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Some Social and Welfare Aspects of International Trade

By Gijsbert van Liemt

1. Introduction

International trade is widely seen as contributing to faster economic growth and higher living standards. More competition leads to lower prices and forces companies to produce more efficiently. Specialisation and cost savings due to the exploitation of economies of scale follow trade liberalisation. Greater exposure to new ideas and foreign markets results in companies adopting new techniques and organisational practices, reaching higher levels of quality and flexibility, and investing more resources in staff training.

However, this positive view is not shared by all. Critics feel that it gives insufficient attention to the inconveniences associated with a more open trading system, to the fact that not all benefit in equal manner, and that some may not benefit at all. They point at the unsustainable nature of international trade as it relates to the use of natural resources and pollution; at the job losses that often follow trade liberalisation; and to the fact that global governance is not keeping pace with the expansion of the international economic system. The potentially destabilising effects of the rapid elimination of trade and capital barriers are a source of concern as is, at the institutional level, the WTO’s broad mandate. The latter might lead to differences of interpretation with the rules and commitments of states under other treaties such as Multilateral Environment Agreements (MEAs). A further source of concern is that the WTO panels that might be called upon to rule in such a dispute are recruited exclusively from among the ‘trade community’.

Such negative sentiments, whether or not well-grounded in facts, cannot be ignored. They were responsible for the defeat of ‘fast track’ negotiating authority on the FTAA for President Clinton in 1997 and 1998. The MAI was never established. And Seattle is remembered as much for the street protests as for the WTO’s failure to launch a new Round of Multilateral Trade Negotiations.

This chapter can, of course, only discuss some of these concerns. It starts with considering the relationship between social and environmental issues and the multilateral trading system (in sections 2 and 3). Do differences in social and environmental standards stand in the way of fair competition; should trade measures be used as instruments for enforcing respect for certain minimum standards; and how does the WTO cope with trade rules in Multilateral Environmental Agreements (MEAs) are the questions that are being addressed.

The WTO has not wanted to get involved in labour issues. Disappointed by this reluctance, labour activists have started to pressure internationally operating companies to accept a degree of responsibility for the working conditions at their overseas suppliers and subcontractors. After initial hesitations many of these companies responded favourably and drew up codes of conduct or agreed to labelling schemes. These are the subjects of section 4. The last section discusses distributional aspects of trade. It asks, inter alia, whether all countries are better off following trade liberalisation; whether within countries some benefit more than others do; and which policies might offset the negative distributional effects of trade liberalisation.

1.2 Social and environmental standards and trade

In discussions of international trade, social and environmental standards are often mentioned in one breath. There are some good reasons for this. Key among these is that they are both concerned with the way traded goods are being produced. Should international trade rules take into account that certain products are being produced in a particularly polluting way, or by exploiting child workers? Many people in industrialised countries feel that they should. However, this emphasis on production conditions is controversial in the eyes of the GATT/WTO, which, on the whole, does not take production and processing methods (PPMs) into account. Developing countries fear that the advanced countries, where these standards are typically high, are using insistence on respect for such minimum standards as a new form of disguised protectionism, to keep out products from developing countries, where these standards are typically low. Companies in developing countries would not be able to afford raising these standards to the required levels. Developed countries in turn fear that non-respect for these standards might provide exporters with an unfair trade advantage (“eco- or social dumping”) and threaten their own (higher) standards.

But there are also differences. Certain environmental problems are clearly transboundary in nature. They concern the ‘global commons’ and cannot be solved on a country-by-country basis. With labour standards, in contrast, the ‘global commons’ is not an issue. But solidarity or moral considerations are. The use of forced or child labour is morally unacceptable, and the importation of products made in this way should not be allowed. At the institutional level there is a second difference. The international trade union movement and certain governments (notably the US government) have for years argued that a working party on trade and labour standards should be established in the GATT. Thus far, their efforts have remained without success. On the environmental side, in contrast, a GATT Working Group on Environmental Measures and International Trade was created back in 1971 (even though it never met until October 1991). The WTO has a Committee on Trade and Environment (CTE). Lastly, while the possibility to use trade measures as a means to enforce minimum labour standards has been under discussion for years (but was never accepted), this possibility exists in some of the more prominent Multilateral Environmental Agreements (MEAs). The difference with social standards is that the trade barriers in the MEAs were considered necessary for the enforcement of ‘global commons’ issues, an argument that plays no role in social standards. The difference with the Tuna-Dolphin ruling (which is discussed below) is that MEAs are about enforcing multilaterally-agreed standards and Tuna-Dolphin about unilaterally-imposed standards.

No other case has been so important for understanding how environmentalists view the GATT/WTO as the now-famous Tuna-Dolphin ruling (see the Box below). Environmentalists had long been sceptical of the GATT’s commitment to the goal of sustainable development. Tuna-Dolphin, they feel, provided them with the evidence. The arguments used by the Tuna-Dolphin panel continue to be of great relevance for understanding how the world trading system views production conditions in trade, in general, and trade sanctions for unilaterally-imposed environmental standards in particular. The panel gave four grounds
 for ruling against the US embargo on tuna fish: (1) the Articles XX exceptions (see section 2.4) are meant to apply to health and safety or exhaustible resources within the territorial jurisdiction of the country imposing the trade restriction (the US measure was intended to protect dolphins extrajurisdictionally); (2) the ban was considered an attempt to impose a unilaterally-defined environmental standard on other countries; (3) the US law was not deemed ‘necessary’ in the sense of being the least GATT-inconsistent measure available to achieve the objective; and (4) it was asserted that the Article XX exceptions permit import restrictions only if the environmental damage is generated by the product, and not if it originates from the production process of methods (PPM).

