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Editor’s Note

THE decision by US President Donald Trump to
launch a trade war against China has caused wide-
spread concern about the adverse impact it may have
on the global economy. However, the decision itself
should have come as no surprise to any political ob-
server. Trump had made it clear during his election
campaign that he was intent on taking this action.

To be sure, previous presidents had talked tough
during election campaigns without following through,
hence the general complacency. It was also clear that
Trump had no inhibitions about launching such a
war as he had declared (contrary to the accepted wis-
dom) that ‘trade wars are good, and easy to win’. And
given his desire to prove that he was a far tougher
president in comparison with his predecessors, par-
ticularly Barack Obama, it was only to be expected
that he would make this move.

And so he did. In March he made good on his
pledge by imposing a 25% tariff on steel and 10%
tariff on aluminium imports. Although this impacted
all exporters rather than China alone, given the ex-
emptions granted to other countries, it was clear which
country was the main target.

As the US piled up the pressure with the subse-
quent imposition of additional tariffs on $250 bil-
lion worth of Chinese imports, the trade war has es-
calated, with the Chinese naturally retaliating, espe-
cially after a bout of diplomacy failed to yield any
positive results.

The US has the advantage in the prosecution
of this trade war as China, despite its drive to reori-
ent its economy, is still an export-oriented economy.
With such a volume and range of Chinese goods still
being imported into the US, the latter has had an al-
most unlimited choice of goods on which to impose
tariffs. In contrast, US exports to China are very much
smaller in volume, and China has been hard put to
match the US tariff imposition item for item.

However, the Chinese have tried to make up
for this handicap by targeting agricultural goods
originating from Trump’s political strongholds, such
as soybeans from the US Midwest. To add salt to
Trump’s wounds, the state-run China Daily bought
an advertising supplement in the Des Moznes Register,
the largest newspaper in the agricultural state of Iowa,
to highlight the impact of tariffs on soybean farm-
ers. This has led to accusations by Trump that Beijing
was targeting US voters, and by Vice-President Mike
Pence that China was meddling in the upcoming mid-
term US congressional elections.

It is not clear how long this trade war will last,
though there have been suggestions that it may drag
on for as long as a year. The US had probably hoped
that this would be a short and decisive affair, with
the Chinese capitulating. But this is a pipe dream as

the Chinese are prepared for the long haul. No doubt
the Chinese economy is going through a rough patch.
Growth has slowed, its stocks are falling and it has
piled up a mountain of debt. But despite all this, the
Chinese seem determined not to yield to US pres-
sure of, as they put it, not to negotiate ‘with a gun
pointed to the head’.

However, the whole idea of victory or defeat in
a conflict involving the world’s two biggest econo-
mies is patently illusionary. In a globalised world where
both economies are integrated into the system and
supply chains are entwined, any trade war will inevi-
tably hurt the world economy.

The real danger stems from the fact that the
global economy is still in a fragile state as it has not
tully recovered from the 2008 financial crisis. In fact,
in the absence of real reforms, it has now become
more vulnerable than ever. In a recent article, Alan
Bollard, Governor of the Reserve Bank of New
Zealand from 2002-12, highlighted the combustible
elements that could spark a fresh crisis. ‘Cheap credit
has brought mounting debt in the private sector and
state-owned enterprises in emerging markets. Dete-
riorating local currencies and tightening international
monetary policy could make it difficult to service
some of this debt. Tariff increases causing domestic
inflation would worsen policy options.” In short, all
the ingredients for a perfect storm.

While bracing themselves for tough times ahead,
the Chinese seem genuinely fearful that an escalation
of the trade war may plunge their economy and the
world into another financial crisis. A recent report by
Chinese researchers has warned that if the US broad-
ens its attack by targeting financial products, this could
trigger a financial crisis in China. Naturally in a
globalised world it will not be confined to China.

While one hopes that cool heads will prevail,
nothing can be ruled out with a headstrong president
in the White House. The only glimmer of hope is
provided by the prospect of a meeting between
Trump and Chinese President Xi Jinping in Novem-
ber at the summit of the G20 major economies in
Argentina. Hopefully it will result in a process of de-
escalation that will help to stabilise the world
economy.

In our cover story, we publish articles which
analyse various facets of this escalating trade war ini-
tiated by the US, highlighting the resulting dangers
facing the world economy. With developments mov-
ing at such a rapid pace, it has not been possible to
consider all ramifications of this war. Hopefully, we
will be able to take these up in a future issue.

— The Editons
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Difficulties expected at year-end
climate talks

The year-end climate talks under the United Nations Framework Convention on
Climate Change (UNFCCC) and the Paris Agreement (PA) to be held in Katowice,
Poland, are expected to be very difficult and rocky, given where Parties left off from

Meena Raman and
Indrajit Bose

THE Bangkok talks, held on 4-9 Sep-
tember to accel erate work on produc-
ing a negotiating text on the guide-
lines to implement the PA (known as
the Paris Agreement Work Pro-
gramme), saw big fights between de-
veloped and developing countries,
signalling the continued battle over
the interpretation of the PA.

The PA was a very delicate deal
struck between devel oped and devel -
oping countries in Paris in 2015 fol-
lowing years of intense and difficult
negotiations between Parties. Since
the political deal among world lead-
ers was settled with the signing and
ratification of the PA, many expected
that the negotiations over the rules
and guidelines for implementation of
the Agreement would be smooth sail-
ing. However, this has not turned out
to be the case.

Wrangling over what had been
agreed to in Paris and how the PA is
to be implemented continues to ex-
posethe deep political divide between
developed and developing countries.
The challenge in Bangkok was to
bridgethe gap with ‘tools' that would
allow the production of anegotiating
text in Poland that is balanced and
reflectsthe views and positions of al
Parties, so that thereal ‘ battle’ for ar-
riving at compromises would be pos-
sible.

However, Parties left Bangkok
with progress on the items under the
Paris Agreement Work Programme
(PAWP) uneven and imbalanced, as
is clear from the outcome, captured
in a 307-page document.

the Bangkok session held recently.

) -

The outcome document isacom-
pilation of all the work under the
PAWP tasked to the various UNFC-
CC bodies, viz., the Subsidiary Body
for Implementation (SBI), the Subsid-
iary Body for Scientific and Techno-
logical Advice (SBSTA) and the Ad
Hoc Working Group on the Paris
Agreement (APA) to craft the modal -
ities, procedures and guidelines
(MPGs) for theimplementation of the
PA.

Some of the issues progressed to
draft decision texts, which was one
of the objectives of the Bangkok ses-
sion. But some issues could not ad-
vance due to either disagreements or
‘complete lack of respect for devel-
oping countries’ views', a senior ne-
gotiator told the Third World Net-
work.

Three overarching issues held

THIRD WORLD RESURGENCE No 331/332

i o s ey - X
The UN climate change talks in Bangkok in September saw a continued battle over
the interpretation of the Paris Agreement.

5 A i
= ) -
L T =
o0

progresshostage: (i) developed coun-
tries’ refusal to include developing
countries viewsin thedraft iterations
of text, such as on nationally deter-
mined contributions (NDCs); (ii) de-
veloped countries trying to go back
on what was agreed in Paris, such as
attempting to not recognise differen-
tiation in the provisions of the PA or
sidelining issuesrelated to equity such
as in the discussion on the global
stocktake; and (iii) a complete lack
of progress on finance issues. (See
below for further details on these is-
sues.)

Developing countries explicitly
called out the devel oped countrieson
these issues in the joint closing ple-
nary of thethree subsidiary bodieson
9 September.

The following are some of the
key issues on which the altercations
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in Bangkok are expected to continue
in Poland.

According to sources, underlying
thesefightsare concernsover the* co-
vert gamethat isbeing played behind
the scenes' to accommodate the con-
cerns of the United States in particu-
lar, which is opposed to having dif-
ferent rules for developed and devel-
oping countriesin theimplementation
of the PA and does not want any sub-
stantive decisions on finance at the
climate conference in Poland this
December.

NDCs: Efforts to sideline
developing-country views

The battle lines were drawn ear-
ly in Bangkok in the discussions over
NDCs. Led by the US, the devel oped
countrieswere not prepared to reflect
differentiation among devel oped and
developing countries in the guidance
to be developed on NDCs, which was
the preferred option of alarge bloc of
developing countriesled especially by
the Like-minded Developing Coun-
tries (LMDC) grouping.

According to sources, an ‘ evolv-
ing document’ called a“ draft outline
had beeninformally circulated among
the NDC negotiators, with the idea
of testing how to capture Parties
viewsintextual language. Reflecting
differentiation between developed
and developing countries became
sticky in the draft outline.

In relation to information to fa-
cilitate clarity, transparency and un-
derstanding of Parties NDCs, there
weredifferent viewson thetable. One
view was that al Parties would pro-
vide information on a certain set of
elements; the other view was devel-
oped countries would provide a cer-
tain set of information and develop-
ing countrieswould do it at their dis-
cretion or over time.

A fight ensued for four days on
how toreflect these‘ views' inthetext
to be produced.

For the discussion on NDCs, the
LMDC suggested that the various
views be captured as options in the
draft outline. According to sources, a
negotiator from the LMDC made
clear its stand that there were differ-
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the corridors during the Bangkok conference. Wrangling over how the Paris Agree-
mentis to be implemented exposes the deep political divide between developing and
developed countries in the climate talks.

ences among developing and devel-
oped countries on the scope of the
NDCs (whether it is only about miti-
gation contributions or if it aso in-
cludes adaptation efforts, as well as
the means of implementation related
tofinance, technology transfer, capac-
ity-building) and how theinformation
to be communicated in relation to the
NDCs is differentiated between de-
veloped and developing countries.
The negotiator reportedly said that
every Party had a right to its view;
that all that was being suggested was
to reflect all views as options in the
draft outline; and that the starting
point for the negotiations had to be
‘alevel playing field'.

But the US (which has commu-
nicated itsintention to withdraw from
the PA) could not agree to the propo-
sition and sources said that it shot
down the option of reflecting all Par-
ties' viewsas ‘options'.

Long hourstill lateinto the night
were spent discussing how to capture
the views of Parties. After three days,
aformulation emerged on the text to
reflect ‘views/options'. This was ac-
ceptableto the USwith the caveat that
the formulation could not be attribut-
ed with anumber; in other words, the
suggestion was to leave the ‘views/
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options’ in the text un-numbered in
the draft outline, while other texts
were numbered, which was seen as
an attempt to effectively render the
‘views/options' paragraphs ‘ status-
less', according to a negotiator.

This disparate treatment, reflect-
ing what the US could go aong with,
gave rise to questions from devel op-
ing countries as to why different sta-
tus was accorded to different texts.

(Thework from the Bangkok ses-
sionisto betaken forward by the pre-
siding officers of the relevant bodies
by identifying ways forward, includ-
ing textual proposals that would be
helpful for advancing the negotia-
tions. Hence, according different sta-
tusto various parts of the texts raised
significant concerns for developing
countries.)

Further discussions gave way to
‘huddles’ among the negotiators, and
in some of these, emotions ran high.
According to sources, the co-facili-
tators from Singapore and Italy were
seen to have ‘ pressured some Parties
to hand over the mandate of drafting
thetext to them, where they promised
to‘weavemagic’ inrelationto resolv-
ing the differences among Parties.

Developing countries held their
ground to ensure alevel playing field

Photo by [1SD/Kiara Worth (enb.iisd.org/climate/sh48-2/6sep.html)



and said that if Parties views were
not being alowed to be captured in
texts, the starting point for negotia-
tionswas clearly still far away.

Even as negotiators spent busy
hoursininformal consultations, some
of which even went on close to mid-
night, no agreement could be arrived
at. Parties thus went back to the *ad-
ditional tool’ prepared by the co-
chairs of the APA prior to the
Bangkok session.

Expressing regret on the issue,
the LMDC said during the closing
plenary of the Bangkok talks that
‘there have been persistent attempts
to renegotiate the PA by developed
countries, particularly on the essen-
tial differentiation between Annex |
[mainly developed countries] and
non-Annex | [mainly developing
countries] Parties coming from the
Convention which continues to be
reflected in the PA and on the scope
of the NDCs as contained in Article
3. Further textual progress has been
limited because some Parties did not
accept how to reflect differentiation
between developed and developing
countries as a paragraph and options
inthetext.” The LMDC called for an
appropriate solution on differentiation
in relation to thisissue.

On the other hand, the Umbrella
Group, of which the USisamember,
said that ‘bifurcation’ (referring to
differentiation between developed
and developing countries) was ‘in-
consistent with the PA and would
hinder [rather] than build trust’ among
Parties.

The divergent positions over the
scope of the NDCs have also spilt
over to the negotiations under the SBI
in relation to the public registry for
NDCsand the registry for adaptation
communications (AC), which areun-
der two separate agendaitems of the
SBI.

Several developing countries
have been requesting joint sessionsto
deal with the subject of the registries
instead of having separate discus-
sions, asthe NDC and AC issues are
intricately linked. They are of the
view that thereisno need to havetwo
separateregistries, arguing that NDCs
comprise both mitigation and adap-
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Celebrating the adoption of the Paris Agreement in 2015. The Agreement was a very
delicate deal struck following years of intense and difficult negotiations.

tation, while the developed countries
and some other developing countries
contend that the features of the regis-
triesfor NDCsand AC differ. For the
developed countries, the registry for
NDCs is viewed as only addressing
mitigation actions and nothing more.

A joint sessionwas held under the
SBI to discuss both registries but Par-
tiesare not any closer to resolving the
differences of viewsand positionson
the matter.

Global stocktake: Attempts to
sideline issue of equity

The PA stipulates that the global
stocktake (GST) — an assessment of
the collective progress of Parties to-
wards achieving the purpose of the
Agreement and its long-term goals —
which will take place in 2023 has to
be carried out in light of equity.

There is an agreement among
developing countries that commonly
agreed guidance to operationalise
equity needs to be designed in the
modalities of the GST.

At Bangkok, India, speaking on
behalf of the LMDC, called for equi-
ty to be captured in the negotiating
text not just asan overarching but also
asacross-cutting issuein al the ele-
ments of the GST.

However, developed countries
from the Umbrella Group wanted the
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issue of equity to be ‘parked’ at
Bangkok while Parties discussinstead
the modalities of the GST.

‘Equity is an important compo-
nent for preserving the collective and
facilitative nature of the GST. No
modalities can be arrived at without
equity in the modalities,” a develop-
ing-country negotiator told the Third
World Network, adding that thisview
had been communi cated to the devel-
oped countries during negotiations.

‘Several indicators have been
proposed to measure equity. Histori-
cal responsihility, equitable accessto
sustainable development, and carbon
space are among them. We need to
find a way to operationalise equity,’
the negotiator further said, express-
ing concerns about attempts to push
discussions on equity to a corner.

Work done at the Bangkok ses-
sion is captured in a revised tool,
which reflects the views of all Par-
tiesand captured as*‘ options’, includ-
ing on issues related to equity.

Finance-related matters

In relation to finance, several
contentious issues emerged around
modalitiesfor ex-anteinformation on
the projected levels of public finan-
cial resources to be provided by de-
veloped countries to developing
countries under Article 9.5 of the PA



and setting up a process for a new
collective goa on finance based on
the needs and priorities of develop-
ing countries before 2025. See below
for progress on the finance-related
issues under the respective bodies.

Article 9.5 under the APA

Under the APA, modalities for
the ex-anteinformation under Article
9.5 are being discussed under * possi-
ble additional matters'.

During the discussions, devel-
oped countries stressed that discuss-
ing modalitiesfor communicating the
ex-ante information on the projected
levels of public financial resources
was outside of the mandate of the PA,
even though devel oping countriesre-
peatedly stressed why addressing this
issue of modalitieswas critical. They
explained that for whatever informa-
tion developed countries provide,
proving it useful needs the design of
modalitiesto communicatethat infor-
mation. However, developed coun-
tries would not accept any explana-
tion and reasoning, continuing to in-
sist that the issue of modalities was
not within the PAWP mandate.

