to finance investments to boost
their economic development and, for the same reasons, were not very appealing to international
private investment.

World Bank activities are currently concentrated on poor and emerging countries and mainly
focused on the improvement of education, agriculture and industry. The agencies at the World
Bank provide soft loans - loans with low-interest rate and very long-term repayment periods - to
member countries. In exchange, the Bank demands of the governments of beneficiary countries
that they carry out some policies, such as promoting democracy and fighting corruption.

Given its institutional and ideological proximity with the IMF, during the 1980s the World Bank
jumped on the neoliberal shift of the Fund. Therefore, further to demanding political and
institutional compensations, the Bank often linked its loans to the specific conditions of the new
economic paradigm: budget balance and reduction of public spending, or the privatization of the
public sector.

Voting system

The votes for each country are proportional to their quota, that is, the capital they contribute to
the different institutions of the World Bank. The quota of each country depends on its weight
within global economy and, given this weight changes through time, quotas — and votes - for each
country are reviewed periodically.

Currently, the United States control 19.39% of the votes, Japan 7.86%, Germany 4.49%, France
4.30%, Italy 4.30% and the United Kingdom 4.30%. In contrast to this, 24 African countries
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together control only 2.85% of the total votes. This vote system guarantees the World Bank is
mainly controlled by developed countries, while its clients are mostly poor and emerging countries.

Regular decisions require a majority of 70% of the votes, but the most important decisions
demand a ‘super qualified’ majority of 856% of the votes. Given that the United States is the only
country that holds more than 15% of the votes, this means it has the power to veto any of the
most important decisions: it is impossible to obtain a majority of 856% of the votes without it.

Reforming the World Bank

1. Democratizing the voting system of the World Bank.

In a democratic society, the following principle should be followed: those who are affected by a
decision must be able to take part in the process through which that decision is made.

Currently, the World Bank makes decisions that affect all poor and emerging countries. Therefore,
these countries should be allowed to take part in the decision-making process of the Bank.

The only way to achieve this is for the voting system to be more democratic: it should not depend
exclusively on the quota each country contributes to the World Bank’s capital, but also on other
criteria, not necessarily financial.

2. Promote the World Fund Against Poverty

If the World Bank could fund poor countries through transfers instead of soft loans, the Bank itself
would function as a World Fund against Poverty. Indeed, in this case the World Bank would work
as a multilateral system, based on transfers and with sufficient funds to finance the basic needs of
poor countries.

However, in order for the Bank to take on these funding policies based on transfers, it would have
to establish an international tax system. Therefore, the transformation of the Bank into a World
Fund against Poverty must necessarily take place together with the creation of world taxes.

3. Advancing the programme for debt relief (HIPC relief initiative)

The World Bank is one of the institutions sponsoring the Heavily Indebted Poor Countries (HIPC)
Programme. The Bank should advance the programme so it is more effective and benefits more
countries that are indebted.
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INTERNATIONAL MONETARY FUND

The International Monetary Fund (IMF) is a financial
organization that groups together most of the states of the
world: 187 countries in total. It was created after the Second
World War, in 1945, under the intellectual inspiration of
Keynesian economics.

Keynes found out that markets do not guarantee full

occupation on their own. The government needs to intervene
in economy and activate demand so that economy will grow

and unemployment will disappear. However, part of this demand depends on exports. Therefore,
economic growth of each country will depend partially on others: when one country cuts down in
imports, it is detrimental for the rest of countries.

Keynes suggested the creation of an International Monetary Fund in order to guarantee that all
countries have the appropriate conditions to maximize their imports, which means that they all can
maximize their exports and, therefore, promote full occupation within the country.

Objectives

The official objectives of the IMF are the following:

- Guaranteeing stability in the international monetary system. That is, facilitating the system
of international payments and the stability of exchange rates that allows countries to make
transactions to each other.

- Facilitating the expansion and balanced growth of international trade.

- Giving loans to member countries that have problems with their balance of payments — that is,
countries that have problems paying their imports.

- Shortening the duration and decreasing the imbalance in the balance of payments of member
countries.