Box 1: The Tuna Dolphin ruling

In the 1960’s, US commercial fishermen started to use a new type of nets (‘purse seines’) which dramatically increased the catch of tuna fish. Unfortunately, many dolphins (which travel with the tuna) were also caught in these nets. By the late 1960’s hundreds of thousands of dolphins had been killed this way. 

Following a public outcry, US Congress passed the Marine Mammal Protection Act (MMPA) in 1972 with the aim of protecting dolphins and gradually eliminating their killing by American fishermen in American territorial waters.

To avoid unfair competition for US fishermen vis-à-vis their foreign counterparts, in 1988, US Congress amended the Marine Mammal Protection Act and set limits to the number of dolphins that could be killed by foreign-registered tuna vessels. A subsequent Act (the 1990 Dolphin Protection Conservation Act) required companies to indicate on their labels whether or not the tuna had been caught using methods that are known to kill dolphins.

Most tuna exporters to the US decided to comply with US rules. Mexico greatly reduced the number of dolphins caught but this number was still in excess of what US legislation allowed.

The US then decided to halt the importation of tuna from Mexico (and several other countries in a similar situation). This was a clear attempt to limit the importation of goods not because of their characteristics as products, but because of the way they were being produced. Mexico, supported by a large number of other countries, took the matter to the GATT, which established a panel to rule on the matter. The case was unprecedented because “it marked the first time a GATT dispute panel had been requested to address the extra-jurisdictional scope of a national environmental regulation” (Vogel, 1995, p.109).

The United States argued that its tuna import embargo was part of an internal measure subject to Article III that was applied equally to imported and domestic products and consequently consistent with this provision. The panel rejected this contention. It found that Article III “calls for a comparison of the treatment of imported tuna as a product with that of domestic tuna as a product. Regulations governing the taking of dolphins incidental to the taking of tuna could not possibly affect tuna as a product”. 

The United States further considered the embargo on tuna from Mexico to be justified by Article XX (b), which exempts from the obligations under the GATT “measures…necessary to protect human, animal, or plant or health.” It stated that the “embargo was necessary to protect the life and health of dolphins. No alternative measure was available…’. The panel concluded that “Article XX (b) allows each contracting party to set its human, animal or plant life or health standards…[however] The panel considered that if the broad interpretation of Article XX (b) suggested that the United States were accepted, each contracting party could unilaterally determine the life or health protection policies from which other contracting parties could not deviate without jeopardising their rights under the General Agreement. The General Agreement would then…provide legal security only in respect of trade between a limited number of contracting parties with identical internal regulations’’..

The panel did, however, uphold the legality of the Dolphin Protection Consumer Information Act. It argued that the labelling provision did not limit access to the American market, since any advantage accorded to dolphin-safe tuna was simply due to American consumer preferences.

2. International trade and environmental protection

2.1 Introduction

The relationship between economic growth, international trade and the environment is a complex one. On the positive side it is argued
 that international trade along the lines of comparative advantage contributes to an efficient use of resources, including an efficient use of the world’s natural resources. Greater participation in international trade is also an effective way for countries to upgrade standards. Foreign investors often introduce new technologies, which are usually much more environmentally friendly than those used by local investors producing for the local market. Multinational firms tend to replicate the technologies employed in their home markets when operating in developing countries. There is also a demand aspect. As living standards go up, local consumers become more environmentally conscious and this pressures producers into adopting higher standards. Wealthy and more sophisticated consumers in importing countries demand ‘clean’ products.

There is also a negative side
. Rapid export growth has often come at the expense of the environment, generating negative effects such as local air and water pollution. The extraction and harvesting of natural resources can have large and immediate impacts on regional and ultimately global ecosystems. Fisheries are a topical example. Studies have demonstrated that all major ocean fishing areas are currently being fished at, or beyond capacity. The total landing of fish from the oceans is now levelling off and may even start to decline unless overfishing can be brought under control.

A fundamental problem is that, whilst trade may well lead to more efficient (including more energy-efficient) global production, almost by definition, it also increases demand for international transport, which requires energy and adds to pollution. When goods are shipped from A to B, this necessarily involves the burning of fossil fuels, which adds to global warming and acid rain. Modern management techniques such as Just-in-time production, which lowers stocks but leads to more frequent deliveries, aggravate this problem, as do certain ‘modern’ consumption patterns (such as the transport of bottled water over great distances to countries which have excellent drinking water of their own).

2.2 The environment and international competition: race to the bottom?

From a global perspective, international trade thus has both positive and negative effects on the environment. But what is the influence of environmental protection on international trade? Do strict rules constitute a competitive disadvantage and their absence a competitive advantage, discouraging high standard countries to enact or enforce protective rules (“race to the bottom’), and encouraging companies to shift production to ‘pollution havens’?

Weak or lax enforcement of environmental standards may indeed constitute a ‘pull’ factor for certain industries. But how important is this ‘pull’ factor? Bracken
 found that in Mexicali, on the US-Mexican border, more than a quarter of factory operators said that Mexico’s lax enforcement of regulations influenced their decision to locate there; most cited California’s more stringent regulations as a major factor in their decision to move. On the whole, however, there does not appear to be much evidence of ‘dirty’ industries migrating to countries with lower standards on a significant scale (Nordstroem and Vaughan, 1999; Bracken, 1999; Tussie, 1999; Esty and Geradin, 1997). Possibly this is because, with some exceptions, pollution control costs do not make up a large part of total costs (but when other costs equalise across jurisdictions, small differences in variables such as pollution control expenditures may grow in relative importance) (Esty and Geradin, 1997). Other factors may also be at work. Fear of liability for clean-up costs may deter industry from setting up in already polluted areas (Bracken, 1999). The cost of moving production from one nation to another can be considerable (Esty and Geradin, 1997).