The differences persisted
throughout the session and the out-
comeis captured in the form of draft
text language in the revised tool re-
flecting two options. Thefirst option
outlinesthe modalitiesfor suchinfor-
mation (which is the proposal of de-
veloping countries) and the second
option (proposed by developed coun-
tries) ssimply states that the APA does
not need to provide any recommen-
dation on the matter to the Confer-
ence of the Parties serving as the
meeting of the Parties to the Paris
Agreement (CMA).

Article 9.5 under the SBI

Under the SBI, the agenda item
on Article 9.5 deals with the *identi-
fication of the information to be pro-
vided by Parties . In Bangkok, differ-
ences emerged on the nature of the
information to be provided.

Sources said that the US men-
tioned that it did not want to capture
information only in ‘quantitative fi-
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nance flows since much of its sup-
port was in terms of ‘technical part-
nerships’, while Switzerland said it
was not in a position to provide dis-
aggregated quantified information.
Sources also said that the idea of
‘partnerships’ floated by developed
countries was not acceptable to de-
veloping countries, which werelook-
ing for meaningful financial resourc-
es from developed to developing
countries.

Developing countries also ex-
plained that theinformation to be pro-
vided was to enhance predictability
and transparency. The PA stated that
the financial resources to be provid-
ed and mobilised should take into
account the needs and priorities of
developing countries, and how the
needs and priorities were reflected
was the starting point for qualitative
information, emphasised developing
countries.

Another important aspect wasthe
balance between mitigation and ad-
aptation support when the informa-
tion is provided, how the support is
new and additional and how the sup-
port takes into account public and
grant-based needs for adaptation, de-
veloping countries said during the
discussions.

Some developing countries also
expressed concern over the use of
words such as*donors' in the discus-
sionsand asked Partiesto refrainfrom
using such terms and to avoid creat-
ing artificia distinctions among de-
veloping countries.

Even with these differences, de-
veloping countries were in favour of
capturing the progress of work in a
draft decision language format, but
developed countries said they could
not go a ong with such aproposal and
preferred to work on the basis of an
informal note.

Thus, the discussions on the is-
sue concluded with an informal note
by the co-facilitators, comprising gen-
eral considerations, potential consid-
erations for the preparation of quan-
titative and qualitative information,
along with further considerations re-
quired. The informal note also con-
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tains the submissions from Parties,
including aconference room paper by
the African Group and the LMDC.

Article 9.7 under the SBSTA

Under the SBSTA, in relation to
Article 9.7, Parties in Bangkok dis-
cussed ‘ modalitiesfor the accounting
of financial resources provided and
mobilised through public interven-
tions' and arrived at a draft decision
highlighting different optionsreflect-
ing the views of developing and de-
veloped countries. The draft text was
the result of integrating submissions
by the devel oping-country Group of
77 and China, and Australia, Japan
and the US.

Even though Parties saw moving
to a draft decision as progress, vast
substantive differences remained.

According to sources, devel oped
countries wanted references to new
termssuch as‘ reporting Parties’ inthe
text, when the obligation of provid-
ing financial support is on developed
countries. Developed countries also
proposed deleting references to ‘loss
and damage’ and expressed discom-
fort over the use of words such as
‘new’ and ‘additional’ duringthedis-
cussions, which raised red flagsfrom
developing countries.

There were also differences of
view on how the information on fi-
nance provided and finance mobilised
should be treated, with developed
countries wanting the clubbing to-
gether of both types of information
while devel oping countries wanted a
distinction between the two.

In light of the above, the road to
and at Katowice, Poland, is bound to
be rocky. Whether and how compro-
miseswill bereached, giventhevastly
opposing views between Parties, re-
mains to be seen and is expected to
draw much public attention. It will
indeed be a testing time for the Pol-
ish presidency of the talks. L 2

Meena Raman is Senior Legal Adviser and
Coordinator of the Climate Change Pro-
gramme of the Third World Network. Indra-
Jjit Bose is a senior researcher with TWN.
This article was written with inputs from
Prerna Bomzan.
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Resisting moves to undermine
the element of equity in
the Paris Agreement

Developing countries will have to be wary of attempts by the rich countries to
undermine provisions in the Paris Agreement which recognise the differential
burden in their obligation to fight global warming.

Meena Raman

SINCE the ratification of the Paris
Agreement (PA) in 2016, effortshave
been underway under the United Na-
tions Framework Convention on Cli-
mate Change (UNFCCC) to negoti-
ate the guidelines and procedures for
theimplementation of the Agreement
under what is known as the PA Work
Programme (PAWP). These guide-
lines are expected to be adopted in
December thisyear at the 24th meet-
ing of the Conference of the Parties
to the UNFCCC (COP 24) in Katow-
ice, Poland.

The PA was the outcome of ma-
jor battles on a multitude of issues,
especially between developed and
developing countries. Thedeveloping
countries wanted to:

(a) defend the Convention and
not let it be changed or subverted;

(b) ensure that the Agreement is
non-mitigation-centric with all issues
(including adaptation, loss and dam-
age, finance and technology, besides
mitigation) addressed and in a bal-
anced manner;

(c) ensure that differentiation in
all aspectsbereflected, with the prin-
ciples of equity and common but dif-
ferentiated responsibilities and re-
spective capabilities (CBDR-RC);

(d) ensure that developed coun-
triesenhancethe provision of finance
and technology transfer;

(e) ensurethat ‘loss and damage’
isrecognised asaseparate pillar apart
from adaptation;

(f) have legally binding provi-
sions, especially on the developed
countries in relation to emission re-

historical carbon emissions.

ductions and the provision of the
means of implementation to develop-
ing countries.

A number of developing coun-
tries also wanted the temperature goal
to limit temperature rise to below
1.5°C from pre-industria levels, as
the 2°C level was viewed as being
insufficient.

Developed countries led by the
United States and its allies (especial-
ly those under the Umbrella Group)
wanted the opposite of what devel-
oping countrieswanted. They mount-
ed an onslaught on the Convention,
seeking to:

« weaken the provisionsand their
obligations,

* redefine differentiation so asto
blur the different obligations of de-
veloped and developing countries.

The USaso did not want legally
binding provisions due to a hostile
Congress.

The European Union, the Um-
brellaGroup anditsallies, apart from
weakening differentiation also want-
ed amore mitigation-centric approach
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The notion of ‘comn responsibility’ advanced bydeveloped countries ignores their

by:

» wanting the nationally deter-
mined contributions (NDCs) to reflect
only mitigation obligations, and they
were very opposed to Article 3 of the
PA [which was what the Like-mind-
ed Developing Countries (LMDC)
wanted on the full scope of NDCsJ;

* having a focus mainly on the
ex-anteinformation for clarity, trans-
parency and understanding of the
mitigation actions of countries; and

« having afocus on the transpar-
ency framework in relation to mainly
mitigation actions.

In the final hours of the talks on
the PA, the LMDC in particular pre-
sented its‘ super-redlines’ to the pres-
idency of the negotiations.* They in-
cluded:

« that the purpose of the Agree-
ment is to enhance the implementa-
tion of the Convention in accordance
with the principles and provisions of
the Convention,

« reflection and operationalisa-
tion of equity and CBDR across all
elements;
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A session on climate finance at the Bangkok meetin. eveloped countries are re-
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sisting decisions to advance the provision of finance to developing countries under

the Paris Agreement Work Programme.

* clear differentiation between
developed and developing countries
on the mitigation efforts;

e commitment by developed
countries on provision of finance,
technology transfer and capacity-
building with no transfer or extension
of obligationsto devel oping countries
to provide finance.

Inthefina outcome, some of the
important points gained by develop-
ing countries were that:

— The PA is not mitigation-cen-
tric asdesired by developed countries,
although in some aspects mitigation
does get pride of place.

— In particular, Article 3 of the
PA reflects that NDCs are not only
about mitigation but cover adaptation
as well as the means of implementa-
tion.

— The developing countries to a
significant extent successfully de-
fended the Convention and stopped
the plans of developed countries to
drastically rewrite it.

— Differentiation between devel-
oped and developing countries was
retained in the main, although weak-
ened in some aress.

— The principles of equity and
CBDR were mentioned in a specific
clause in the important Article 2 on
purpose of the Agreement, and oper-
ationalised in some key areas of the
Agreement.

— Sustainable development and
poverty eradication as important ob-
jectives of devel oping countrieswere
referred to as the context of actions
by developing countriesin some key
areas.

— That developed countries

should take thelead in mitigation and
finance is referred to in the Agree-
ment.

— Although the temperature goal
is to limit temperature rise to well
below 2°C from pre-industrial levels,
the reference to pursuing efforts to
[imit the rise to below 1.5°C is sig-
nificant.

The battle of interpretation of
the PA continues

Since the commencement of ne-
gotiations on the implementation of
the PA under the PAWP in 2016,2 it
has been clear that developed coun-
tries are still pushing to interpret the
PA the way they want and are hell-
bent on having their way, despitetheir
failure to get what they wanted in
Paris as described above. They read
the PA inaskewed way that isintend-
ed to bolster their interpretation and
approach.

Several developing-country
groupings such as the LMDC, the
African Group and the Arab Group,
in particular, have been putting for-
ward their positions and submissions
consistent with their understanding
and interpretation of the PA.

So the battle of interpretation
continues and the divergences are
clear as seen from the documents (re-
ferred to as ‘tools’) that have most
recently been produced from the cli-
mate talks held in Bangkok from 4 to
9 September, as Parties make efforts
to produce anegotiating text for COP
243

Having secured some gains on
the major issues above, developing
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countries must ensure that in the bat-
tle of interpretation of the PA, and
through the PA Work Programme,
these gains are not lost.

Close attention must be paid to
the details of the modalities, proce-
dures and guidelines (MPGs) being
drawn up, for the *devil isin the de-
tail’ and it must be ensured that the
MPGs are consistent with the PA as
well as the Convention.

There are several waysin which
the gains that have been made can be
lost if developing countries are not
careful and in which equity and the
CBDR principle under the PA can be
seriously undermined, even though
Article 2(2) of the PA provides that
the Agreement is to be implemented
toreflect equity aswell asthe CBDR-
RC principle.

The challenge for developing
countriesisin ensuring the operation-
aisation of Article 2(2) of the PA in
the MPGs. If the CBDR principleis
undermined and further weakened,
developing countries would lose the
one hook they have in operationalis-
ing equity in the implementation of
the PA. The result would be that de-
veloping countries have to take more
climate actions with very little or no
means of implementation, while de-
veloped countries get away from
meeting their commitmentsunder the
PA, including in doing their fair share
inemission reductionsin order tolim-
it the temperature rise as agreed to
under the PA.

How equity is at stake

Therisk that devel oping-country
positions will be undermined is re-
flected in the positions of developed
countriesin the ongoing negotiations
under the PAWP. These devel oped-
country positionswould be advanced
further not only inthe negotiations but
also through the public discourse via
devel oped-country think-tanks, con-
sultants and civil society.

Some of the key ways in which
equity and CBDR can be undermined
are asfollows:

From CBDR to CRRC
In the negotiationsthat are ongo-
ing under the PAWP, devel oped coun-



tries have been opposing the reflec-
tion of differentiation among devel-
oped-developing countries (which is
the CBDR principle and is referred
to by the US as the *bifurcated’ sys-
tem). In place of the CBDR princi-
ple, the notion of * common responsi-
bility according to respective capabil -
ities' (CRRC) is being advanced.

Although the CRRC notionisnot
explicitly mentioned, entrenching this
notion is the underlying intent of de-
veloped countries, and this can be
seen in the negotiations through the
introduction of notionssuch as*com-
mon MPGs', ‘common approaches’,
‘common time-frames’ etc. with
‘some flexibilities for developing
countries according to their respec-
tive capabilities’, and through other
methods such as ‘all countries’ hav-
ing the collective responsibility to
addresstheemissionsgap asif every-
one had the same starting point, with-
out addressing the historical emis-
sions or the historical responsibility
of developed countries.

The attempt by developed coun-
tries here is to not have differentia-
tion between devel oped and devel op-
ing countries, and instead promotethe
notion of sharing theresponsibility for
addressing climate change without
differentiating the responsibility be-
tween developed and developing
countries, especially in relation to
emission reductionsand the provision
of finance, among all countries, and
to have the responsibilities shared
according to the ‘ respective capabili-
ties of countries.

Theeffect isthat the CBDR prin-
cipleisundermined, by promoting the
idea of ‘common responsibility’
which is not differentiated between
developed and developing countries
but is differentiated according to re-
spective capabilities of al countries.

The'but’ intheprincipleof ‘ com-
mon but differentiated responsibilities
and respective capahilities’ isdropped
— making a significant difference in
the understanding of the principle,
which differentiates developed and
developing countries first, before
looking at the respective capabilities
of countries.

ECOLOGY

The notion of ‘common responsibil-
ity’

The notion of ‘common respon-
sibility’, which is not differentiated
between developed and developing
countries, is premised on looking at
current and future emissions without
addressing historical or cumulative
emissions among countries:

e The ‘common responsibility’
idea stems from the notion that some
major developing countries are re-
sponsible equally for the *‘current
emissions’, rather than looking at
‘historical emissions’ together with
‘current emissions which amountsto
‘cumulative emissions’, as well as
looking at per capita emissions. This
is especialy the case in relation to
references by developed countries to
the ‘major emitters’, which target
Chinaand Indiain particular.

e The ‘common responsibility’
(without looking at historical respon-
sibility of developed countries) ap-
proach ignores the notion of equita-
ble accessto atmospheric space or the
‘fair shares approach’, and its intent
isto wipe out historical responsibili-
ty andtreat all countriesasif they had
the same starting point in terms of
responsibility for current and future
emissions.

This appears to be the underly-
ing reason why developed countries,
intherun-up to the PA, werefighting
at all coststo have acompletely new
treaty which isnot linked to the Con-
vention, as they wanted to wipe out
any association to their historical
emissionsor responsibility and to start
anew.

The 1992 Convention in its pre-
amble notes that ‘the largest share of
historical and current global emis-
sions of greenhouse gases has origi-
nated in devel oped countries, that per
capitaemissionsin devel oping coun-
tries are till relatively low and that
the share of global emissions origi-
nating in developing countries will
grow to meet their social and devel-
opment needs'.

At the insistence of developing
countries, the PA sets out in Article
2(1) that the Agreement is about ‘en-
hancing the implementation of the
Convention’. The Convention pro-
vides the legal basis for not ignoring
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the historical emissions of developed
countries which, until then, had al-
lowed developed countries to accu-
mulate their wealth and capabilities
and acquire their developed status
with no restraint on carbon emissions
since the Industrial Revolution.

In the process leading up to the
PA, and especially under the Bali
Action Plan process, there existed the
notion of ‘equitable access to atmo-
spheric space’, which later became
‘equitable accessto sustainable devel-
opment’ at COP 16 in Cancun in
2010. These were notions advanced
by developing countries in an effort
to have some references to how the
remaining carbon budget is to be
shared between devel oped and devel -
oping countries.*

In the run-up to the PA, these
notions disappeared and gave way to
the concept of ‘ nationally determined
contributions’ (NDCs), which are na-
tionally determined, with no reference
to the notion of ‘equitable access to
atmospheric space or to ‘equitable
access to sustainable development’,
which would have meant atop-down
approach in determining what coun-
triesmust do at the international lev-
€l, as was the case under the Kyoto
Protocol for the second commitment
period.®

However, if the PA is to be im-
plemented to reflect equity and the
principle of CBDR-RC, in the light
of national circumstances [as con-
tained in Article 2(2)], then equity
must remain central to the operation-
alisation and implementation of the
PA, including in the drawing up of
the MPGs.