- In exchange for the loans, the IMF and the beneficiary country agree on a programme of
policies. The continuity of the financing aid is conditioned by an efficient implementation of this
programme.

All these objectives are interrelated. The stability of currency exchange rates is an essential
condition to promote international trade. The same is true for the loans given to countries to fix
their problems with their balance of payments accounts.
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Original philosophy

Keynes' goal was to avoid that the recession of one country could contribute to causing the
recession of another country and successively. According to Keynes, when a country faces
recession, it should expand its public spending in order to recover its growth. If it does not,
this country will import less and thus slow down exports — and growth — in other countries.
Consequently, the growth of these countries will decrease and they will import less: this can
generate a recessive spiral that feeds itself.

However, in order to have expansive policies, countries will need outside funding. According to
Keynes, this is why an International Monetary Fund was necessary: to give loans to countries in
recession so they can activate public spending and maintain their demand. Therefore, the IMF
was meant to be the tool to guarantee demand on a global scale — which is the sum of demand in
every country — and, thus, the growth of world economy as a whole.

The neoliberal shift

Since the 1980s, the IMF has shifted towards the economic theories of neoliberalism, according
to which governments should never interfere in economy. According to neoliberal theories,
when a country goes into recession, the government should leave the forces of the market act
on their own so that the economy recovers its growth. Yet, if governments do not have to carry
out expansive policies anymore, there is no need for an IMF to give out loans to finance public
spending.

Thus, the IMF went through a radical change: it abandoned its initial Keynesian philosophy and it

became an enemy of government intervention and of expansive policies. For the last thirty years,

when economies in poor and emerging countries have gone through critical situations — be these

recession or deceleration — and the governments of these countries have appealed to the IMF, the
Fund has imposed a series of conditions in exchange for its loans and always following the same

pattern: privatization of the public sector and cut downs on public spending in order to decrease

public deficit very fast. However, instead of boosting economic growth, such contractive policies

slow it down.

Voting system

The votes for each country are proportional to their quota, that is, the capital they contribute to the
IMF. The quota of each country depends on its weight within global economy.

Regular decisions require a majority of 70% of the votes, but the most important decisions
demand a ‘super qualified” majority of 85% of the votes. Given that the United States is the only
country that holds more than 15% of the votes (16.74%), this means it has the power to veto any
of the most important decisions: it is impossible to obtain a majority of 85% of the votes without it.
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Reforming the IMF
1. Democratizing the voting system of the IMF.

In a democratic society, the following principle should be followed: those who are affected by a
decision must be able to take part in the process through which that decision is made.

Currently, the IMF makes decisions that affect all poor and emerging countries. Therefore, these
countries should be allowed to take part in the decision-making process of the Fund.

The only way to achieve this is for the voting system to be more democratic: it should not depend
exclusively on the quota each country contributes to the IMF’s capital, but also on other criteria,
not necessarily financial.

2. Recovering the original spirit.

The IMF should provide funding to countries in crisis so that they do not lower their imports
and, thus, sustain global demand and the growth of world economy as a whole. In exchange for
the funding, the IMF should not impose contractive policies — policies of accelerated reduction
of public deficit — to beneficiary countries, but expansive policies instead, aimed at promoting
economic growth.

3. The IMF should advance the reforms in the international financial system.

Financial crises have proved a series of urgent reforms of the international financial system are
necessary:

- Establishing controls for international movements of capital

- Establishing taxation for financial transactions (Tobin Tax)

- Regulating the derivatives market

- Regulating investment banking (banking ‘from the shadows’)

- Dividing ‘to big to fail’ banks

- Modifying the salary system for executives in the financial sector
- Ensuring independency for regulatory agencies

All these reforms should be promoted by the IMF.

4. Advancing the programme for debt relief (HIPC relief initiative)

The IMF is one of the institutions sponsoring the Heavily Indebted Poor Countries (HIPC)
Programme. The Fund should advance the programme so it is more effective and benefits more
countries that are indebted.
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WORLD TRADE ORGANIZATION

The World Trade Organization (WTO) is an international organization that includes most of the
states of the world — to be specific, 153 member countries that represent more than 95% of the
total world trade, and 30 observer countries, most of which are candidates to be members - and
whose goal is defining the ground rules of world trade. Given that conventional economic theory is
based on the thesis that free international trade is beneficial for all countries that want to take part
in it, the WTO promotes the expansion of international trade.