There may thus be little evidence of a race to the bottom on any significant scale but that is not to say that increased competition has no effect on environmental policy making. Industries often appeal to competitiveness concerns when lobbying against environmental regulations, and sometimes with success. Faced with the prospect of having their industries suffer reduced sales, lost jobs and diminished investment in competition with companies whose costs are lower due to more lax environmental requirements, governments may choose not to raise environmental standards or even to relax enforcement of current standards. This is not really a ‘race’ ‘to’ the bottom. “Governments rarely lower standards. The real effect is one of ‘political drag’ or ‘regulatory chill’, making it difficult for governments to move towards optimal environmental policies” (Esty and Geradin, 1997, p.546).

2.3 Trade and environmental theory and policy: a clash of cultures?

Both international trade and environmental agreements aim at levelling the playing field by establishing global rules and working towards their enforcement. Nonetheless, there are some inherent differences in the basic premisses of each. It is important to keep these in mind because they explain many of the actual and potential frictions between the trade and environmental constituencies. Verbruggen and Kuik (1996) recognise four fundamental differences. First, for trade theory the product is the central issue. How products are made and what happens to them after consumption is of secondary importance. Environmental scientists, in contrast, do not ascribe such a central position to the product. To them, “the product is only one stage in the transformation of natural resources into waste” (ibid, p. 267). Second, for trade theory and policy the nation state is the point of reference. However, environmental problems take little account of administrative borders; depletion and degradation of the global commons- the biosphere, the oceans, biodiversity- is completely beyond any jurisdiction. The third point of difference concerns the type of failures, which are being addressed. Free trade and the reduction or abolition of government intervention has been the major motivation of most trade theorists. Environmental sciences have only recently embarked on the study of the impact of government failures on the environment. “In practical terms this means that trade theory often battles against government intervention to correct government failures, while environmental policy usually advocates government intervention to correct market failures” (ibid, p. 268). Finally, trade theory is primarily occupied with allocative efficiency. Environmental theory is also concerned about efficiency, but it has less faith in the free operation of (existing) markets because of its greater recognition of market failures. Moreover, efficiency as such is not a sufficient condition for sustainable development. Intergenerational equity is likely to require the imposition of certain distributional rules. “Environmental policy is not only in need of an international regulator, but also of an intergenerational regulator (ibid. , p.268).

2.4 The institutional side : MEAs and the WTO

Multilateral Environmental Agreements (MEAs) regulate environmental standards. Trade organisations such as the GATT and the WTO enforce trade rules. Until the Tuna-Dolphin ruling, trade was not really perceived to be an environmental issue as such. Increasingly sophisticated policies to protect the environment developed in parallel with the movement towards trade liberalisation. These policies led to the adoption of a large number of international environmental standards and regulations. Over 200 MEAs now exist. 

In the context of the current discussion it is remarkable that three of the most significant and best known MEAs actually contain trade measures. They are the Convention on International Trade in Endangered Species of World Flora and Fauna (CITES), the Basel Convention on Hazardous Wastes, and the Montreal Protocol, which restricts the production and sale of chlorofluorocarbons (CFCs). Montreal bans export of CFCs in order to effect a global phaseout of production. CITES prohibits trade in an enumerated list of animals and animal parts. Basel recognises the right of countries to prohibit the importation of hazardous wastes, makes voluntary trade in hazardous waste subject to informed consent, and prohibits exports of hazardous wastes to non-parties. 

All three treaties violate the GATTs most-favoured nation clause by imposing more restrictive provisions on GATT signatories that do not comply with their provisions than on those that do
. It is true that under specific circumstances WTO members can invoke measures that normally would constitute a breach of WTO obligations to protect the environment. These circumstances are spelled out in Article XX of the GATT, which addresses general exceptions. Exceptions to the WTO obligations can be sought provided that a measure is necessary to protect human, animal, or plant life or health (Article XX(b)). Exceptions are also provided for measures related to the conservation of exhaustible natural resources (Article XX (g)). This general exception provision is designed to permit governments to maintain or implement laws that they feel necessary to preserve the lives of people, flora, fauna, and exhaustible natural resources. According to Article XX, however, any measure that breaches WTO obligations for this purpose should not be used as a means for arbitrary or unjustifiable discrimination or to impose a disguised restriction on international trade. Further, no other, less trade-restrictive options should be available.

Many if not most signatories of MEAs are also WTO members. These WTO members may agree to be discriminated against if certain standards are not met, and “therefore willingly forgo their WTO rights” (Sampson, 1999, p.515). Nevertheless, some WTO members have expressed doubts about the WTO-consistency of certain trade measures applied pursuant to some MEAs. But, according to Sampson (1999), thus far no GATT or WTO trade dispute has arisen over the use of trade measures applied pursuant to an MEA.

3 International Trade and labour standards

3.1 Introduction

Few trade issues are as controversial as the link with workers’ rights. Proponents (workers rights advocates, many trade unionists, among others) argue that the international exchange of goods cannot and should not disregard the conditions under which these goods are being produced. The International Community has a legitimate role in the promotion of basic labour standards such as the freedom of workers to bargain collectively and the freedom of children not to be exploited. They are not suggesting a global minimum wage (as many critics claim they do). But when workers are unable to bargain for the best wages and working conditions possible, this could be interpreted as “social dumping”. 