In a bottom-up process, where
countries determine how much they
will do by themselves, any collective
aggregation or quantification of coun-
tries' targets without any referenceto
the cumulative emissions of Parties
puts all Parties at the same starting
point — meaning that the emissions
gap (the gap between the NDC tar-
gets and what is needed to limit tem-
perature rise in terms of the global
goal) isinequitable, asthismeansthat
the remaining carbon budget has to



be shared among all equally, regard-
less of how much devel oped countries
have already used of that carbon
space. This approach is highly ineg-
uitable, and developing countries
must express this explicitly.

To stress this point further, by
wiping out historical responsibility/
historical emissions and by focusing
on theremaining carbon budget or the
emissions gap, developed countries
are let off the hook for their histori-
cal emissions, and all countries are
treated as if everyoneis at the same
starting point in assuming common
responsibility for reducing emissions
andin closing theemissionsgap. This
iscontrary to the notion of equity and
fair shares, and results in inequity.

Hence, in any process, whether
it is the Talanoa Dialogue (TD)® or
the global stocktake,” there is a need
to address equity up-front and centre,
by focusing on the equitable access
to atmospheric space concept, the
notion of cumulative emissions and
the historical responsibilities of de-
veloped countries, and not just allow
the focus to be on the emissions gap
as if al countries had common and
undifferentiated responsibility.

Indeed, the need is to focus on
the ‘but’ of the CBDR principle,
where the responsibility is differenti-
ated between devel oped and devel op-
ing countries, and not allow its ero-
sion, which would lead to the nega-
tion of historical emissions and re-
sponsihilitiesin the negotiation of the
MPGs or when Parties engage in the
Talanoa Dialogue. (See more on this
below.)

The notion of ‘respective capabili-
ties’ in the CRRC approach

Under the CRRC approach, on
the issue of ‘ respective capabilities’,
some developing countries are
viewed as being more capable than
others and indeed are even compared
with some developed countries too.
Therefore, flexibilities in the imple-
mentation of the MPGs may be pro-
vided to only those countries that are
viewed as needing them.

The common refrain from devel -
oped countriesintherun-up to the PA
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was that ‘the world has changed’,
meaning that many devel oping coun-
tries are not poor anymore and must
be differentiated according to the
World Bank income categories of
low-income, middle-income or high-
income. Underlying thisrefrainisthat
those with higher incomes have more
capabilities and should therefore not
be given flexihilities, and they should
also contribute to providing climate
finance and should not be receiving
finance or technology transfer. These
arguments were strongly resisted by
developing countries in the negotia-
tions, which countered that this was
contrary to the UNFCCC’sprinciples
and provisions. TheLMDC in partic-
ular, which includes Chinaand India,
in its interventions stresses that two-
thirds of the world’s poor live in its
member countries.®

In the CRRC approach, emerg-
ing developing countries will be
viewed as needing to also do much
more in emission reductions, includ-
ing by taking on absolute emission
reductions similar to those of devel-
oped countries and in contributing to
financial resources over time, and
they would not be given grants or
concessional finance by developed
countries or affordable technologies.

Those viewed as needing flexi-
bilitiesfrom the perspective of devel-
oped countries may include Least
Developed Countries (LDCs) and
Small Island Developing States
(SIDS) and that too only until their
‘capabilities’ or ‘capacities’ are built
up, after which everyone would be
treated in the same way in the appli-
cation of the MPGs.

Such a CRRC approach is not
tenable as:

e Thereisabsolutely no legal ba-
sisfor the CRRC notion in the PA or
the parent Convention;

« Differentiation among devel op-
ing countriesis not recognised in the
Convention or the PA, except the spe-
cial circumstances of the LDCs;

e The special case of ‘LDCs,
SIDS and Africa was recognised in
the Green Climate Fund (GCF) in a
decision by the GCF Board in rela-
tion to the alocation of the Fund’s
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resources for adaptation, where ‘the
urgent and immediate needs of vul-
nerable countries, in particular LDCs,
SIDS and African states', were to be
taken into account, including in en-
suring that 50% of the adaptation al-
location be for ‘particularly vulnera-
ble countries, including LDCs, SIDS
and African States'. This cannot be
taken to mean that only these group-
ings of developing countries have
‘less capabilities’ in the real world.

In any event, what capabilities a
developing country has must be de-
cided by the country itself and is its
national circumstance and not for any
international process to define. This
national determination of a develop-
ing country’s capability or capacity
must be respected.

Hence, the dippery slope of mov-
ing from CBDR-RC to CRRC must
be prevented and resisted by all de-
veloping countries as thisis contrary
to the Convention and the PA.

Scope of NDCs — a mitigation-cen-
tric approach

Under the discussion on NDCs,
their features, information and ac-
counting (agenda item 3 of the Ad
Hoc Working Group on the PA), the
approach of devel oped countriesisto
ignore the importance of Article 3 of
the PA and to interpret NDCs as re-
ferring only to mitigation. The head-
ing of agendaitem 3 —* Further guid-
ancein relation to the mitigation sec-
tion of decision /CP21, on...” —is
used to suggest that the discussion
should only be about mitigation
when:

* The heading was not negotiat-
ed in Paris and cannot circumscribe
what should be the substance and con-
tent of NDCs as defined by Article 3,
and when the term NDCsis used in
Article 4, it must have the meaning
ascribed to it under Article 3.°

* The understanding containedin
Article 3 must be operationalised
through therelevant articles of the PA
and when the discussion is about fea-
tures, the scope of the NDC isavita
consideration, as well as in relation
to information to be provided ex ante
or ex post, including in the transpar-
ency framework.



Article 3 of the PA provides that
‘As nationally determined contribu-
tionsto the global responseto climate
change, al Parties are to undertake
and communicate ambitiouseffortsas
defined inArticles 4, 7, 9, 10, 11 and
13 withtheview to achieving the pur-
pose of this Agreement as set out in
Article2. Theeffortsof al Partieswill
represent a progression over time,
while recognising the need to support
developing country Parties for the
effective implementation of this
Agreement.’

Article 3 symbolises the ‘ battle
over the nature of the agreement to
ensure that the NDCs are not viewed
only as being ‘mitigation-centric’
(Article 4 refers to the element of
‘mitigation’, Article 7 to * adaptation’,
Article 9 to ‘finance’, Article 10 to
‘technology development and trans-
fer’, Article 11 to ‘ capacity-building’
and Article 13 to a ‘transparency
framework for action and support’).

One problem is that even among
some developing countries, there is
no shared understanding about the
importance of Article 3 and how
NDCs cannot be viewed without the
linkages between mitigation and the
means of implementation and adap-
tation and the means of implementa-
tion and the link between mitigation
and adaptation for developing coun-
triesin redity.

Insisting on the full scope of the
NDCs s not being against ambition.
On the contrary, only through adopt-
ing a comprehensive approach is eg-
uity ensured through developing
countries being able to achieve am-
bition in the real world. Linking cli-
mate actions to the availability of re-
sources at both domestic and interna-
tional levelsiscritical to operational-
ising equity between developed and
developing countries. Critical for de-
veloping countries too is the mitiga-
tion-adaptation link, the mitigation
co-benefits derived from adaptation
efforts.

Focus on ‘ambition’ but not on ‘eq-
uity’

In the discussions under the Tal-
anoaDialogueand in the negotiations
ontheglobal stocktake, thereisstrong
resistance by developed countries to
addressing equity and what this
means for developing countries.
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For instance, in the Talanoa Dia-
logue session held in May this year,
the questions posed did not include
the very key question of ‘how did we
get here’ in relation to the climate
problem. Thefocushby the Fijian COP
23 Presidency wasonly on‘whereare
we; where do we want to go and how
do we get there'.

Developing-country groupings
including the LMDC and the Arab
Group stressed that the “how did we
get here' question was an important
onethat reflectsthe historical respon-
sibility of developed countriesfor cli-
mate change and was a vital matter
to address.*?

Clearly, not posing this vital
question in relation to the historical
responsihility of developed countries
is an effort at further undermining
equity in the negotiations.

In relation to discussions on the
global stocktake at the Bangkok talks
held in early September to assess the
collective progress of Parties in
achieving the purpose of the PA, de-
veloped countries attempted to side-
line the consideration of equity as a
substantive element in the design of
the stocktake. Developing countries
of course resisted such moves.

In addition, it has become com-
mon practice for many quarters in-
cluding the European Union and their
think-tanksto citethe United Nations
Environment Programme’sEmissions
Gap reports in the negotiations, or
even the reports of the Intergovern-
mental Panel on Climate Change
(IPCC), to expose the emissions gap
that exists between what countriesare
doing and what is needed in limiting
the temperature rise and to ask all
countries to do more, without look-
ing at whoisnot doing their fair share
consistent with their historical/cumu-
lative and current emissions (which
are mainly the developed countries).
Thisis not consistent with equity, as
has been pointed out above, asevery-
oneistreated ashaving the same start-
ing point in terms of responsibilities
for the current and future emissions.

Thus, it is imperative for devel-
oping countries to push the ‘equity’
narrative and articulate better how
equity isthe gateway and the only way
to more ambition. This reflects the
reality of how developing countries
also have to cope with numerous sus-

THIRD WORLD RESURGENCE No 331/332

tainable development challenges.

Developing countriescan only do
so much with their own domestic re-
sources, and their priority will natu-
rally be to respond first to adaptation
and address loss and damage arising
from climate-related disasters, as
theserequire urgent attention and can-
not wait, given the suffering and ef-
fects faced by their people.

Hence, operationalising equity in
thisregard meansthe provision of cli-
mate finance which takesinto account
the needs and priorities of develop-
ing countries as provided for under
Article 9 of the PA and to also enable
the transfer of climate-friendly tech-
nologies as recognised under Article
10.

Further, developed countries
must be exposed to show that they are
doing far too little in terms of their
fair shares as thisis also not consis-
tent with equity.

Alsocritical for devel oping coun-
triesisto keep the focus on devel oped
countries meeting their pre-2020
commitments so that the emissions
gapisnot shifted to devel oping coun-
triesinthe post-2020 timeframe. This
isespecialy important in view of the
urgency for climateaction to start now
rather than postponing actionstill af-
ter 2020 under the NDCs.

No meeting of commitments on fi-
nance under the PA

Developed countries, led by the
United Statesin particular but not lim-
itedtoit alone, areresisting decisions
to advance the provision of finance
to developing countries under the
PAWP,

Since COP 23 in Bonn in 2017
and in Bangkok most recently in Sep-
tember, it has been clear that devel-
oped countries as awhole are not in-
terested in advancing and implement-
ing the decisions taken on finance in
Paris such as whether to agree on a
modality to communicate biennially
‘indicative quantitative and qualita-
tive information’ on the *projected
levelsof publicfinancial resourcesto
be provided to developing country
Parties' (under Article 9.5), or to be-
gin a process to discuss the new col-
lective goal on post-2020 finance
based on the needs and priorities of
developing countries;*? or in relation
to the Green Climate Fund,® to talk



and agree on a target for replenish-
ment of the Fund,** or to have the ex-
isting Adaptation Fund (in its current
form) serve the PA.

These finance issues have be-
come among the most highly conten-
tious under the PAWP, with devel-
oped countriesstalling and seeking to
weaken their existing commitments
under the PA and also asserting that
these issues are not needed to be
agreed to for the first meeting of the
Conference of the Parties meeting as
the Parties to the PA (CMA 1) in Po-
land at the end of this year.

In the best-case scenario, the un-
derlying agenda of developed coun-
tries seems to be in limiting any fi-
nancial resourcesto‘LDCsand SIDS
and to get the major devel oping coun-
tries to provide more financia re-
sources to others, even if it is only
voluntary; aswell asin shifting much
of the focus to mobilising finance
from the private sector and for devel-
oping countriesto mobilisetheir own
domestic resources.

Clearly, such efforts by devel-
oped countries gravely threaten the
implementation by developing coun-
tries of climate actions under the PA
and undermine equity very fundamen-
tally in not providing the means of
implementation for achieving such
actions.

The US role and others
hiding behind it

An elephant in the negotiating
roomistherole of the US, which had
indicated in June 2017 that it no long-
er intends to be a Party to the PA. It
however remains a Party until No-
vember 2020, given the provisionsin
the PA as to when a Party can with-
draw from the Agreement.’s

Despiteitsintention to withdraw,
the US continuesto negotiate asakey
Party, calling the shotsaswas visible
at COP 23 andleadingitsalliesinthe
developed world to accommodate its
concerns.

Questions abound in the corri-
dors of the negotiating venues as to
whether the USisnegotiating in good
faith or if it is attempting to under-
mine the PA to accommodate the in-
terestsof the Trump administration so
that the US can once again be a Party
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to the PA, which is however doubt-
ful, given Trump’s view that climate
change is a *hoax’ concocted by the
Chinese.

The US in the PAWP negotia-
tions has firmly opposed issues such
as differentiation between devel oped
and developing countries in the
MPGsand any proposal by the Group
of 77 and China or other developing-
country groups on issues of finance
such as that under Article 9.5 or in
the setting of a new collective goal
on finance.

Hence, developing countries
must recognise the US inflexibility
and that if more concessions are giv-
en to accommodate it, it will be
counter to theinterests of developing
countries and will negate the gains
made and delicate balance struck in
the PA.

Conclusion

Given the above, the stakes in-
volvedintheclimate negotiationsare
high, with the potentia for eroding
thegainsmadein Parisaswell asfur-
ther undermining equity intheimple-
mentation of the PA, which will be
highly disadvantageousto developing
countries.

With aninflexibleUSand awill-
ingnessamong itsalliesto accommo-
date USinterestsfurther asthey have
similar positions, the climate talksin
Poland this December will see con-
tinued division and contention be-
tween developed and developing
countries.

If the gains they made in Paris
are to be protected, then developing
countries must spare no effort in
defending them and in ensuring that
equity is not eroded any further in
how the PA isto be implemented, ei-
ther through the MPGs or through
the various processes and decisions
that will be adopted in Poland at COP
24. *

Notes

1 For more details, see https://
www.twn.my/title2/climate/doc/
M eenabriefingpaper.pdf

2 See http://lwww.twn.my/title2/cli-
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der paragraph 20 of decision 1/
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Under Article 14 of the PA to take
stock of the collective progress of
Partiesin achieving the purpose of
the Agreement.

See http:/twn.my/title2/climate/
news/parisOL/TWN_updatel0.pdf
See http://www.twn.my/title2/cli-
mate/news/Bonnl8/
TWN_update5. pdf
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2018

CSO Equity Review (2017) Equi-
ty and the Ambition Ratchet: To-
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tive Dialogue. Manila, London,
Cape Town, Washington, et al.:
CSO Equity Review Coalition.
http://civilsocietyreview.org/wp-
content/uploads/2017/11/
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See http://www.twn.my/title2/cli-
mate/info.service/2018/
¢c180702.htm
http://ww.twn.my/title2/climate/
info.service/2018/cc180702.htm
The PA entered into force for the
US on 4 November 2016, which
means that, under Article 28.1 of
the PA, the US can withdraw from
the PA only after 3November 2019
(three years after the PA entered
into force). And according to Arti-
cle 28.2, ‘such withdrawal shall
take effect upon expiry of oneyear
from the date of receipt ... of the
notification of withdrawal...”. The
earliest that the US pullout from the
PA cantakeeffect isthusfour years
from 4 November 2016, i.e., on 3
November 2020.



HEALTH & SAFETY

Modi and the world’s largest
health insurance scheme

In his speech on India’s Independence Day in August, Prime Minister Narendra
Modi claimed that his government would soon be establishing the world’s largest
health insurance scheme. Prabhat Patnaik questions the viability of the scheme in
the light of the paltry resources being allocated.