In order to achieve this, the agreements signed by states within the framework of the WTO are
on the path of trade liberalization and, therefore, of lowering of international barriers to trade -
especially tariff barriers — aiming at the eradication of these

obstacles. WTO agreements aim at discouraging member

countries from using trade protectionism as a strategy to /\QJ’*DE OR G >
romote their economic development. 1

: " s~/ )5

The WTO was created in 1995 and it is the successor of the g 3 -

General Agreement on Tariffs and Trade (GATT). The GATT P g

came out of the Bretton Woods Conference at the end of the ,

Second World War, just like the IMF and the World Bank. The

WTO is based on the same principle the GATT established:

the most-favoured-nation treatment, according to which, if a member country wishes to grant any
trading advantage — such as a lowering of tariffs — to another country, it must automatically do the
same for all member countries of the organization.

Hence, the WTO has two basic functions:
- It is a negotiating forum to discuss the rules of trade, both current and future ones.

- Act as a referee and offer solutions to trade disagreements among members when one of the
members does not respect the existing agreements.

Voting system

The decisions taken by the WTO — at the GATT’s — are reached by consensus among all member
countries. The advantage of using consensus decision-making is that it promotes the efforts to
reach a decision that is acceptable by all. The disadvantages of this system are that it requires
time to negotiate and reach a consensus and that the final agreements use an ambiguous
language in the contested points, which makes interpretation difficult.

Theoretically, using consensus in decision making increases the power of negotiation for small or
weak countries, and for those less important in the scale of global economy. However, when put
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into practice the world’s great economic powers have dominated negotiations on the different
trade agreements through GATT’s and WTO'’s history, and the agreements reached have had a
tendency to favour the United States, Europe and Japan.

WTO treaties have been severly criticised for being biased in favour of multinational companies
and rich nations. Although membership is voluntary, critics claim that not being part of the
organization practically puts a country in a situation of economic exclusion, which leads to an
international system based on forced economic rules.

Reforming the WTO
1. Technical assistance to poor, small or economically weak countries.

The technical quality of negotiating teams is essential to WTO negotiations. Although the rule of
consensus determines agreements, the difference in technical quality between world great powers
and poor countries causes a notable lack of balance in negotiations. Therefore, it is essential

for the organization to establish its own mechanisms so that all countries can take part in the
negotiations of trade agreements in equal conditions.

2. Changing the ground rules of world trade.

WTO agreements should promote three main changes in the current system of international trade
in order to be fair with poor and emerging countries:

- Eliminate subsidies to agricultural products from rich countries when these are detrimental for
agricultural producers in poor and emerging countries.

- Eliminate progressive tariffs that are detrimental to the industrialization of poor and emerging
countries.

- Allow subsidies to emerging industries in poor and emerging countries so they can grow and
compete with industries from rich countries in equal terms.

3. Changing the ground rules of world trade.

WTO agreements should be mostly at the service of the development of poor and emerging
countries. In order to achieve this, the most-favoured-nation principle should be changed for
‘reciprocity among equals’.

According to this principle:
- Poor countries should have free access (zero tariffs) to any other country of the world.

- Emerging countries should have preferential access (lower tariffs) to rich countries and among
themselves, but not to poor countries.
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- Rich countries should have preferential acces only among them, but not to poor and emerging
countries.

4. Regulating trade on mineral resources.

The WTO should promote international treaties that are necessary to avoid the so-called ‘natural
resource course’, that is, to avoid that countries that are rich in mineral resources end up under a
dictatorship or a civil war or being victims of bribery and corruption. Regulating international trade
on these mineral resources is key to achieve this.

5. Reforming the patents system, especially for pharmaceutical patents.

The WTO has claimed the regulation of the international system for patents as it is closely linked to
international trade. The WTO agreements should advance towards a new patent system that offers
a fairer balance of the interests of private corporations who invest in research and the general
interest of citizens who should be able to benefit from scientific innovations.