Critics (many trade specialists and developing country governments, among others) oppose the link with labour standards because it would disrupt the healthy growth in international trade and unnecessarily complicate already highly complex trade negotiations. They question whether there exists a set of universally agreed minimum labour standards; labour standards are culture specific. Insisting on their universality might lead to poor countries adopting inappropriate labour practices and may be irreconcilable with the principles of state sovereignty and non-interference in domestic affairs. Proponents of such a link would be more concerned about a loss of their own privileged position and a refusal to adapt to new realities, than by genuine feelings of solidarity. 

Conditionality, a key feature of most discussions on trade and labour standards, is responsible for much of the controversy. ‘Northern’ trade unions see the possibility to restrict market access as a necessary measure of last resort for ensuring that exporters respect certain basic labour standards. These exporters, operating in market segments where competition is fierce and margins thin, strongly oppose this threat of trade sanctions. So controversial is conditionality that it overshadows most other elements of the trade-labour standards debate, including that of the universality of ‘core’ labour standards. Privately exporters may agree that these are universal rights, but their opposition to trade conditionality and their scepticism about the (lack of) fairness with it might be applied leads them to disagree in public.

3.2 Globalisation and labour 

The internationalisation of production and investment affects labour in several ways. It opens up new job opportunities. It also threatens jobs in import competing industries. And it accelerates the speed of structural change, and thus the need for rapid adjustment (see also section 5). Globalisation also affects labour standards, which are set through legislation or collective agreement. Labour, the immobile production factor, and the nation state (which generates regulation) are widely seen as having to compete to attract internationally mobile capital and technology. Labour standards thus suffer from regulatory competition
. Also, workers’ bargaining power is under threat as capital has acquired the option of exit and labour has not.

The pressure on labour legislation and labour’s weakened bargaining power are pretty much universal features. But their potential effects on labour standards are particularly serious in developing countries where, on the whole, labour protection is at a lower level than in more developed economies. In certain developing countries (but not necessarily in those that trade the most), labour standards are particularly low indeed. 

Workers in low-income countries tend to receive low wages. Also, when wages are low, people need to work long hours in order to make ends meet. Safety and health conditions are usually inferior to those in the rich, industrialised countries. History has shown that as economies develop, wages go up, working hours come down and safety and health considerations receive more attention.

However, low wages and poor working conditions need not necessarily or not exclusively be the result of a country’s low level of development. They may be kept artificially low when the labour movement is suppressed or controlled. Collective bargaining may not be permitted. Legislation may be inadequate. Existing laws may not be enforced. 

International solidarity can play two roles in raising labour standards. Where poor working conditions are simply the result of a low level of development, greater capital flows and increased market access in importing countries can help economic and social development in exporting countries. Where, on the other hand, these conditions are also caused by inadequate legislation, a weak enforcement of the law, the absence of democratic controls, or of workers being unable to bargain for the best wages and working conditions possible, complimentary actions –such as linking respect for labour standards to market access- can make a difference. As a rule, these actions aim at strengthening the position of domestic pressure groups in what is essentially a domestic bargaining process.

3.3 Solidarity or unfair trade advantage?

Solidarity is not the only argument for a trade labour link. There is also an economic argument. Exporters would have an unfair trade advantage when workers are denied certain basic rights such as the right to bargain for the best wages and working conditions possible under the circumstances. The solidarity or moral argument emphasises that core labour standards are human rights. It is morally wrong to exploit children or to repress trade unions. Whether this also provides exporters with a competitive advantage is of secondary importance. The moral argument considers labour rights in the exporting country as a whole. The economic argument in contrast focuses on the (manufactured) export sector.

The validity of the economic argument critically depends on two factors: what are the effects of non-respect for basic workers rights on labour costs, and how important are the latter for a country’s or a sector’s competitiveness. Does the absence of the freedom to bargain collectively, the use of child and forced labour, or discrimination in employment and remuneration provide exporters with a competitive advantage, and if so by how much? These questions are of critical importance for the outcome of the debate on the trade-labour link. Yet they have been the subjects of comparatively little research. The use of forced labour might well constitute a competitive advantage; and discrimination in employment a disadvantage. With child labour, once account is taken of differences in levels of productivity, the outcome is likely to be less clear-cut. Also, children are more docile, but whether this is an advantage or disadvantage must be seen in light of the nature of the products they make and how these are produced.

Freedom of association has basically two effects. These are summarised by a recent OECD study
. On the one hand, unions raise costs when they protect the rights of their members to the detriment of non-members and the unemployed. The study found strong empirical evidence that forming a union introduces a distortion between union and non-union workers in terms of a wage (and fringe benefits) premium. On the other hand, the study noted that in the absence of free bargaining rights, wages might be maintained at artificially low levels compared with what market forces would justify. On the whole, the study found that, on the basis of ‘sparse and incomplete data’ core labour standards did not play a significant role in shaping trade performance.

3.4 Solidarity and sovereignty

International action can help reinforce the efforts of domestic actors to redress or improve what they see as an unacceptable situation. Exchanges of experiences and information provide these local actors with better tools to pursue their actions. The mobilisation of international public opinion can help indirectly as it places pressure on governments to pay more attention to the demands of domestic pressure groups.

Consumer pressure has led to a growing number of companies adopting Codes of Conduct. Social labels attached to hand made carpets guarantee that these have been made without child labour (see section 4). Such initiatives provide consumers with more (socially responsible) choice and place pressure on producers to improve working conditions.

Coercive action (conditionality) takes this international action one step further. Conditionality can be expressed in positive and negative terms. In the former case, a Party that fulfils certain conditions or complies with certain minimum requirements is rewarded with a more favourable treatment. In the latter case, a Party that does not fulfil certain conditions or fails to comply with certain requirements is “sanctioned” through the reduction or the elimination of a favourable treatment. Conditionality runs counter to the spirit and the principles of the GATT-WTO. The Most Favoured Nation principle provides that international trade should be conducted on a non-discriminatory basis. Therefore, in international trade relations and under current GATT-WTO practice, importing countries can only apply conditionality under their GSP and in their relations with non-GATT-WTO members (as the US did for many years with China).