THE fraudulence of the claim made
by the government of Indian Prime
Minister Narendra Modi with regard
to the Ayushman Bharat scheme
launched recently surpasses all its
previous efforts. This is hardly sur-
prising for a government for which
what matters is not what it actually
does but how it creates perceptions
about what it is doing.

The Ayushman Bharat scheme
consists of two separate parts. Oneis
the creation of 150,000 ‘Health and
WEellness Centres’, which are simply
the old primary health centres given
a fancy new name, and for each of
which the 2018-19 union budget al-
locates a mere Rs 80,000. This obvi-
ously cannot even be sold as a major
new initiative.

The other part, which is being
sold as such, is the Pradhan Mantri
Jan Arogya Yojana, which is the old
Rashtriya Swasthya Bima Yojana in
anew avatar. Thisnew schemeissup-
posed to cover 10 crore families (or
50 crore persons) and provide insur-
ance cover of upto Rs5lakh per fam-
ily per annum. (Note on Indian num-
bering system: 1 lakh = 100,000; 1
crore = 10,000,000.) It is being tout-
ed as the largest health insurance
scheme in the world. And yet the
amount earmarked for the schemein
the 2018-19 budget is a paltry Rs
2,000 crore, which comes to Rs 40
per person per year. Evenif the states
share is additionally taken into ac-
count (states are supposed to provide
40% of the expenditure under the
scheme, as against the centre’s 60%),
the per capita provision comes to a
ridiculous Rs 67.

Infact, ironicaly inthevery bud-
get in which the government claimed
that it wasrolling out theworld'slarg-
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Indian Prime Minister Narendra Modi presenting a mock health insurance card to a
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beneficiary at the launch of the Ayushman Bharat scheme in September.

est health insurance scheme, the total
allocation for the health sector
showed scarcely any increase at all.
Against a revised estimate of Rs
50,079.6 crore for 2017-18, the bud-
get allocation for 2018-19 wasamere
Rs 52,800 crore, which represents a
5% increase in nominal terms, and
henceavirtually zero percent increase
inreal termg!

The Indian government think-
tank Niti Aayog has suggested that the
allocation for the health insurance
scheme would be eventually in-
creased to around Rs 10,000 crore.
But it also claimed inthe same breath
that thiswas all that was needed, i.e.,
that it would be quite adequate for
covering 50 crore persons, each up
toalimit of Rs 1 lakh of expenditure
per year, which is an utterly ridicu-
lous claim.

Assuming that thetotal insurance
premium paid is roughly equal to the
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total expenditureincurred by the ben-
eficiariesin the aggregate, Rs 10,000
crore for a beneficiary population of
50 crore amount to an average expen-
diture of Rs 200 per person per an-
num. Now, leaving aside government
hospitals, where patients are subsi-
dised anyway but which are of course
grossly inadequate for meeting the
health needs of the targeted popula
tion (for otherwise there would be no
need for such an insurance scheme at
al), asinglevisit to aprivate hospital
requires a minimum expenditure of
Rs 500 just to see a doctor, even if
we do not take into account the cost
of medicine. The figure of Rs 10,000
crore therefore would not cover even
asinglevisit tothe hospital by amem-
ber of the targeted population during
an entireyear. And yet the Niti Aayog
thinksthat thiswould be sufficient to
provide insurance cover of up to Rs
5 lakh per family to 10 crore fami-



lies!

Independent researchers have
suggested that if in fact 10 crore fami-
liesareto be provided insurance cover
for upto Rs5lakh per family per year,
then the total amount required for
such a scheme would be around Rs
1.2lakh crore, whichis 12 timeswhat
the Niti Aayog believes should bethe
eventual alocationfor it, and 60 times
the current allocation for the scheme
for 2018-19. To pass off this scheme
for which hardly any resources are
being earmarked at al as an earth-
shaking event thereforeisamere pre-
election gimmick; it does not repre-
sent any genuinely meaningful effort
by the government to ensure univer-
sal hedlthcare.

In any case, if universal heath-
care isto be ensured, then a National
Health Service on the British or Scan-
dinavian pattern is far better than the
insurance route. The United States,
for instance, has one of the highest
ratios of healthcare expenditure to
GDPintheworld, far higher than that
of any Scandinavian or European
country: in 2016 the ratio of health-
care expenditure to GDP in the US
was 17.2% compared with 11.3% for
Germany, 11% for Sweden, 11% for
France and 9.7% for the UK. And yet
in terms of the provision of quality
universal healthcare, the US is gen-
erally recognised as lagging behind
the European countries. And the rea-
son liesin the fact that it pursues the
insuranceroute. Thequality of health-
care suffers because the insurance
companies, instead of settling claims,
spend huge amounts in employing
lawyers to ensure that they do not
have to pay hospitals for patients
treatment, which in turn means that
the hospitals are always keen to get
rid of patients as quickly as possible.
Thereach of healthcareinthe USwas
alwayslimited; and Obama’s attempt
to universalise it, in the face of mas-
sive opposition at the time, is now
being scuttled by the Trump admin-
istration.

The insurance route benefits in-
surance companies more than it ben-
efits the patients. It also benefits pri-
vate hospitalsby enlarging their turn-
over through multiple tests and con-
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the Indian government to ensure universal healthcare.

sultations which are strictly not nec-
essary. TheModi government’sclaim
of expanding healthcare availability
for the impoverished population
thereforeiswrong both because of the
route chosen, namely the insurance
route, and also because of the ridicu-
lously paltry financial provision
which it is planning to make while
following this route.

And al thisisin addition to the
fact that in large parts of the country,
hospitals ssmply do not exist, so that
being insured for hospitalisationis of
no use whatsoever. This ironically
could be the reason why the govern-
ment believes that it need not spend
much on the scheme even while
showing on paper avery wide cover-
age for it; but then its claim of usher-
ing in the largest healthcare scheme
in the world is completely vacuous.

The National Health Policy un-
veiled in 2017 had suggested that to-
tal government expenditure on health
(of the central and state governments
taken together) should beraised from
the current 1.15% of GDP to 2.5%
by 2025. If the central government
was serious about meeting this objec-
tive, thenit should haveincreased the
proportion of the union budget devot-
ed to healthcare. Instead we find that
as aproportion of the central govern-
ment’s total budgetary expenditure,
the amount earmarked for the Minis-
try of Health and Family Welfare has
declined from 2.4% in 2017-18 (re-
vised estimate) to 2.1% in 2018-19
(budgeted estimate).
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The 2.5% target for 2025 isitself
too low. The high-level expert group
on universa healthcare which submit-
ted its report to the Planning Com-
mission in October 2010 had recom-
mended that government expenditure
on healthcare should be raised to
2.5% of GDP by the end of the
Twelfth Five-Year Plan in 2017 and
to 3% of GDP by 2022. The fact that
in 2017 itself the proportion of gov-
ernment health expenditure in GDP
isno higher thanin 2010, and the tar-
get for achieving even the 2.5% fig-
ure has been shifted from the end of
the Twelfth Plan to 2025, speaksvol-
umes about the seriousness of succes-
sivegovernmentsin providing health-
care. And the fact that despite the re-
vised target dates set in 2017, the
share of the central budget devoted
to healthcare still shows no sign of
increasing, and on the contrary actu-
ally showsadeclinein 2018-19 com-
pared with the previous year, only
underscores the callousness with
which the government treats the
health of the deprived segment of the
population.

When such is the state of affairs,
to claim, as the Modi government is
doing, that the largest health cover-
age scheme in the world has beenin-
augurated by it, isjust acruel joke. ¢

Prabhat Patnaik is professor emeritus at the
Centre for Economic Studies and Planning
at Jawaharlal Nehru University in New Del-
hi. This article is reproduced from People's
Democracy (30 September 2018, https://
peoplesdemocracy.in/).



COVER

Escalating US-China trade war
threatens the global
trading system

Since the US launched a trade war against China earlier this year and provoked
the inevitable retaliation and counteraction, fears have been growing that the
resulting escalation is putting the global economy and the world trading system in
jeopardy. Martin Khor explains.

24 September marked anoth-
er milestone in the escalat-
ing global trade war that
threatens to shake the foun-
dations of the world trading
system and cause economic
uncertainty at atimeof finan-
cia fragility. It'san altogeth-
er bad development that adds
more gloom to global eco-
nomic prospects.

The United States had
announced it was going
ahead with slapping an ad-
ditional 10% tariff on $200
billion worth of importsfrom
China. Hours later, China said it
would impose 5-10% extra tariffs on
$60 billion of importsfromthe USin
retaliation.

Both setsof tariff increases came
into effect on 24 September. But that's
notal. TheUSasosaiditwouldraise
the extratariffs on the $200 billion of
imports from 10% now to 25% at the
end of the year. And if China retali-
ates (whichit now has), the US might
sap higher tariffs on yet another $267
billion of Chinese imports.

This comes on top of tariffs on
aninitial $50 billion worth of Chinese
importsthat the US had charged afew
months ago, and equivalent tariffson
$50 billion of US imports that China
imposed as retaliation.

And even beforethat, the UShad
put extratariffs on steel and alumini-
umimportsfromall countries, except
afew that were exempted for thetime
being. The US is aso threatening to
dap tariffs on imported auto vehicles
and partsincluding from Europe. That
ison hold because of abilateral deal
reached, but could be reignited if US
President Donald Trump is not satis-

A container ship berths at a US port upon returning from Chi-
na. The US’ unilateral targeting of imports from China has
undermined the legitimacy of the world trading system.

fied with European behaviour.

The US itself is experiencing
negative effects of thistradewar. The
prices of theinitial $50 billion of im-
ported Chinese products have started
to go up in the US, raising costs for
both consumers and producers. The
Chinese are similarly affected. Ex-
ports of both countries are a so bound
to decline, and this will eventually
affect their overall economic growth.

Therewill be collateral effectson
other countries. InAsia, thosethat are
integrated in the global supply chain
will find lessdemand for their exports
of components to China. For Malay-
sig, for example, the effect is project-
ed by analyststo be around 0.4t0 0.7
percentage point of GNP in 2019.
This could be offset by positive ef-
fects. Some companies producing in
China are considering relocating to
other countries, including Malaysia,
to escape the US' punitive tariffs.
And some Malaysian products may
become cheaper than Chinese prod-
uctswhich will now be subject to ex-
traduties. But it islikely that the bad
effects will outweigh any such good
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effects, at least in the short
run.

Itisclear that theUSis
to blame for the trade war.
Its unilateral actions go
against the spirit and rules
of the trading system, and
have in fact undermined its
legitimacy and viability.

The steel and alumini-
um tariffs were imposed
under the security clause of
the US' domestic trade law,
while the other tariff in-
creases are under Section
301 of thetradelaw. TheUS
actions are against various WTO
rules.

Challenges to the US unilateral
measures have been brought by Chi-
naand other countries at the WTO. If
theUSisfoundinviolation, whichis
quite likely, it will have to stop its
actions or face retaliation: the coun-
triesthat win the cases heard by WTO
panels of experts are allowed to im-
pose equivaent tariffs on US prod-
ucts.

However, the US has engineered
acrisis in the WTO's dispute settle-
ment system so that soon the outcome
of successful cases against it cannot
be implemented. This is because the
US is now paralysing the WTO'’s
Appellate Body by refusing to allow
new appellate body members to be
appointed to replace those retiring.
Soon there will be only three mem-
bers left, out of afull body of seven,
and two more will have retired by
December 2019. A minimum of three
members is needed to sit on a case.

Thus, if alower-level panel rules
against theUS' unilateral actions, and
the US lodges an appea which can-



not be heard because there are insuf-
ficient appellate body members, the
panel decision cannot be enforced.

This would make the WTO a
quite toothless organisation. There
would be no legal remedy to enforce
penaltiesfor breaking the WTO laws.
Countries that impose unilateral tar-
iff increases can get away with it. In
turn, other countries would aso do
the same.

The rules-based trade system is
aready starting to break down. We are
now seeing blatant protectionism by
the US and retaliation by affected
countries. Within months the trade
war could spread, with the law of the
jungle becoming more prominent.

There are some rules over which
tears will not be shed in the devel op-
ing countriesif they cannot be upheld
anymore, such as the WTO's TRIPS
Agreement on intellectual property.
The free trade economist Jagdish
Bhagwati has said the TRIPS treaty
does not belong in the WTO.

But what al member states like
about the WTO isitsrolein ensuring
the predictability that their exports
can sell in the markets of its mem-
bers, with tariffs at rates agreed to at
theWTO. If that predictability islost,
then there can be alot of uncertainty,
as one country after another can uni-
laterally impose extratariffs on other
countries, which may then trigger re-
taliation.

This breakdown of the trading
system may be the more serious ef-
fect of what started as a US-initiated
trade war. President Trump may not
care what happens to the system, as
he has said many timesthat the WTO
isaterrible organisation whichthe US
should leave. And his recent actions
in fact seem calculated to undermine
if not destroy it.

It isanew world we are looking
at, in a scenario that would not have
appeared possible a year or even
months ago. Policymakers, compa
nies, anaysts and the public should
ponder about this, even as they fol-
low the details of the tit-for-tat trade
war between the USversus Chinaand
other countries. *

Martin Khor is adviser to the Third World
Network. This article was first published in
The Star (Malaysia) (24 September 2018).
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Developing countries’ efforts to meet the
Millennium Development Goals (MDGS),
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adopted by theinternational community, are
confronted with a host of challenges, not
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Trade wars and other emerging
threats: Attempts by the US to
write new trade rules

Abhijit Das argues that the trade war launched by the US, when viewed in the
context of other related actions, evinces a clear intention by the West to consoli-
date its hegemony of the world trading system.

WHAT is common to the following:
the continuing unabated trade war
triggered by US President Donald
Trump; the US paralysing the dispute
settlement mechanism of the World
Trade Organisation (WTO); and the
determined effort by the developed
countries to reform the WTO after
making the Doha Round of multilat-
eral trade negotiationsdysfunctional ?

Joining the dots, it is clear that
each of these seemingly unconnect-
ed actions by the US and a few other
countriesis part of a concerted effort
by them to craft new trade rules that
will further deepen their economic
dominance in afast-changing world.
It is therefore relevant to understand
what this portendsfor multilateralism
astheworld has known it for the past
few decades.

The wave of trade protectionism
unleashed by the dubious US tariffs
on steel and aluminium products in
March this year on the specious
ground of national security, and the
counter-response by some countries,
is setting global trade and multilater-
alism on adownward spiral. The US
has since fired another salvo in the
unfolding tradewar by imposing tar-
iffs on imports worth $250 billion
from China, supposedly to punish it
for its alleged theft of intellectual
property, with Chinaresponding with
tariffs of its own on US products.

What explainsthe trade war trig-
gered by the US? There appear to be
three reasons for it.

Firstly, theillega tariffs on steel
and aluminium are a blatant attempt
by the USto get back jobsin this sec-
tor, which have been shifted by US
multinational firmsto other countries

-

olled steel at a steel mill in the US state of Michigan. The US’ steel and alumnium

tariffs are an attempt to get back jobs in this sector which have been shifted by US

multinational firms to other countries.

on account of the declining competi-
tiveness of the manufacturing sector
inthe US.

Secondly, thesetariffsareintend-
ed to compel the rest of the world,
particularly the devel oping countries,
to export to the US on terms dictated
by the latter. If, in the process, WTO
norms are violated, then so beiit.

Thirdly, the tariffs slapped on
Chinafor its alleged theft of intellec-
tual property of USinnovatorsare an
attempt by the USto halt China'sde-
termined stepsto acquire global lead-
ership in high-technology industry
under its ‘Made in China 2025’ ini-
tiative.