In the case of pharmaceutical patents, it is essential for the WTO to guarantee the execution of
the agreements that enable the production of generic drugs in countries that are in a situation of
health emergency.
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Q9 Conditions
for a World
Without Poverty

oday, a world without poverty is no longer an utopia. It depends on whether governments and

international institutions undertake the necessary reforms. And so, it depends on whether citizens

demand these reforms and put pressure on their government accordingly.




10.1. SUSTAINABLE DEVELOPMENT GOALS

The concept of the Sustainable Development Goals (SDGs) was born at the United Nations
Conference on Sustainable Development, Rio+20, in 2012. The objective was to produce a set
of universally applicable goals that balances the three dimensions of sustainable development:
environmental, social, and economic.

The SDGs replace the Millennium Development Goals (MDGs), which in September 2000 rallied
the world around a common 15-year agenda to tackle the indignity of poverty.

The eight MDG have not fully achieved their objectives and it is difficult to do so if there are no
major changes in the economic relations between rich and poor or emerging countries and deep
reforms in the governing of globalisation, financial markets, world trade and aids to development.

At the United Nations Sustainable Development Summit on 25 September 2015, world leaders adopted
the 2030 Agenda for Sustainable Development, which includes a set of 17 Sustainable Development
Goals (SDGs) to end poverty, fight inequality and injustice, and tackle climate change by 2030.

1. No Poverty.

2. Zero Hunger.

3. Good Health and Well-being.

4. Quality Education.

5. Gender Equality.

6. Clean Water and Sanitation.

7. Affordable and Clean Energy.

8. Decent Work and Economic Growth.

9. Industry, Innovation and Infrastructure.
10. Reduced Inequalities.

11. Sustainable Cities and Communities.
12. Responsible Consumption and Production.
13. Climate Action.

14. Life Below Water.

15. Life on Land.

16. Peace, Justice and Strong Institutions.

—_
~J

. Partnerships for the Goals.
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The Sustainable Development Goals will never be achieved unless there is a previous complete
transformation of the economic relations between rich, poor and emerging countries. They will
never be achieved unless we introduce major reforms to the rules of world trade, international
financial markets and aid for development tools. Essential reforms. Urgent reforms.

We will never achieve the goals unless we meet the following 9 conditions for a world without
poverty:

10.2. CORRIDOR

1. Everyone has the right to food, health and education.
Let’s create a World Fund Against Poverty financed with world taxes.

2. Working with dignity.
Let’s guarantee basic labour rights in all countries.

3. Trade: a source of economic growth for poor and emerging countries.
Let’s eliminate agricultural subsidies and progressive taxation, and protect emerging industries.

4. Natural resources cannot be a curse to the countries that hold them.
Let’s ban the sale of minerals in countries involved in war, establish rules against bribery and a fair
price for extraction rights.

5. In case of illness, we all have the right to access medication that can cure us.
Let’s create a World Patent Rescue Fund.

6. The budgets of poor and emerging countries should not be used to pay off international loans.
Let’s cancel foreign debt.

7. No one should be able to evade taxes or launder dirty money.
Let’s eliminate tax havens.

8. The right to free movement of capital cannot be a source of constant instability and global
financial crisis.
Let's apply profound regulations to the international financial system.

9. International institutions at the service of all citizens.
Let’s make the IMF and the WB more democratic, balance negotiations within the WTO and create
a new economic and social security council.
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10.3.ITISUP TO YOU

‘We are the first generation in the entire history of humankind that has the capacity and the means
to do away with poverty’.

Kofi Annan, Secretary-General of the United Nations. Speech of the Millennium Declaration, 8
September 2000

A world without poverty is no longer an unattainable utopia, but progress on the fight against
extreme poverty is still excessively slow.

Not taking a substantial step towards the eradication of poverty before 2015 would be a collective
failure. And we cannot afford to fail.

It is possible to avoid this. It all depends on whether governments — mostly those in rich
countries — and international organizations promote the reforms that are necessary to achieve it.
It depends on whether citizens pressure them to do so through civil society, social movements,
voting, collective or individual action...

...it is up to you, it is up to me!
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