3.5 The Generalised System of Preferences (GSP) and labour standards

The GSP allows duty-free access for a selected number of products from developing countries. It gives importing countries the freedom to select the products, the beneficiary countries and the (more favourable) import conditions. Activists have succeeded in having ecological and labour criteria included among the conditions for becoming a beneficiary country. A labour conditionality clause is now part of both the EU- and the US-GSP. 

The EU introduced two labour clauses in its GSP in 1995. These clauses are: a ‘special incentive’ clause and an (amended) withdrawal clause. The ‘incentive’ clause aims at helping beneficiary countries that want to apply more advanced social policies. It offers supplementary preferential benefits as a form of compensation for the supplementary costs faced by these countries in having more advanced social policies. The possibility of withdrawing GSP benefits has been expanded to include slavery, forced labour and exports of products manufactured in prisons. The special incentive regime was implemented in 1998. The (amended) withdrawal procedure became effective on 1 January 1995.

The US has had a GSP labour clause since 1984 when the GSP law was amended to state that in extending preferences the President should not designate or maintain the designation of any country as a beneficiary if “it has not taken or is not taking steps to afford internationally recognised worker rights to workers in the country (including any designated zone in that country)”. The amended law opened the possibility to organisations and individuals to request the Administration at public hearings to review the status of labour rights among beneficiary countries. Concerned Americans can now formally petition for action against any of the US trading partners that seeks to get ahead in international trade through the systematic repression of most basic rights of workers.

The GSP procedure is not uncontroversial. Developing countries resent the conditionality attached to this trade assistance program that had traditionally required no reciprocal action. A major point of discord centers on the discretion left to the Administration in the interpretation of the words “taking steps” to meet international standards. This is open to broad interpretation and leaves the Administration vulnerable to accusations that for certain friendly or strategically located countries it has been prepared to accept undertakings of a very vague and general nature as evidence that appropriate steps are being taken.

The fact that governments knew that “their case” was being reviewed under the US GSP has, on occasion, led to sudden, remarkable improvements in the labour rights situation in these countries. There is evidence that several countries have moved to reform their labour code following the announcement by the GSP Subcommittee that a GSP review would be initiated. It is important to note that such threats can have both desired and undesired effects as the example of US Trade Sanctions and Child Labour in Bangladesh shows.

Box 2: US Trade sanctions and Child Labour in Bangladesh

Spurred by US-based NGOs, in 1992, US Senator Tom Harkin introduced the Child Labour Deterrence Act that would ban the importation into the US of products from industries, which use child labour. This caused alarm in Bangladesh which, in 1991-92, depended for over 60% of its export earnings on garment exports much of it to the US. Immediately, the Bangladesh Garment Manufacturers and Exporters Association (BGMEA) urged its members to dismiss all child workers. Within a few months, BGMEA could report that there were virtually no children left in the industry. Around 20,000 children had been dismissed. The threat of sanctions had clearly been successful.

There were, however, more dimensions to the problem. The children which had been dismissed (most of them girls) were too old to go back to school. There were no suitable other jobs available. Their families needed the money. In Muslim Bangladesh, the garment sector is one of the few occupations in which females have been able to move out of the home and into the workforce. These women brought their daughters so that they could ensure that the girls were not mistreated and that their virtue was protected. The girls only performed light work; but long working hours was a problem.

With no clear alternative, the children staged a demonstration demanding that they be given their job back. It was then that local, US and international organisations (such as ILO and UNICEF) representing different viewpoints-retention of child garment workers, removal of child workers, and those advocating a wider solution- met with the BGMEA to find a way to mitigate the effects of the dismissal on the children.

After long negotiations it was agreed that the BGMEA would delay the deadline for the dismissal of the children in favour of their gradual removal tied to the availability of educational facilities. No new children would be hired. UNICEF would fund the schooling of the youngest.

3.6 Is the concept of core (or basic) labour standards a universal concept?

The discussion of trade and workers rights centers on a group of core or ‘basic’ labour standards: 

· freedom of association,

· the right to bargain collectively,

· freedom from forced labour

· freedom from child exploitation, and

· non-discrimination in employment and pay. 

The question whether these are universally accepted basic rights is complex but of great relevance to the discussion of the trade-labour link. Most would agree that they are. It is the rationale for the existence and the actions of the ILO (the International Labour Organisation). However, several outside the OECD area (governments among them) take a different view. They see the insistence on these rights as a new form of imperialism, a way to impose “western” values on countries and people with a different cultural background and at a lower level of development.

The ILO argues that its Conventions have been adopted in a forum in which virtually all countries participate, and that they are designed to be of universal application. The principles contained in each Convention are universal; flexibility of provisions ensure that they can be applied progressively with due regard to the stage of social and economic development of the country concerned. In addition, its core Conventions have been voluntarily ratified by a very large number of countries. Those who question the view that core workers rights are universal argue that many ILO Conventions were adopted before they were independent and became a member of the ILO. They point at the divergence in ratifications by region. The US has ratified only one of the core Conventions. 

3.7 The Multilateral Approach to Labour Conditionality

Autonomous procedures such as the US-GSP conditionality are comparatively easy to establish. They are popular with NGO’s because they allow them a good deal of leverage. But these procedures have been criticised for being particularly vulnerable to trade-offs against strategic interests. They also lack the moral authority of multilateral procedures. The interests of smaller countries would seem to get a fairer hearing in a multilateral than in a bilateral setting. 