Whilethetradewar isof relative-
ly recent vintage, attempts at sabotag-
ing the dispute settlement mechanism
of theWTO predate President Trump.
How doesthe US seek to paralysethis
mechanism?
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Thejudicia arm of theWTO dis-
pute settlement system consists of two
tiers. Dispute resolution panels adju-
dicate on issues of factsand law that
areraised by WTO member countries
aggrieved by the actions of another
member. The Appellate Body is the
standing court of appeal for issues of
law and legal interpretation arising
from decisions rendered by the pan-
els in the first instance. The Appel-
late Body is composed of seven per-
manent members appointed by WTO
member states by consensus.

Whilethe process of appointment
of Appellate Body memberswas gen-
erally asmooth affair in the past, over
the last few yearsthe US has blocked
the selection of new members. If the
US continues with itsrecal citrant ap-
proach, then by January 2020 the
Appellate Body would be rendered
inutile, asonly one member would be
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left.

How would the US benefit from
this unfortunate situation of the Ap-
pellate Body?

Evenin the best of times, the US
has not been a strong votary of rules-
based multilateralism. The dispute
settlement mechanismin general, par-
ticularly thefunctioning of theAppel-
late Body, has imposed some restric-
tions on the ability of the US to re-
sort to power-play at the WTO.

If the dispute settlement mecha-
nism is paralysed, the rules-based
edifice of the WTO would crumble.
Consequently, there would be no re-
straint on the US to take moreillegal
and unilateral trade actions against
countries that do not comply with its
wishes and that resist adhering to its
vision of what trade rules should be.

Paralysis of the dispute settle-
ment mechanism would provide the
US with an opening to resort to ille-
gal action to deny market access to
developing countries. Given the sig-
nificant dependence of many devel-
oping countries on the US market for
their exports, in no time most of them
are likely to be coerced into coming
to the negotiating table.

In the asymmetrical power equa-
tionsin bilateral settings, the US can
extract far-reaching concessionsfrom
the devel oping countries, whichit has
so far been unable to secure at the
WTO. This would enable the US to

WTO headquarters in Geneva. ‘It is imperative that the developing countries jointly
resist the intense pressure to start discussing reform of the WTO on the terms being
proposed by the developed countries.’

rewrite bilateral trade rules, which
would thereafter be made global
norms through the third element of
this strategy — reforming the WTO.

It isno secret that after failing to
achieve their offensive objectives
aimed at opening devel oping-country
markets, but being at risk of having
to make concessions on their own
agricultural subsidies, the developed
countrieswalked away from the mul-
tilateral Doha Round negotiations of
the WTO. They are now busy craft-
ing a narrative that the WTO needs
to be reformed.

While no formal proposal on
WTO reformswas made by any WTO
member beforethe summer break, the
contours of the likely thrust in this
direction arediscerniblefroma‘non-
paper’ of the European Union and a
trilateral joint statement by the EU,
Japan and the US. It is relevant to
briefly mention some of the main el-
ements of the proposed reforms.

Firstly, subject to the advantage
of the devel oped countries, the* most-
favoured nation’ (MFN) principle of
the WTO is sought to be set aside.
Secondly, the healthy convention of
decision-making by consensus at the
WTO is sought to be given a go-by.
Thirdly, leeway is sought to be given
to countries to strike so-called pluri-
lateral trade agreements, without the
entire WTO membership being re-
quired to endorse such deals exclu-
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sively by consensus. Fourthly, the
member-driven nature of theWTO is
sought to be fundamentally altered by
empowering the WTO secretariat.
This has the potential of formally al-
lowing the WTO secretariat to med-
dle with domestic policymaking in
developing countries and exercise
influence in directions that may not
beintheir interest. Fifthly, new rules
are sought to be negotiated for cur-
tailing the ability of developing coun-
triestofinancially support their state-
owned enterprises. While this may
appear to be targeted at China, it
would prevent governments in other
developing countries from providing
incentives to their enterprises in an
attempt to catch up with the devel-
oped world.

Overall, the seemingly uncon-
nected actions of the US thus appear
to be part of a coherent strategy be-
ing pursued by Robert Lighthizer, the
United States Trade Representative.
The proposalsfor reforming theWTO
are nothing short of an attempt to
change the fundamental attributes of
the multilateral trading regime and
rewrite trade rules to perpetuate the
economic and commercia dominance
of the developed countries and pre-
vent developing countries from pur-
suing catch-up policies. Those devel-
oping countries which resist this at-
tempt of the developed countries are
likely to become victimsof unilateral
trade measures and other forms of
arm-twisting aimed at coercing them
to fal in line. These illegal actions
would befacilitated by adysfunction-
a dispute settlement mechanism at
the WTO.

It isimperative that the devel op-
ing countriesjointly resist theintense
pressure to start discussing reform of
theWTO on thetermsbeing proposed
by the devel oped countries. If the de-
veloping countriesfail to act in cohe-
sion, then they would be compromis-
ing their development prospectsinthe
short term in many areas, and in the
long term in the digital economy. &

Abhijit Das is Head of the Centre for WTO
Studies at the Indian Institute of Foreign
Trade in New Delhi. The views expressed here
are personal.
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Donald Trump’s economic gamble
with trade wars and tax cuts

Trump has taken a huge gamble in launching a trade war against China. While the
US is in a position to withstand any punishment from China for the next few
months, the danger is if the war drags on beyond that. John Rapley explains.

PICTURE the US-Chinatrade spat as
aboxing match (Donald Trump prob-
ably has). The USisthe slugger —the
pulverising champion —and Chinais
the fast-rising chalenger. A hit like
George Foreman against Muhammad
Ali in the Rumblein the Jungle. The
champion slugger both can and must
land a knockout punch early — be-
cause he hasn’t trained to go the dis-
tance. If he doesn't, he'sin trouble.

The early rounds appear to be
going Trump’s way. Reports from
Beljing suggest the Chinese leader-
ship was caught off-guard by the in-
tensity of Trump’'searly assault. Asif
expecting him to jab gently to probe
their defences, they were rocked on
their heels by the ferocity of the bar-
rage: some $200 hillion of tariffs on
Chinese imports, with more where
that came from.

Although China emerged from
the 2008 global financial crisisin bet-
ter shape than most countries, thanks
to a $4 trillion stimulus programme,
the resulting investment boom sent
China's gross debt soaring. Worse,
much of the investment yielded low
returns, making some debt difficult to
service. A severe economic hit now
could drive up defaults, possibly in-
ducing afinancia crisis. Chinaisvul-
nerable.

In contrast, the US has rarely
looked stronger. Real GDP growth
recently surpassed 4% while the un-
employment rate is below that. And,
to further swell his arsenal, the presi-
dent got Congressional Republicans
to cut taxes, pumping another estimat-
ed $1.5 trillion into the US economy
over the next decade, with most of the
gainsexpected inthefirst threeyears.

In short, the US can withstand
amost any punishment that Chinacan
mete out in the coming months. In-

creates a wealth effect, there's been little new investment beyond what one would
expect at this point in the business cycle.

vestors are thus betting on the US.
Since Trump first announced tariffs,
the Chinese currency and stock mar-
ketshave plunged, whereassAmerica's
bond and stock markets have barely
hiccupped. Indicating how painless
it'sall felt, Trumptold CNBC, ‘We're
playing with the bank’s money.’

‘The wrong moment’

Were the fight to last beyond a
few rounds, however, American stam-
inawould quickly wane. Outside the
White House, most economists be-
lieve the US is now probably at the
peak of its business cycle, and some
worry that the tax cuts may actualy
worsen the downturn when it comes.

Former US Federal Reserve
chairman Ben Bernanke echoed a
view widespread among economists
that the tax cuts came at ‘the very
wrong moment’ . Becausefiscal stim-
ulusis generally considered most ef-
fectiveat the opposite end of the busi-
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ness cycle, amid recession, the long-
termimpact on economic growth may
be minimal to nil. The principal ef-
fect of the tax cuts may thus beto re-
distribute some future growth to the
present — supercharging the economy
today and worsening the recession
when it comes. Or, as Bernanke put
it, ‘1n 2020, Wile E. Coyoteis going
to go off the cliff, and he's going to
look down’ —the stimuluswill run out
just as Trump is campaigning for re-
election.

It'sasif before leaving the lock-
er room, the champion gorged on can-
dy bars instead of whole grains. He
came out swinging, but will be spent
by the middle rounds.

Taking the punches

Of course, the Trump administra-
tion begs to differ, touting the wage
gains and new investment that will
result from thisinflux of new money,
thereby permanently raising the econ-



omy’sgrowth rate. That is, of course,
possible. But not, on present evi-
dence, likely.

Although it’s till early days, so
far the vast mgjority of the tax cuts
have been used by corporationsto pad
profitsand buy back shares. Thissup-
ports share prices, not to mention any
executive compensation packages
tied to those share prices. But whilea
rising stock market creates a wealth
effect, and thus stimulates consump-
tion, there’'s been little new invest-
ment beyond what one would expect
at this point in the business cycle.

When the burst of consumption
tapers off, there won't be new output
to pick up the slack. Nor, for that
matter, will workers be in a position
to step up. Sofar, lessthan 3% of the
tax money has gone towards improv-
ing worker compensation, and most
of that hastaken theform of one-time
bonuses. Real wage growth remains
sluggish.

AsMuhammad Ali knew on that
steamy Kinshasa night when he
stepped into the ring with George
Foreman, title fights are determined
less by who can do the most damage
than by whoiswilling to take the most
punches. There are suggestions the
Chinese leadership is now adopting
along-term view of thetrade conflict,
interpreting it as a strategic attempt
by Washington to thwart China’srise.
Were the Beijing leadership able to
find away to survivethe early rounds
of this contest, it may be prepared to
go the distance.

Donald Trump, on the other
hand, may find himself facing voters
inthe midst of arecession, or at least
when the shine is fading from the
economy. Who knows? As happened
to George Foreman in 1974, he may
face his knockout punch well before
distance. 4

John Rapley is a political economist at the
University of Cambridge, where he is Visi-
tor to the Senior Combination Room, St. Ed-
munds College. His most recent books are
Twilight of the Money Gods: Economics as
a Religion and How It All Went Wrong (Si-
mon & Schuster, 2017) and, with Peter
Heather, The Lives of Empires (Penguin,
forthcoming 2019). The above article was
first published in The Conversation
(theconversation.com).
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Tariff tactics and the dangers of

trade war

In launching their trade war against China, Trump and his advisors seem oblivious
to the fact that their moves will not only raise consumer costs in China and the US
but also have a destabilising impact on the global economy, says Jacob Pagano.

SINCE the beginning of his cam-
paign, US President Donald Trump
turned to a simple catchphrase when
discussing China: the two nations, he
argues, exist in a‘trade war’ and be-
ginning this past April, his adminis-
tration enacted tariffs on a range of
products imported from China. Ac-
cording to Trump’s administration,
the tariffs will protect US economic
interests, primarily by making domes-
tic products more competitive.

Yet, as is becoming increasingly
evident with implementation, the pol-
icy touted by the Trump administra-
tion could not only raise consumer
costs in China and the US but also
have destabilising effects on the glo-
bal economy.

The core idea in the US tariff
enactment — that the best way to bol-
ster one's own economy is by reduc-
ing the strength of others —is not at-
tuned to the interconnected networks
and complex patterns of the 21st cen-
tury. The Trump policy represents a
nationalist agenda that fails to heed
thoseredlities, treating global trade as
a zero-sum game rather than a series
of co-dependent relationships. And
rather than initiating urgent policy
conversations, they will sow distrust
and create further impediments.

The specific narrative begins in
April, when the US began imposing
tariffson steel and aluminium imports
from China. It followed in May with
a 25% tariff on Chinese goods con-
sidered ‘industrially significant tech-
nology’ and in July with a 25% tariff
on $34 billion of other Chinese ex-
ports.

During each round of tariffs, the
Ministry of Commercein Beijing has
responded by enacting reciprocal tax-
es on US products.

The Chinese government hasa so
made clear it iswilling to reverse the
cycle of tariffs, conditional on a

co-dependent relationships.’

change in US policy. Not long ago,
Ministry of Commerce spokesman
Gao Feng articulated that message,
saying the US ‘should take note of
the calling from businesses and con-
sumers in both countries and the fact
both countries are linked closely in
the supply chain’.

As Gao suggests, it is not only
China and the US whose economies
are implicated, but nations that trade
with them, many of which face new
volatility intheir importsand exports.
Simply put, the global supply chain—
especially concerning steel, fuel and
other major industrial technologies—
isimpacted by the rates at which the
USand Chinaaretrading. That means
a country expecting to buy imported
Chinese steel from the US, for exam-
ple, now facesamajor question mark
whereit previously enjoyed some cer-
tainty.

Thishassent a‘rippleeffect’ into
economies across the world, as com-
panies and governments scramble to
adjust prices and shipping costs.

In addition to thisimmediate vol -
atility, there will be long-term reper-
cussions, including the fact that with
each round of tariffsit becomesmore
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‘The Trump policy...[treats] global trade as a zero-sum game rather than a series of

difficult to discern what industry the
Trump administration might target
next. This puts strategic, long-term
investmentsinto amercurial spot, and
might lead to theforming of economic
blocs. That is, nations which previ-
ously had dexterity in choosing trade
partners could begin initiating eco-
nomic arrangements to hedge against
uncertainty elsewhere.

Meanwhile, the process of enact-
ing tariffs without warning or full
explanation initiates adangerous pre-
cedent and a potential cycle of esca-
lation. Rather than enacting tariffson
major industries, representativesfrom
both nations should be offered a fo-
rum in which to express their con-
cerns, and policymaking should be-
gin addressing them.

In an era where globalism and
access to foreign markets underpins
the core of many industries, it is cru-
cial Chinaand the USfind strategies
to enable trade to be more equitable,
opening doors overseas rather than
stopping them at the coast. *

Jacob Pagano is a writer and reporter. This
article is reproduced from the China Daily
website (chinadaily.com.cn).
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Trade wars a symptom
of unbalanced
hyperglobalised world

The world economy remains in a fragile state, and a sharp escalation of tariffs and
heightened talk of a trade war will only add to its underlying weakness, says the
United Nations Conference on Trade and Development (UNCTAD).

Kanaga Raja

IN its Trade and Development Report
2018 (TDR-2018), released on 26
September, UNCTAD said that inthe
absence of strong global demand,
tradeisunlikely to act as an indepen-
dent engine of global growth. Be-
cause tariffs operatein the first place
by redistributing income among sev-
eral actors, gauging their impact isnot
as straightforward as some of the
more apocalyptic trade pundits are
predicting.

Still, they will almost certainly
not have the desired effect of reduc-
ing the current account deficit in the
United States; will raise uncertainty
if tit-for-tat responses ensue; and will
cause significant collateral damage
for some developing countries, add-
ing to the pressures aready building
from financia instability.

Thisisnot, however, the start of
the unravelling of the *post-war lib-
eral order’. That order has been erod-
ed over the past 30 years by the rise
of footloose capital, the abandonment
of full employment policies, the
steady decline of income going to la-
bour, the erosion of social spending
and the intertwining of corporate and
political power.

‘Trade wars are asymptom of an
unbalanced hyperglobalised world,’
said UNCTAD.

At a media briefing, Richard
Kozul-Wright,  Director  of
UNCTAD'’s Division on Globalisa-
tion and Development Strategies and
lead author of the report, said: ‘We
have afragile globa economy.’

’V ~

garment factory at an export processing zone in Kenya. The spread of low-produc-
tivity assembly lines in EPZs across the South has exacerbated the income gap be-
tween manufacturing workers and owners of capital in developing countries.

Hesaid that thistimelast year the
International Monetary Fund (IMF)
was extremely confident about the
state of the global economy, with syn-
chronised growth and recoveries ev-
erywhere. However, UNCTAD had
warned in last year's Trade and De-
velopment Report that thiswas much
more of acomplicated situation. ‘And
we think the situation is even more
fragile today than it was 12 months
ago. The world economy is walking
a tightrope between debt-fuelled
growth and financial instability.’