Most agree that the moral force that results from an agreement reached amongst all or, at least, a large majority of nations is superior to a unilaterally imposed arrangement. It is the reason why those in favour of labour conditionality have wanted the issue to be taken up in a multilateral context. A multilateral agreement would guarantee that procedures and objectives are seen as fair by all involved. It would apply to all participating countries (contrary to the GSP conditionality, which applies only to “beneficiary countries”). The GATT-WTO and the ILO are most frequently mentioned in this respect. The two organisations have a dispute settlement procedure (in the GATT-WTO) and an elaborate supervisory procedure (in the ILO).

Nevertheless, these two organisations are at present ill equipped for operating some kind of labour conditionality scheme. The GATT-WTO’s mandate is to work towards the elimination of trade barriers; labour conditionality would add a trade barrier. Similarly, the ILO’s mandate is to promote respect for labour standards and not to apply sanctions to countries that do not respect them. It believes that through social dialogue at the national and international level it can help achieve sustainable social and economic development. Moreover, the WTO does not pretend to have any authority in the labour field; similarly, the ILO claims no authority in the trade field. 

4 Private initiatives: Codes of Conduct and social labels

4.1 Codes of Conduct

Disappointed by the reluctance of the multilateral institutions to link trade and minimum labour standards, activists in industrialised countries started to target internationally operating companies and pressure them to accept a degree of responsibility for the working conditions at their overseas suppliers and subcontractors. After initial hesitations several of these companies –notably US based companies- responded favourably and drew up Codes of conduct. Others adopted labelling schemes.

Subcontracting, both national and international subcontracting, has become an essential part of “Global Best Practice” methods of production organisation. Producers in many product areas have transformed themselves into assemblers of some essential components. Component makers in turn subcontract part of their inputs and this is how “subcontracting hierarchies” develop with ‘production organisers” on top. Some of these ‘production organisers’ are no longer involved in manufacturing at all. US sporting goods company Nike, for instance, describes itself as a research and marketing organisation.

Should these “production organisers’ accept a degree of responsibility for the conditions of work further down in the subcontracting hierarchy in establishments with which they have no equity link? This became a highly topical issue in the early 1990’s when it was found that some developing country subcontractors producing for well-known clothing and sporting goods brands were offering sub-standard conditions to their workers. 

Activists started to target companies which had invested heavily in their brand name and which were making intensive use of subcontracting in developing countries. Sporting goods brands such as Nike and Reebok, but also retailers such as C&A and Walmart became prime targets. After initial refusals, many companies gave in. They were concerned about the damage that these actions might do to their carefully built image and valuable brand name. Other factors also played a role, including ‘peer pressure’, government encouragement, consumer demands as well as certain legal developments in the US (the Federal Sentencing Guidelines). The companies formulated Codes of Conduct that stated with more or less precision the labour standards that they wanted their subcontractors to respect as a minimum.

Levi-Strauss was the first to adopt such a Code of Conduct and was an inspiration to many. Progressively more companies began to adopt Codes. However, the companies that took the plunge were sometimes heavily criticised for the ways in which they ensured compliance with their Codes. The Codes themselves also came under fire for what they did not include, or for the sometimes-vague manner in which they were formulated. 

Codes differ from one another in the range of issues that they cover, in how tightly (and how unambiguously) they are formulated, and in how high they place the bar. Ideally, a Code should formulate precise and measurable standards. In the absence of precise standards, a Code may be seen as a mere statement of intent. Some proposed Codes make reference to international standards such as ILO Conventions. Most refer to local rules and regulations only. On the whole, interest groups and trade unions have pushed for the adoption of comprehensive, tightly formulated, and easily verifiable codes, using international texts. Companies prefer formulations, which leave room for interpretation. Not infrequently these are outright vague. 

Typical items that are included in Codes are demands that suppliers and subcontractors:

· comply with national laws and regulations on minimum age and minimum wages, maximum hours of work, weekly rest periods, and safety and health (but these stipulations lose much of their meaning when the country concerned has no laws on these issues) 

· provide a clean and safe work environment; 

· respect a maximum number of working hours;

· do not use child labour, corporate punishment, or prison labour (in any case the latter is a criminal offence under US law);

· do not discriminate on the basis of colour, gender, religion, sexual orientation, political opinion, age or national origin;

· “fairly” compensate employees. 

The credibility of a Code critically depends on whether or not there is an effective system in place to monitor and enforce compliance. For a start, effective monitoring requires that the text of the Code be formulated in such a way that it leaves little room for ambiguity in its interpretation. The credibility of the evaluation (or monitoring) exercise is greatly enhanced when it is undertaken by people or organisations, which enjoy a high standing with the target audience. Most companies would prefer to do, or at least control, the monitoring themselves, even though this might require specialist expertise that they do not have ‘in house’. They are concerned about leaks of confidential information about where they source and under which conditions they do so. Many activists and consumers are suspicious of ‘internal’ monitoring; they feel that this may not be wholly neutral; and that companies have a strong interest in being less than straightforward on its findings. Indeed, evidence suggests that internal monitoring can be weak. NGOs and trade unions have offered to be involved in the process, if only to help supervise it or to avoid conflicts of interest. New and existing auditing and accounting companies have discovered ‘a growth industry’ and advertise their expertise and willingness to be involved.

4.2 Private Initiatives: Producer Labels
 

Eco and social labels have been implemented or proposed for a wide variety of products. Such labels provide information to consumers in the hope that they will make environmentally or socially responsible decisions while shopping. Labels are not inconsistent with GATT provisions. Indeed, the Tuna-Dolphin panel suggested ‘dolphin safe’ labelling of tuna cans to allow consumers to state their preferences in the market place as a less trade–restrictive policy option consistent with GATT provisions.