While there has certainly been a
recovery in the United States, said
Kozul-Wright, ‘ the question iswheth-
er that isan economic sugar-rush driv-
en by tax cuts and military spending
or whether there is a sustainable
growth path behind that. We tend to
think it isthe former.’
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He said that 10 years after Leh-
man Brothers collapsed, the multilat-
eral system isin crisis. ‘This town
[ Geneva, which houses the headquar-
ters of the WTQO] is momentarily the
centre of that crisis, that we see trade
tensions as asymptom of larger caus-
es.’

‘Some of those causes are failed
policies. We have been through ten
years of saving banks, pushing aus-
terity, encouraging mergers and bang-
ing relentlessly the drum of free
trade.’

That, he said, has, asemphasised
inlast year's TDR, been acover for a
rise in the rent-seeking economy and
a‘Medici viciouscircle' inwhich eco-
nomic and political power have be-
come reinforcing to the detriment of
large parts of the global system and
citizenry within countries.



In particular, as a con-
sequence of that kind of
agenda, many of the under-
lying problems that caused
the crisis — footloose capi-
tal, precarious jobs, persis-
tent inequality and rising
debt — have not been ad-
dressed.

Kozul-Wright said that
trust was sucked out of the
financial system with the
crisis in 2008 and trust is
now being sucked out of the
political system as aconse-
guence of thefailureto dea
with these problems. And
the trade war in many re-
spectsisareflection of that
lack of trust across the po-
litical system.

‘What we are seeing
now are the tensions and
problemsof hyperglobalisa
tion and there is no doubt
that trade is caught up in that, said
Kozul-Wright.

He said that UNCTAD is ‘less
apocalyptic than many people writ-
ing about this although we are wor-
ried, but our worries are not so much
fromthedirect impact of trade, which
we don’t think will be very signifi-
cant, but through a whole series of
demand-side and distributional effects
that will come in response to the tit-
for-tat tariffs ... now taking place es-
sentialy between the United States
and China.

Inafragileworld economy, such
uncertaintieswill have ramifications,
according to Kozul-Wright, and the
ramifications could be significant
particularly for those countries that
are financialy vulnerable.

At the media briefing, Kozul-
Wright was also asked to comment
on a 20 September meeting at the
Canadian mission in Geneva where
some 13 countries including the Eu-
ropean Union discussed proposalsfor
WTO reform that targeted the devel-
oping countries, in particular China,
including proposals to deny the con-
sensus principle and to do away with
specia and differential treatment for
developing countries in the WTO.

In response, he said that asfar as

The US representative signing the Havana Charter in Havanain
1948. UNCTAD has called for revisiting the Charter with a view
to promoting more equitable and sustainable international eco-
nomic integration.

he couldtell, it was an attempt to pre-
vent China from doing more of what
it had done successfully to develop
over the last 25 years.

‘Tomeit’sshocking. | would use
theword “shocking” actually —the at-
titude of the advanced economies to-
wards what is the one success story
from the devel oping world of the last
25 years,’ hesaid.

‘If you look at the list of things
that the countries want to outlaw, it's
all thethingsthat the Europeanswere
doing when | was a kid in the 1950s
and 1960s. State ownership was part
of the normal discourse on how you
ran a successful economy in the ad-
vanced world in the first 30 years of
the post-war period. Technology
transfer and finding ways to access
the technological frontier, relatively
soft intellectual property rules, all
kinds of ways of trying to get at tech-
nology [were] part of the story. Find-
ing theright bal ance between the pub-
lic sector and the private sector was
part of the story.

‘Now these are the things that it
seems are no longer acceptable be-
cause one country has used these pol-
icies very successfully to create its
own firms,” said Kozul-Wright.

He said that despite talk about
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g China being a mercantilist
& economy, the biggest mer-
S cantilist economies are in
the West. The US and the
European economies are
mercantilist economies in
that policies are made in
support of, and in some cas-
es by, their largest players.

He added that ‘one
thing that China has done
that no one can disputeisa
model that has eliminated
poverty. Why in the world
would you not want to
think of ways of generalis-
ing that model, rather than
finding ways to clamp
down on al the measures
that were used as ingredi-
ents to make that model
successful ?

‘To me it makes no
sense other than to explain
it as part of a rent-seeking

world which has become a serious
source of not only economic problems
but political tensions as well,” said
Kozul-Wright.

Backlash against
hyperglobalisation

According to TDR-2018, the
backlash against hyperglobalisationis
gaining momentum, with theinterna-
tional trading system on thefrontline.

As discussed in previous TDRs,
the roots of the heightened insecuri-
ty, indebtedness and inequality that
are hallmarks of the current era stem
more from the workings of the finan-
cia systemthan thetraderegime; and
that regime proved robust in the face
of the economic fallout from the glo-
bal financial crisis.

Moreover, using tariffs to miti-
gate the problems of hyperglobalisa-
tion will not only fail to do so but run
the danger of adding to them, through
aviciouscircle of retaliatory actions,
hei ghtened economic uncertainty and
slower growth.

Still, it would be foolish to dis-
miss the constituency in advanced
economies worried about trade
shocks as simply ignorant of the sub-
tletiesof Ricardian theory or misguid-



ed victims of populist politicians. In-
deed, in addition to discontent in the
North, there are numerous and long-
standing concerns that developing
countries have been raising about the
workings of the international trading
systemwhich have asointensifiedin
this century.

In redlity, the lived experiences
of each and every constituency at the
local level reflect the intertwining of
trade, financial and technological
forces operating through national,
regional and globa marketsand man-
aged by policies, regulations and in-
stitutions designed to govern those
markets and interactions.

The dominant narrative of the
current eraequates globalisation with
the growing reach (and porosity) of
markets and an accelerating pace of
technological change. It employsthe
language of ‘ freetrade’ to promotethe
ideaof aharmonious (win-win) world
governed through clear rules and
greater competition. But hyperglobal-
isation has as much to do with profits
and mobile capital aswith pricesand
mobile phones and it is governed by
large firms that have established in-
creasingly dominant market positions.

‘Indeed, while trade and technol -
ogy, through both destructive as well
as creative impulses, have, no doubt,
had animpact on the way we go about
organising our lives, intheend it is
socia and political initiatives in the
form of rules, normsand policiesthat
matter most for the outcomes of an
interdependent world.’

And, as described in previous
TDRs, the hyperglobalised world is
one where money and power have
become inseparable and where capi-
tal — whether tangible or intangible,
long-term or short-term, industrial or
financial — has extricated itself from
regulatory oversight and restraint and
muted the voice and influence of other
social stakeholderswith aninterestin
the direction of public policy.

Asaresult, said UNCTAD, it is
hardly surprising that heightened anx-
iety among a growing number of ca-
sualties of hyperglobalisation hasled
to much more questioning of the of-
ficia story of the shared benefits of
trade. Trade sceptics now have sub-
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stantial political constituenciesacross
the world, in both developed and de-
veloping countries.

Mainstream economists bear part
of the responsibility for the current
state of affairs. Ignoring their own
analytical nuances and the subtleties
of economic history, they remain bi-
ased in favour of unqualified free
trade when it comes to communicat-
ing with policymakers and broader
audiences. The mainstream narrative
pitches ‘ comparative advantage’ asa
‘win-win’ boost to economic efficien-
cy and socia welfare, without speci-
fying the conditions under which such
beneficial outcomes can occur or how
any negative effects could be abro-
gated.

There is no doubt that the new
protectionist tide, together with the
declining spirit of international coop-
eration, poses significant challenges
for governments around the world.
However, the call to double down on
‘freetrade’ providesacover for are-
gime of footloose capital, concentrat-
ed market power and the capture of
public policy by powerful economic
interests. Fighting isolationism effec-
tively requires recognising that many
of the rules adopted to promote ‘free
trade’ have not promoted a rules-
based system that isinclusive, trans-
parent and development-friendly.

Reviving optimism about trade
and multilateralism must go beyond
simply promoting trade for trade's
sake and pitching multilateralism as
thelast line of defence against an au-
tarchic Hobbesian dystopia. A more
positive narrative and agenda is re-
quired, said UNCTAD.

TDR-2018 said that the gover-
nance of international tradein the era
of hyperglobalisation has contribut-
ed to increasing domestic inequalities
in many countries. This has in part
reflected the way in which trade is
governed in global value chains
(GVCs), which has heightened the
bargaining power of footloose capi-
tal, including through job offshoring
to poorer countries (or simply the
threat of that), aswell as market-con-
centrating and rent-seeking practices
of large firms that effectively weak-
en competition.
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This is partly because interna-
tional trade is increasingly governed
by ‘free trade’ agreements that em-
power global firms. For example, ser-
vices derived from intangible assets
whose geographical location can be
determined by firms almost at will —
such as financial assets or intellectu-
al property rights (IPR) — can now be
‘traded’ more freely between higher-
tax and lower-tax jurisdictions and
within transnational corporations
(TNCs) themselves.

Overdll, these processes havetilt-
ed the distribution of value added in
favour of capital, especially transna-
tional capital, whose owners remain
mostly headquartered in developed
countries.

Between the end of the Second
World War and the global financia
crisis, the growth of world trade con-
sistently outpaced that of global out-
put albeit with significant differenc-
esin the gap across sub-periods. The
gap has persisted since 2008, just as
both trade and output growth have
been low by historical standards.

Between the mid-1980s and
2016, the share of world exports to
developing and transition economies
rose from roughly one-quarter to one-
half. South-South trade accounted for
more than 50% of thisincrease, from
abase of only one-quarter of exports
to the Southin 1986. Sincethese data
include trade in intermediate goods,
these changes partly reflect the expan-
sion of GVCs, which have had sig-
nificant impacts on the geography of
production of manufactured products.

While gross trade data show that
developing countries’ grossrevenues
from manufacturing asashare of their
total exports increased from about
one-half in 1995 to two-thirds in
2016, this may overestimate the rise
of manufacturing in devel oping coun-
tries’ exports, partly because of dou-
ble-counting problems arising in the
context of GVCs.

Trade under hyperglobalisation,
and the associated expansion of
GVCs, is often pitched as widening
the opportunitiesfor inclusive growth
and shared prosperity. The underly-
ing assumption isthat because GV Cs
allow developing countries to focus



onindividual linksin the chain, their
firms can integrate with the world
economy ‘on a shoestring’ without
facing the large risks (and costs) in-
curred by investing in all the tasks
required for producing the finished
product or services. According tothis
view, devel oping countries can there-
by more easily reap the benefits of
their major comparative advantage:
abundant cheap labour. Following this
logic, such integration in the global
economy should lead to a reduction
of inequality in the South as demand
for unskilled labour increases.

Reality is, unfortunately, less
obliging. Indeed, itisnow increasing-
ly acknowledged that trade patterns
under hyperglobalisation contributed
to polarising domestic income and
wealth distribution not only in the
North but also in the South, thus ex-
acerbating domestic economic ine-
qualities. Recently released data that
enabl e the disaggregation of the val-
ue added along GV Cs support this
view. They suggest that these out-
comes are partly the result of the pro-
liferation of GV Cs and partly due to
the behaviour of lead firms, mostly
large TNCs that are today the most
significant players in international
trade.

TDR-2018 highlighted new evi-
dence that GVCs and the spread of
low-productivity assembly lines in
export processing zones (EPZs)
across the South have not just con-
tributed to suppressing the wages of
manufacturing workers in the North,
but have al so exacerbated theincome
gap between manufacturing workers
and owners of capital in developing
countries.

In analysing the rise of export
market concentration under hyperglo-
balisation, and the associated increase
in the ability of large firmsto extract
rents, UNCTAD said much as was
argued in TDR-2017, the evidence is
that increased rents have largely re-
sulted from newer and more intangi-
ble barriers to competition, reflected
in heightened protection for IPR and
abilities to exploit national rules and
regulationsfor profit-shifting and tax-
avoidance purposes.

The consequent increase in re-
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turns from monopolies generated by
IPR aswell asareductionintherela-
tivetax costs of larger companiescre-
ate an uneven playing field. The em-
pirical exercisescarried out for TDR-
2018 suggest that the surge in the
profitability of top TNCs — a proxy
for the very large firms dominating
international trade and finance — to-
gether with their growing concentra-
tion, has acted as a major force push-
ing down the global labour income
share, thus exacerbating personal in-
come inequality.

In devel oping countries, the neg-
ative impact of international trade on
inequality was partly the result of the
proliferation of special processing
trade regimes and EPZs. Many coun-
tries created regimes favouring ex-
porters, with the objective of attract-
ing or preserving investment, produc-
tion and jobs on their shores. The as-
sociated risk, however, is that such
regimes merely subsidise labour-in-
tensive assembly work or, more pre-
cisely, subsidise the organisation of
low-cost and low-productivity assem-
bly work by large exportersor foreign
TNCs in control of GVCs.

‘Evidence accumulating in recent
years, particularly from experiences
in China, points to the limited bene-
fits of such policies for the broader
economy and their negative effectson
income distribution,” said UNCTAD.

The mixed outcomes of policies
to promote processing trade often re-
flect the strategies of TNCs to cap-
ture valuein GV Csthat are designed
on their own terms, with high-value-
added inputs and protected intellec-
tual property content sold at high pric-
es to processing exporters, with the
actual production (fabrication) in de-
veloping countries accounting for
only a tiny fraction of the value of
exported final goods.

The ongoing success of China at
bolstering its productive capacities —
thus slowly breaking out of the trap
of processing trade and moving up the
value ladder — has crucially relied on
its capacity to claim and use policy
space to actively leverage trade
through targeted industrial and other
policies aiming at raising domestic
value added in manufacturing ex-
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ports. It has also relied on the ability
of the Chinese authorities to develop
independent financing mechanisms
and acquire control over foreign as-
sets, which is being perceived by de-
veloped countries as a threat to their
own business interests.

To an even larger extent than do-
mestic markets, global exports today
are dominated by very large compa-
nies, most of them TNCs. Largefirms
have becomethe most relevant actors
in international trade, although their
dominanceishard to quantify precise-
ly, because of data limitations and
obstacles to combining country-level
trade datawith transnational firm-lev-
el data.

Nevertheless, recent evidence
from aggregated firm-level data on
goods exports (excluding the oil sec-
tor, as well as services) shows that,
within the very restricted circle of
exporting firms, the top 1% account-
ed for 57% of country exports on av-
erage in 2014. Moreover, while the
share of the top 5% exceeded 80% of
country export revenues on average,
the top 25% accounted for virtually
al country exports. The distribution
of exports is thus highly skewed in
favour of thelargest firms, especially
in G20 emerging economies and in
developed countries.

In sum, said TDR-2018, the evi-
dence describes a widening gap be-
tween asmall number of big winners
in GVCs and a large collection of
participants, both smaller companies
and workers, who are being squeezed.
Rising export market concentration
and intangiblebarriersto competition,
both of which haveincreased therents
of top TNCs (the largest players in
international trade and finance), have
exacerbated other impacts of trade on
inequality.

Furthermore, aslarge TNCshave
increased their weight in rule-making
a al levels, they have become ever
less accountable from a social per-
spective as well as with respect to
environmental concerns.

This is one of the main reasons
why trade liberalisation under hyper-
globalisation did not deliver the prom-
ised shared prosperity in the North or
the South. Rather, it promoted debt-



fuelled market concentration domi-
nated by arelatively small number of
top TNCs, deepened the financialisa-
tion of the global economy and vast-
ly increased the influence of transna-
tional capital over national and inter-
national policy decisions that affect
global production, employment and
income distribution.

Thebelief that international trade
can be an ‘engine for development’
and help establish aninclusive growth
path, as recently affirmed in the 2030
Agenda for Sustainable Develop-
ment, is neither new nor unreason-
able. Yet, these objectives should not
lead to simplistic advocacy of untram-
melled free trade.