Labels have become quite popular. This can pose a problem. Too many labels for the same product make it cumbersome for producers and traders, and confuse the consumer. In fact, it has been claimed that the latter was precisely a reason why on occasion a rival label for the same product was suggested. Another potential problem concerns the message to be placed on the label, and the type of label (positive or negative) that should be used. The example of GMOs (Genetically Modified Organisms) illustrates the point. A positive label might read “This product may contain GMOs”. A negative label would read “This product contains no GMOs”. Whilst the first message is almost superfluous, to guarantee the second can be complicated (and costly) as it requires completely separate production, handling, storage, transport and processing.

Social labels are used to convey to the purchaser that the products to which they are attached have been made in a manner that respects certain minimum labour standards. They are found, for instance, in the hand-knotted carpet industry (to guarantee that these have been made without the use of child labour), and in the cut flower industry (to guarantee that safety and health regulations have been respected). 

Export countries initially resisted any move towards labelling. They considered such labels as a protectionist device under less transparent means, with the requirements for getting the label being crafted in such a way as to place a disproportionate burden on the imported rather than the domestic product. But faced with well-organised and determined NGO’s (Non-Governmental Organisations) in their main markets a number of export companies or groups of companies gave in, concerned as they were about the potential loss of their share of a large and profitable market with an increasingly critical customer base. This is how, for instance, the ‘Rugmark’ was born.

In cut flower production ecological and labour concerns come together. Pesticides and other chemicals are used abundantly in flower growing. Releasing these chemicals into the environment is a source of much concern to ecologists. The absence of proper gear to protect workers against the poisonous effects of the chemicals (and the restrictions placed on workers’ organisations) are typical labour concerns.

This is how ‘Ecoflor’ and the ‘Flower label’ were born. Colombian growers now work together under ‘Ecoflor’ to create a Code of Conduct and develop a label. Ecoflor growers agree to follow environmentally friendly production techniques and to meet and exceed Colombia’s labour legislation. The environmental standards include minimum use of highly toxic substances (and search for non-toxic alternatives), no use of illegal substances, recycle water used (or use until no longer usable), and integrated pest management. Labour standards include complete protective equipment when applying pesticides, appropriate waiting periods (depending on the level of toxicity) before re-entering areas where pesticides have been applied, free medical care, and a committee to monitor the implementation of occupational health programs. The ‘Flower label’ is an initiative of the German Association of Importers and Wholesalers. It guarantees that participants grow flowers using care for the environment and human well being. Independent monitoring is part of the scheme. 

5. Distributional impacts of trade liberalisation
Two distributional effects of trade liberalisation can be distinguished. First, not all countries benefit equally from market opening, and some may only benefit under certain circumstances. Second, within countries the benefits of trade liberalisation need not be (and frequently are not) spread evenly across the population.

Trade liberalisation is being sought for its dynamic benefits, the expected efficiency gains and the new export and employment opportunities it is expected to bring. But in the short run certain companies may see their market share decline or disappear altogether; and some workers may have to move to another job or experience a worsening of their working conditions. The expected benefits may be small (or non-existent) in primary resource based economies with a weak industrial base.

Successful trade liberalisation needs time and it may need to be accompanied by adjustment policies. The structure of employment and production need to adjust to the new competitive circumstances. Adjustment policies can help offset the unwanted consequences of liberalisation on the distribution of income.

Trade liberalisation is seen as bringing benefits such as specialisation and cost savings due to the exploitation of economies of scale. Companies produce more efficiently, adopt new techniques and organisational practices, and reach higher levels of quality. Nonetheless, it must be kept in mind that these benefits are expected, potential benefits, which need not or need not automatically materialise. Trade liberalisation strengthens the motivation for firms to modernise, but they may lack the means or the need (when, for instance, labour costs are very low) to do so successfully
. Small countries, where growth in production has been restricted because of domestic market size, should benefit from the scale economies offered by trade liberalisation, but due to technological and other constraints it may take time for these countries to fully realise these gains
. Also, when scale economies in a given industry are a significant barrier to entry, a firm from a small market base may find it difficult to compete successfully abroad
. And there is concern that, instead of strengthening nationally owned firms, multinational companies will replace them, thus increasing the influence of foreign capital over national policies
.

Another question is whether the specialisation that follows trade liberalisation coincides with the development goals set by the countries involved. Put crudely, this refers to questions such as: Will greater specialisation mean that they will supply us with the manufactures and we will supply them with the raw materials; or that they will end up with high value-added services and we with low value-added assembly? 

The gap between the theoretical dynamic gains (increased investment, product and process innovation) and actual gains from market opening can be particularly wide in countries at a low level of economic and social development. The economies of scale that would result from producing for a larger market, and the stimulating effects of more competition on innovation are typically associated with the manufacturing industry and are not so important in primary goods production
. These countries are also characterised by low mobility of resources. The substitutability between import-competing goods, export goods and non-traded goods tends to be low in developing countries. When the import-competing sector contracts as a result of trade liberalisation, this does not automatically release resources for the expansion of other sectors because of the wide differences in the product mix and in skill requirements
. 

For countries to profit from market opening their structure of production, trade and employment needs to undergo changes. Depending on the circumstances this may require considerable time and effort. It is the reason why trade agreements are invariably phased in gradually. Moreover these transition periods are often accompanied by special treatment for ‘sensitive’ sectors and by policies to combat trade related unemployment or to promote employment-creating competitiveness.

These adjustment policies can smoothen the impact of trade-related structural changes. They can also help accelerate them and make countries and regions more competitive. But whilst politicians may be forced into doing the former, for the latter there is usually less support. The disadvantages of rapid structural change are often concentrated and highly visible: firms becoming less profitable and jobs being lost, particularly when the industry affected is concentrated in a particular region. All this creates political pressure in favour of protectionist measures. On the other hand, the benefits of accelerated structural change, such as productivity gains and the creation of more jobs in new industries and new regions, are much less visible.

Roughly speaking, adjustment policies can be defined in a narrow and a broad manner. A narrow approach would focus on policies and arrangements, which affect the position of labour directly. A broad approach would take account of all policies with a bearing on labour. In the narrow sense adjustment assistance focuses on labour market policies. These policies ensure that workers transit smoothly from one job to another. It has thus a labour market information component (where are the new jobs and what do they require?), a geographic mobility (people to jobs or jobs to people?), and professional flexibility component (modalities of training and retraining). There can also be financial assistance during the period of job search. The promise of assistance can be a useful tool to persuade workers to accept trade liberalisation. But it may be hard to determine decisively whether a person’s redundancy is due to enhanced participation in international trade as the early experiences with the US Trade Adjustment Assistance (TAA) program showed. 

Adjustment assistance broadly defined encompasses much more than the above. In its broadest sense it would include all policies that encourage and facilitate job creation such as the rules and regulations which inhibit the creation of new (job creating) enterprises, or discourage employers to take on new staff; housing policies (for their effects on workers’ geographic mobility); macro economic policies (for their effects on economic growth and job creation); fiscal and monetary policies (for their effects on interest rates and for the room they leave for the private sector to grow and prosper); and exchange rate policies. It is beyond the scope of this chapter to consider the effects of these policies.

However, an exception should be made for trade and industrial policies, if only for the way these can influence –directly or indirectly- the distribution of income and wealth. The primary focus of these policies is to encourage certain sectors or activities because of their expected growth potential, their effect on innovation and the technological base (and thus the quality of jobs), or to provide ‘breathing space’ for making necessary adjustments.

For instance, policies that promote industries using labour-intensive production methods tend to have an equalising effect. Those that use capital-intensive methods tend to push up the price of such scarce production factors as capital and skilled labour. Investment incentives such as profit tax exemptions tend to increase inequality just like protectionist policies that force consumers to buy high cost domestic products instead of low cost foreign manufactures. Policies aimed at raising the educational and skill level of the population would reduce inequality as they would reduce the premiums that would have to be paid if skills were scarcer
.

Among industrial and trade policies two factors thus seem to push towards greater income inequality. Incentives provide the suppliers of capital with a higher return on investment. Industrialisation as such creates demand for skilled and educated workers and bid up their price. By how much these factors increase inequality depends on how generous incentives are, how skill-intensive the industrialisation pattern and how many skilled and educated workers there are to begin with. 

A key question for equality is thus how successfully policies are matched with the skill profile of the working population. A comparison of the early industrialisation process of Brazil and the Rep. of Korea illustrates the point
. In Brazil educated and skilled workers managed to improve their relative position as a result of two factors. First, relatively few highly educated and skilled workers and managers were available when rapid growth started. Second, the pattern of growth was skill-intensive. The contrast with Korea is great: in that country, rapid growth started in low-skilled industries in an environment with a relatively well qualified labour force. In Brazil, the opposite happened. Industrial growth was concentrated in sectors which, because the products they produced and because the techniques that they used, had a relatively high demand for skilled and well-educated staff in an environment where those were relatively scarce.

A final word on the international mobility of labour
.

Globalisation may have led to the almost generalised lowering of barriers to the free exchange of goods, information, capital, technology and know-how, but barriers to the free international movement of labour continue in place virtually everywhere. All countries somehow restrict the inflow (and some even the outflow) of people. Barriers to the free movement of workers are a universal, not just a ‘North-South’ issue. It is true, nonetheless, that most migratory trends are South-North, from low to high-wage countries.

It has been argued that, from a global perspective, the free movement of workers –just like free trade and the free movement of capital- would contribute to a more efficient international division of labour. So why do countries whose economies stand to benefit from immigration continue to restrict it? Several answers have been put forward. On the whole, these restrictions appear to be inspired by political and social, rather than economic considerations (Quibria, 1997). For instance, capital-rich but thinly populated countries are reluctant to accept too many immigrants because they fear that this might upset the political balance. Countries that pride themselves on their homogeneous racial situation may want to keep out migrants from different ethnicities. Unskilled workers in high-wage countries may be concerned that large inflows of workers might dilute their bargaining and earnings power. 

Labour migration benefits both sending and receiving countries. For sending countries, un- and underemployment at home and the lure of remittances are clear push factors. In receiving countries labour shortages are the main pull factor. Nonetheless, countries with a serious shortage of workers and a large surplus in the current account need not necessarily have recourse to the importation of foreign labour. They have in fact two alternative policy options: to increase domestic investment and allow movement of workers to meet the resulting increased demands for labour, and to increase foreign investment and thereby reduce the demand for imported labour.

Capital-surplus economies, which do not want to want to rely too much on immigrant labour, have extensively utilised the second option of foreign investment. Yet there are limits beyond which this option cannot be pursued, as Quibria (1997) has noted. First, there are certain non-traded service industries- some of which are labour intensive- that cannot be relocated. Second, some of these countries need to expand, or at the very least maintain, the existing infrastructure facilities, a task that includes activities, which are labour-intensive in nature. Finally, there are some industries that are strategically important from a country’s economic, social and political perspectives (Quibria, 1997). In practice, therefore we see that the countries concerned have used a combination of both options, i.e. foreign investment and labour import. 
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