When UNCTAD was convened
for thefirst timein 1964, policymak-
ers from the South were concerned
that their countries were increasingly
being marginalised by an internation-
al trading system that added to pola-
rising pressures in the global econo-
my. This was not seen as the ineluc-
table consequence of market or tech-
nological forces but the outcome of
ingtitutions, policies and rules, at the
national and global levels, that ways
and everywhere animate and channel
these forces in both creative and de-
structive directions, and could be
changed if the balance was seen as
unfair and undesirable.

‘More than half a century later,
and despite myriad changes in the
volume, direction and governance of
cross-border trade, such concerns
have surfaced once again, in ad-
vanced economies as well as in de-
veloping economies.’

It is evident that increased trade
under hyperglobalisation has created
opportunities for structural change,
but only in very limited parts of the
Global South. Besides the first-tier
newly industrialising economies
(NIEs) and morerecently China, only
afew countries have managed to le-
verage trade as a means for mobilis-
ing and reallocating productive fac-
torsaway from primary commodities
towards higher-val ue-added manufac-
turing and service activities, and even
then in a sporadic manner. As global
trade has decelerated since the glo-
bal financial crisis, underlying struc-
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tural weaknesses have been revealed
in many countries.

In many cases, the growth spurts
that occurred were on the back of
unsustai nable boomsin extractivein-
dustries, which in turn further en-
trenched patterns of hyperspecialisa-
tion, when what was needed was to
movetowards more diversified struc-
tures. In devel oping countriesthat did
increase manufactured exportsviathe
offshoring of production, the under-
lying shift in corporate strategy to
minimi se costs and maximisethe cap-
ture of rents has, in combination with
the indiscriminate application of
neoliberal policies, exacerbated the
unegualising impact of trade.

These outcomes pose several
macroeconomic risks and develop-
ment challenges which are starkly
evident today, said UNCTAD. The
main concern is probably the nega-
tiveimpact that trade under hyperglo-
balisation has had on aggregate de-
mand.

Global financial markets and
major transnational financial institu-
tions have, with some justification,
become the principal villains in this
story but it is now evident that non-
financia corporations cannot remain
immune from criticism. Facing weak-
er prospective sales in a context of
weak aggregate demand and com-
pounded by the post-crisisturn to aus-
terity, large corporations have cut
back on investment, further depress-
ing aggregate demand and contribut-
ing to slower trade in recent years.

In an interdependent world char-
acterised by financial instability and
low growth, trade risks becoming a
zero-sum game. Unilateral actionsby
governmentsto reinvigoratetheir own
economy by trade protectionism, cur-
rency depreciation or wage restraint
risk increasing tensions between
countries and ending in a self-defeat-
ing spiral. But simple-minded calls
for more trade liberalisation are no
substitute for development strategies
either.

It istrue that trade has been suc-
cessfully leveraged for promoting
structural change by some countries,
most recently China. But without pol-
icy interventionsto generate structur-
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a change, channel profits into pro-
ductive investment and bring better-
quality employment, trade can nurture
more economic, social and environ-
mental damage, at odds with the Sus-
tainable Development Goals.

The various pieces of evidence
examined call for a more evidence-
based and pragmatic approach to
managing trade as well as to design-
ing trade agreements. Crucialy, it is
important to addresstrade with anar-
rative that departs from unrealistic
assumptions, such as full employ-
ment, perfect competition, savings-
determined investment or constant
income distribution, which underpin
mainstream computable general equi-
librium trade models and the associ-
ated policy discourse on trade policy.
Instead, theinsights of new trade the-
ory that acknowledge the impact of
trade on inequality need to be com-
bined with an assessment of the causal
relationship between rising inequali-
ty, corporate rent-seeking, falling in-
vestment and mounting indebtedness.

Revisiting the Havana
Charter

According to TDR-2018, as
UNCTAD has argued consistently in
the past few years, anew internation-
al compact isrequired—aGloba New
Deal —that would aim for internation-
al economic integration in more dem-
ocratic, equitable and sustainable
forms.

Specifically, with reference to
strategies for international trade and
the architecture that sustainsit, there
isastrong case for revisiting the Ha-
vana Charter 1948, which emerged,
albeit ephemerally, from the original
New Dea and still provides impor-
tant insights for our contemporary
concerns.

First of all, the Charter (Chap. 1,
Art. 2.1) looked to nestle tradein the
appropriate macroeconomic setting,
noting that ‘the avoidance of unem-
ployment or underemployment,
through the achievement and main-
tenance in each country of useful
employment opportunities for those
ableand willing towork and of alarge
and steadily growing volume of pro-



duction and effective demand for
goods and services, is not of domes-
tic concern alone, but is also aneces-
sary condition for the achievement of
the general purpose ... including the
expansion of international trade, and
thus for the well-being of al other
countries'.

This focus on employment has
largely been lost in the period of hy-
perglobalisation, and also finds little
reflectioninthe‘trade’ and ‘ economic
cooperation’ agreements that have
dominated the landscape. Yet it must
berevivedif thewidespread backlash
against trade is not to gather more
strength, said UNCTAD.

Second, the Charter recognised
thelinks between labour-market con-
ditions, inequality and trade, calling
for improvementsin wages and work-
ing conditionsin linewith productiv-
ity changes. It also sought to prevent
‘business practices affecting interna-
tional trade which restrain competi-
tion, limit access to markets or foster
monopolistic control’ (Chap. V, Art.
46.1), and dedicated an entire chap-
ter to dealing with the problem of re-
strictive business practices. Revisit-
ing these goalsin light of 21st centu-
ry challenges should be a priority.

Third, the Charter insisted that
there were multiple development
paths to marry local goals with inte-
gration into the global economy and
that countries must have sufficient
policy space to pursue pragmatic ex-
perimentation to ensure aharmonious
marriage. This need for policy space
also bringsto the forefront the matter
of negotiating trade agreements that
havein recent decades privileged the
requirements of capital and limited
the possibilities for development in
line with socia priorities.

A decade after the collapse of
Lehman Brothers, the global econo-
my has been unable to establish aro-
bust and stable growth path. Instead,
weak demand, rising levels of debt
and volatile capital flows have left
many economies oscillating between
incipient growth recoveriesand finan-
cial instability. At the sametime, aus-
terity measures and unchecked cor-
porate rentierism have pushed ine-
quality higher and torn at the social
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and political fabric.

As the drafters of the Havana
Charter knew from experience, tariffs
are treacherous instruments for deal-
ing with these problems and if a vi-
cious cycle of retaliation takes hold,
it will only make matters worse. But
tradewarsareasymptom, not acause,
of economic morbidity.

‘The tragedy of our timesis that
just as bolder international coopera-
tion is needed to address those caus-
es, morethan three decades of relent-
less banging of the free trade drum
has drowned out the sense of trust,
fairness and justice on which such
cooperation  depends,” said
UNCTAD.

US protectionism and trade
wars

Accordingto TDR-2018, onefac-
tor intensifying uncertainty is the
protectionist turnin the United States.
From January 2018 the US adminis-
tration has announced various mea-
suresthat have come closeto trigger-
ing what many are calling a ‘trade
war’, beginning with quotas and tar-
iffs on solar panels and washing ma-
chine imports from China, and then
moving onto steel and aluminium for
a wider set of countries, as well as
investigating US car imports. Thetar-
iffs were imposed under a WTO
clause relating to imports that threat-
en national security, though the idea
is to curb competition from ‘cheap
metal that is subsidised by foreign
countries’, which amounts to a
‘dumping’ charge.

Subsequently, further trade sanc-
tions were imposed on China on the
grounds that it was using unfair tac-
tics such as hacking commercial se-
crets and demanding disclosure of
‘trade secrets’ by US companies in
return for access to the Chinese mar-
ket.

According to TDR-2018, theim-
pact of such awave of protectionism
isuncertain. It istruethat the US ag-
gregate trade deficit increased by
closeto 13% to $568 hillionin 2017.
Of that, around $375 billion was on
account of thedeficit with China. The
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point, however, isthat imposing these
unilateral tariffs is not going to help
in reducing these deficits, which re-
flect macroeconomicimbalances, and
things could get even worse with re-
taliatory action. Movinginthisdirec-
tion would likely disrupt prevailing
global value chains around which
much of trade is now built.

Such disruption would, in the
first instance, affect the profits of
multinational operations rather than
national output, but with alikely ad-
verse knock-onimpact on investment
given the heightened level of uncer-
tainty. However, over time it could
encourage relocation or ‘reverse’ re-
location in some areas in order to
jump tariff barriers, thereby partially
arresting the process of globalisation.

On the other hand, to the extent
that it increases government revenues
and therefore expendituresinindivid-
ual nations, it could drive growth
based on domestic demand with re-
duced |eakagesin theform of imports.
So the effect on global growth and its
distribution is not easily predicted.
But so long astrade continues, which
it would since factors other than tar-
iffsdrivetrade, trade deficits and sur-
pluses would persist.

In sum, said UNCTAD, while
unilateral protectionist actions by the
US may or may not help strengthen
its domestic producers, they are un-
likely to makeasignificant difference
to the size of its external deficit.
Moreover, they arelikely tointroduce
disruptions to trade patterns and add
to uncertainty, which in the absence
of expansionary macroeconomic
measureswill probably damageworld
trade.

‘They will also have distribution-
a consequences which are likely to
weaken growth. The Trump Admin-
istration seesits protectionist actions
as away of escaping the long years
of relative stagnation. What it may
actually get is more of the same;’
UNCTAD added. *

Kanaga Raja is Editor of the South-North
Development Monitor (SUNS) published by
the Third World Network. This article was
first published in SUNS (No. 8762, 28 Sep-
tember 2018).
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Ten Years On, Another Global Financial Crisis Brewing?

Ten years on,
in uncharted waters

September is the 10th anniversary of the 2008 global financial crisis. While there
were multiple causes for the crisis, the principal cause was a regulatory failure, i.e.,
failure to regulate the financial sector. As to whether the world today is safer from
such a crisis, T T Ram Mohan argues that while there have been some regulatory
reforms, they have not been comprehensive enough to address the vulnerabilities
of the financial sector to similar financial shocks.

ECONOMISTSthriveon crises. The
East Asian crisis of 1997 caused a
rethink on full capital account con-
vertibility and fixed exchange rates.
The Internet bubble and bust of the
early 2000s led many to question the
impact of new technology on long-
term productivity growth. The scan-
dals in the corporate world through
the 2000sin the US provided grist for
a fresh debate on corporate gover-
nance.

None of these was any match for
the opportunities for cerebration cre-
ated by the financia crisis of 2007.
Thecrisis, which peaked in early Sep-
tember 2008, occasioned an enor-
mous outpouring of scholarly papers,
articles and books on the causes of
the crisisand the lessonsto be learnt.
Have these made the world any saf-
er? Unlikely, as we shall see later.

Regulation failure

The crisis of 2007 had multiple
causes. Global macroeconomic im-
balances, aloose monetary policy in
the US, the housing bubbleinthe US
again and elsewhere, abloated finan-
cia sector, aflawed belief in efficient
markets, greedy bankers, incompetent
rating agencies — these and others
have been identified as among the
villains of the crisis. All of them un-
doubtedly contributed their part. But
each has happened before without on
itsown bringing on aglobal economic
crisis.

Most of the blame for the implo-
sion of the financia sector in 2007-
08 lies elsewhere — in a failure of
regulation. This failure manifested
itself in several ways. One, banks
were allowed extraordinarily high

7HO WILL BE WEXT

Lehman Brothers? Gitibank? Merrll Lyneh?

A demonstrator holding a sign in front of the New York headquarters of Lehman

Brothers investment bank in September 2008. Ten years after the global financial
crisis, the world is still not safe from fresh financial turmoil.

levels of debt in relation to equity
capital. Two, banks in the advanced
economies moved away from the
business of making loans to invest-
ing their funds instead in complex
assets called ‘ securitised’ assets. The
securitised assets consisted of bundles
of securities derived from sub-prime
loans, that is, housing loans of rela
tively higher risk.

The switch from loans to securi-
tised assets had enormous implica-
tions for banks. With a loan, losses
arerecognised over time. In contrast,
investmentsare‘ mark to market’, that
is, losses or gains on these have to be
recorded instantly. As housing prices
started falling and the securitised as-
setslost value, it translated into enor-
mous losses for banks.

These losses eroded bank capital
and created panic among those who
had lent funds to banks. The lenders
to banks, it turned out, were not pri-
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marily retail depositors but short-term
lendersin the wholesale market. This
wasthethird element in thefailure of
regulation, allowing banks excess
dependence on short-term funds.

There were other failures of reg-
ulation. Banks had low standards for
making housing loans. Bankers' pay
was designed so that it allowed them
to take excessive risk. The boards of
banksdid not exercise adequate over-
sight.

Thesefailures were not confined
to the US. They infected banks in
Europe and some in Asia as well.
These bankswere not merely exposed
to American assets. As economic his-
torian Adam Tooze has pointed out
in arecent book and in an article in
Foreign Affairs (September/October
2018), they had financed these assets
through large borrowings in the
American wholesale market. The sub-
prime problem was thus not just an
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itself in, among others, banks’ investment in securitised assets derived from sub-
prime housing loans of relatively higher risk.

American problem but a problem for
large chunks of the global banking
system.

As wholesale markets dried up,
the US Federal Reserve provided dol-
lar funds to central banks in Europe
andinAsia. Governmentseverywhere
rushed to save their financia institu-
tions. Central banks provided liquid-
ity support to banks. The failure of
banks was sought to be counteracted
by fiscal and monetary expansion.
The loss of jobs and output has been
enormous. Various political conse-
guences have unfolded: the eurozone
crisis, Brexit, the rise of nationalism
and anti-immigrant policies, the
Trump phenomenoninthe USand the
return of protectionism.

How did such a colossal failure
of regulation occur? The problem was
‘regulatory capture’, the ability of fi-
nancial institutions to influence poli-
cies of governments and regulators.
Financial institutions are abig source
of political funding. Thereisalso the
‘revolving door’ syndrome. Bankers
in the US and Europe hop on to jobs
in government and regulation. Gov-
ernment officials and regulators land
lucrative jobs and assignments with
banks.

The ‘revolving door’ plays hav-
oc with regulation. It must also ex-
plain the total lack of accountability
of bankers for the havoc they creat-
ed. No top banker has been prosecut-
ed or jailed. Instead, banks have paid
up hefty finesfor assorted violations,
the fines coming from the pockets of
shareholders.

India has not suffered much on
account of thefinancial crisis. Growth
has slowed down to 7% but that isin
line with the trend rate over the past
two decades. Severa prudent policies
have helped. India has not embraced
full capital account convertibility. It
has kept short-term foreign borrow-
ingswithin stringent limits. Indiadid
not open up to foreign banks despite
pressurefrom the US and internation-
al agencies. Foreign banks retreated
from overseas markets following the
crisis, causing a severe credit crunch
in places such as Eastern Europe. In-
dia escaped this fate.

Core issues

Is the world safer from a finan-
cial crisis today? The key reform
measures have focused on getting
banksto have more equity capital and
to reduce dependence on short-term
borrowings. The design of executive
pay has been changed so asto reduce
incentivesfor taking excessive short-
termrisk. Someimprovementsin gov-
ernance have been effected. These
measures have made banks safer than
before the crisis but still not safe
enough.

That is because three issues re-
main significantly unaddressed. First,
the ‘too big to fail problem’ — some
banks being so large that they cannot
be allowed to fail. Some of the big-
gest banks in the world have grown
even bigger after the crisis. Concen-
tration in banking has increased.

Second, the size of debt in vari-
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ous forms in the world economy. A
crucia aspect of the financial crisis
was the build-up of private debt, that
is, the debt of households and non-
financial firms. Two Chicago econo-
mists, Atif Mian and Amir Sufi, ar-
gued in awell-received book, House
of Debt, that the expression ‘financia
crisis was something of amisnomer.
Thekey driver of therecession inthe
USwastherisein household debt and
the consequent drop in household
consumption. This does not negate
the view that regulatory failure was
theprincipal cause. It only meansthat
regulation must address growth in
credit aswell astheflow of creditinto
sectors such asred estate.

In the years following the crisis,
private debt hasfallen but government
debt and corporate debt have risen.
The former head of the UK’s Finan-
cial Services Authority, Adair Turn-
er, saysthat total debt — government,
corporate and household — as a per-
centage of GDP is higher than ever
before (Financial Times, 11 Septem-
ber). For the global economy as a
whole, the overhang of debt poses
serious challenges.

Third, financial globalisation
makes the world vulnerable to US
monetary and fiscal policy. Fromtime
to time, the US unleashes a flood of
dollars at low rates. The world laps
up the cheap finance. Then, the US
raisesinterest rates. Other economies
find themselves staring at huge debt
repayments. Further, the dollar re-
mains the reserve currency of the
world. The US can borrow to the hilt
but the dollar will not depreciate, it
may even appreciate!

The present crisis in emerging
economies highlightshow vulnerable
emerging markets are to the vagaries
of American economic policy. The
world needsto be weaned away from
its dependence on the dollar. Alas, an
aternative global financial architec-
ture is nowhere in sight. Economists
arefreeto draw their lessons from fi-
nancial crises but the world is ulti-
mately shaped by political and busi-
ness interests, not by economists. 4

T.T. Ram Mohan is a professor at Indian In-
stitute of Management Ahmedabad. This ar-
ticle is reproduced from the website of The
Hindu (thehindu.com).
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The Turkish financial meltdown:

An analysis

Although there have been attempts to blame the Trump sanctions for the Turkish
financial meltdown, the truth is the sanctions only acted as a trigger as the
economy was sitting on a time bomb. Yilmaz Akyuz elucidates.

THE meltdown of the Turkish curren-
cy over amatter of afew daysinAu-
gust haselicited variousreactionsand
interpretations both at home and
abroad, and created widespread con-
cern that it could mark the beginning
of aseriesof crisesin emerging econ-
omies exposed to a reassessment of
risks by international investors and
lenders as well as arapid normalisa
tion of monetary policy in the United
States.

Some commentators have attrib-
uted the crisis to the sanctions im-
posed by a Trump administration dis-
contented with the foreign policies
pursued by Turkey on many fronts.
The government of President Recep
Tayyip Erdogan has been too happy
to put the blame on ‘the economic
warfare launched by the United
States', rather than years of misguid-
ed policies that rendered the econo-
my highly susceptibleto political and
economic shocks. It haseven enjoyed
support from some Western govern-
ments weary of Trump's errant for-
eign policy. Others drew parallels
with previous crises in emerging
economies, notably the East Asian
crisis, placing particular emphasison
the role of external debt in dollars,
notably excessive short-term borrow-
ing.

In reality, the Trump sanctions
only acted as a trigger as the econo-
my was sitting on atime bomb. The
currency was already under pressure
before the sanctions came into force
because of growing awareness of the
fragility of the economy. Thelirahad
lost a quarter of its value against the
dollar between January and July
2018.

Ontheother hand, there are some
crucial differences between the under-
lying vulnerabilities culminating in

i

rkey’s Borsa Istanbul stock exchange. The presence of non-resident portfolio in-

vestors in domestic markets is one of the sources of financial vulnerability in the

Turkish economy.

the Turkish and East Asian crises,
particularly with respect to the size
of current account deficits, theforeign
presencein domestic securities, credit
and deposit markets, the extent of
dollarisation and the scope for capi-
tal flight by residents. In al these re-
spects, Turkey has been much more
vulnerable to currency turmoil than
werethe East Asian economiesin the
1990s.

In abook published by OUP |ast
year, | identified Turkey as the most
fragile emerging economy highly vul-
nerableto external financial crisis af-
ter examining, as of end 2013, vari-
ous sources of potential pressure on
its currency and drain on its interna-
tional reservesin the event of asharp
turnaround in market sentiments and
a sudden stop of capital inflows. It
was clear that in such an event, Tur-
key could not at the sametimefinance
its current account deficit, remain
current on its external debt payments
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in dollars and allow a rapid exit of
non-resident portfolio investorsfrom
domestic financial markets even in
the absence of capital flight by resi-
dents. It was also remarked that cap-
ital flight for residents often consti-
tuted greater pressure on the curren-
cy and international reserves. This
was a serious potential threat in Tur-
key asresidents could freely buy and
sell dollars, hold forex depositsin lo-
cal banks and transfer their assets
abroad.

The economy has become even
more fragile since then. The current
account deficit has remained un-
checked as the government sought
consumption/construction-led, debt-
driven economic expansion which has
added very littleto productive capac-
ity and export potential. Persistent
deficits have been financed by mas-
sive sale of national assets and exter-
nal borrowing, leading to arapid de-
terioration of the net international in-
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vestment position, from around -42%
of GDP in 2013 to over -54% by
2018.

External debt as a proportion of
GDP rose from 41% in 2013 to 63%
on the eve of the crisis. A large pro-
portion of thisdebt, over 25% of GDP,
had aremaining maturity of up to one
year. Thesumtotal of short-term debt
and current account deficitswasmore
than twice as much as international
reserves. Furthermore, the presence
of non-resident portfolio investorsin
domestic markets became more visi-
ble and capital flight by residents re-
mained an even more serious source
of pressure on the currency and re-
servesfor political aswell aseconom-
iC reasons.

Sovereign external debt now ac-
counts for some 20% of the total
while the rest is equally divided be-
tween banks and non-financial corpo-
rations. The latter have been allowed
to borrow in dollars both at home and
abroad irrespective of their potential
to earn foreign currency to serviceit.
Such debt poses greater threat to sta-
bility than sovereign debt since, at
times of currency turmoil, private
debtors attempt to close their open
positions by purchasing foreign cur-
rency in order to avoid further losses
and thisinturn acceleratesthe decline
of the currency.

Turkey has thus practised an ex-
treme form of laissez faire in finan-
cial affairs and, in effect, become a
highly dollarised, dual-currency econ-
omy. Not only liabilitiesand assetsare
increasingly denominated in the dol-
lar, but an important part of property
prices, incomes and rents, as well as
government contracts in public-pri-
vate partnership projects are also
fixed in dollars.

In such an economy, asignificant
loss of confidence can exert intense
pressure on the currency irrespective
of volume and terms of external debt.
With the Trump sanctions, the lira
started afreefall primarily because of
flight of residents, both asset holders
and dollar debtors, from the curren-
cy, sudden stop of capital inflowsand
the exit of non-residents from local
markets. Besides, the decline was
accentuated by speculators shorting
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liras in swap operations in anticipa-
tion of a significant drop in the cur-
rency. The short-term dollar debt to
international creditors has not yet
comeinto play. Still, the outcome has
been steep fallsin the liraand stocks
and a hike in yields on local-curren-
cy sovereign debt. The cost of insur-
ing Turkish debt (credit default swaps
— CDS) has shot up, reaching 500
basi s points compared with 240bp for
Brazil and 315bp for Greece.

Inview of stern opposition by the
president, the central bank avoided a
hike in lending rates, but closed its
low-cost repo funding, forcing banks
to borrow at its more expensive over-
night rate—something aptly described
asa'stedth’ tactic to hike borrowing
costs. Further, it haslimited currency
swap transactionsto curb speculation
against the lira,

Turkey, as most other major
emerging economies, ishighly averse
to recourse to the International Mon-
etary Fund (IMF) for international li-
quidity because of the IMF's appall-
ing record ininterventionsin past cri-
sesin emerging economies. As antic-
ipated in an earlier Inter Press Ser-
vice (IPS) article, Turkey thus sought
help from its close allies, securing a
pledge of $15 billion from Qatar.

These measures, together with
ninedays respite offered by the Mus-
lim Eid Al-Adha holiday, brought
some calm to currency and financial
markets. But al is not over yet. The
underlying structural fragilities re-
main unabated and cannot be reme-
died overnight because they involve
severe balance sheet distortions and
imbalances.

Even if theliraremains relative-
ly stable from now on, the sharp de-
cline it has so far undergone — by
some 40% since the beginning of the
year — could impinge heavily on un-
hedged debtors, resulting in serious
debt-servicing difficulties and even
defaults. As Bloomberg reports, the
CDS curveisinverted — asit wasin
Greece in the worst days of its debt
crisis — not only for sovereign debt
but also for the debt of some of the
biggest commercial banks; that is, it
costs more to insure one-year default
than to buy five-year protection. This
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suggests that markets are expecting
imminent debt-servicing difficulties.

As loans and bonds mature in
coming months, the country may find
it very difficult to persuade creditors
to roll over debt or to replace matur-
ing bonds with new ones even at sig-
nificantly higher rates. An important
part of syndicated bank loans is due
for renewa in September. Thedispute
with the US involving the state-
owned Halkbank over Iranian sanc-
tions can make the renewal process
complicated (I thank Hakan Ozyildiz
for this point). Thus, with short-term
debt coming into play, thecrisiscould
ceaseto beacurrency crisisbut afull-
blown debt and banking crisis, lead-
ing to adeep and protracted econom-
ic contraction.

The crisis could also generate
severe contagion to the rest of the
world. Defaults by Turkish debtors
could squeeze some European credi-
tors, mainly a number of banks in
Spain, Italy and France which have
relatively high exposure directly or
through subsidiaries in Turkey. This
would also have a serious impact on
global risk appetite. A sharp reassess-
ment of risks, together with monetary
tightening in the US and Trump fol-
lies in trade, could wreak havoc in
several emerging economies which
have gone out of boundsin the years
of easy money since 2008.

When so many policy mistakes
are committed and so much debt is
accumulated and assets arelost, there
iS no easy way out. But, it is always
possibleto easethepain. Itisnot clear
if the Turkish government will beable
to move from populist rhetoric to ef-
fective economic measuresto address
the root causes of the crisis. On the
other hand, should the crisis spread
globally, the international communi-
ty isunlikely to be able to manage it
in an orderly and equitable way, rath-
er than muddling through it asin the
past, because it is no more prepared
to respond to such crises than it had
been in previous episodes. — IPS &

Yilmaz Akyiiz is former Director at the Unit-
ed Nations Conference on Trade and Devel-
opment (UNCTAD) and former Chief Econo-
mist with the South Centre in Geneva.
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Another global financial crisis
for developing countries?

Developing countries are now faced with the threat of another global financial
crisis. Regrettably, as Anis Chowdhury and Jomo Kwame Sundaram point out, they
have rendered themselves more vulnerable by pursuing some misguided policies.
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GEORGE Soros, Bill Gates and oth-
er pundits have been predicting an-
other financial crisis. In their recent
book, Revolution Required: The Tick-
ing Time Bombs of the G7 Model,
Peter Dittus and Herve Hannoun,
former senior officials of the Bank for
International Settlements, warned of
‘ticking time bombs’ in the global fi-
nancial system waiting to explode,
mainly due to the policies of major
developed countries.

Recent events vindicate such
fears. Many emerging market curren-
cies have come under considerable
pressure, with the Indonesian rupiah,
Indian rupee and South African rand
al struggling since early this year.
Brazil’sreal fell sharply in June, and
Argentina has failed to stabilise its
peso despite seeking aid from the In-

e under considerable pressure.

ternational Monetary Fund (IMF). As
Turkey struggles to stabilise its lira,
many European banks exposure has
heightened fears of another global fi-
nancial crisis.

Why the vulnerability?

Some fundamental weaknesses
are at the core of this vulnerahility.
Theseincludetheinternational finan-
cia ‘non-system’ since the collapse
of the Bretton Woods system in 1971,
and continuing to use the US dollar
asthe main international reserve cur-
rency. This burdens deficit countries
vis-a-vis surplus countries and en-
sures near-universal vulnerability to
US monetary policy. Thus, most
countriesaccumulate dollarsasapre-
caution, i.e., for ‘ protection’, eschew-
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ing other optionssuch as
investing in socially de-
sirable projects.

Policymakers not
only failed to address
these weaknesses fol-
lowing the 2008-09 glo-
bal financial crisis
(GFC), but also com-
pounded other prob-
lems. Having eschewed
stronger, more sustained
fiscal policy interven-
tions, monetary policy
virtually became the
sole policy instrument.
Major central banks, led
by the US Federal Re-
serve, embarked on‘ un-
conventional monetary
policies’, pushing real
interest rates down,
even into negative terri-
tory.

Emerging and de-
veloping economies (EDES) offering
higher returns temporarily experi-
enced large short-term capital in-
flows. The external debt of emerging
market economies has grown to over
$40 trillion since the GFC. The com-
bined debt of 26 large emerging mar-
ketsrosefrom 148% of gross domes-
tic product (GDP) at the end of 2008
to 211% in September 2017, accord-
ing to the Institute of International
Finance (I1F).

Easy money raised household
and corporate debt, fuelling property
and financial asset price bubbles.
According to the IMF's April 2018
Fiscal Monitor, global debt peaked at
$164 trillionin 2016, or 225% of glo-
bal GDP, compared with 125% be-
fore the GFC. The IIF reported that
global debt rose to over $247 trillion

mcluding
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inearly 2018, i.e., equivalent to 318%
of GDP.

Rising debt levels pose serious
downside risks for the global econo-
my. With easy money coming to an
end, as the Fed continues to ‘ norma-
lise’ monetary policy by raising the
policy interest rate, capital flight to
the USisundermining emerging mar-
ket currencies. When debt defaults
increase with interest rates while in-
come growth remains subdued, the
world becomes more vulnerable to
financial crisis.

Diminished capacities

Both developed and developing
countries have less policy space than
during the GFC. Most governments
are saddled with more debt follow-
ing massive financial bailouts fol-
lowed by abandonment of efforts to
sustain robust recovery.

According tothe IMFApril 2018
Fiscal Monitor, average public debt
of advanced economies was 105% of
GDPin 2017, constraining fiscal ca-
pacity to respond to crisis. Mean-
while, monetary policy options are
exhausted after a decade of ‘uncon-
ventional’ monetary policies.

General government debt-to-
GDP ratios in emerging market and
middle-income economies almost
reached 50% in 2017 — a level only
seen during the 1980s debt crisis. The
2017 ratio exceeded 40% in low-in-
come devel oping countries, climbing
by more than 10 percentage points
since 2012.

Playing with Fire by Yilmaz
Akyuz, former South Centre chief
economist, has highlighted the self-
inflicted vulnerabilities of developing
countries. Public debt-GDP ratios in
EDEs are likely to rise due to falling
commodity prices and stagnant glo-
bal trade, while they have almost no
monetary policy independencedueto
deeper global financial integration.

While corporate sectors have
been busy with mergers, acquisitions
and share buybacks with cheap cred-
itinstead of investing inthereal econ-
omy, thefinancial sector has success-
fully portrayed sovereign debt as
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Continued use of the US dollar as the main international reserve currency exposes

the global economy to the risk of financial crisis.

‘public enemy number one'.

Held hostage to finance capital,
governments around the world have
wasted the opportunity to improve
productive capacities by investing in
infrastructure and social goods when
real interest rates were at historic
lows. At around 24% of global GDP,
the global investment rate remains
below the pre-crisis level of around
27%, with investment rates in EDES
either declining or stagnant since
2010.

Failure to address the falling
wage share of GDP, rising executive
pay and asset price bubbles, due to
‘easy’ monetary policy, have contin-
ued to worsen growing income ine-
qguality and wealth concentration.
Meanwhile, deep cutsin government
spending and public services, while
reducing top tax rates, cause anger
and resentment, often directed at ‘the
other’, contributing to the spread of
‘ethno-populisn’.

In turn, growing inequality lim-
itsaggregate demand, which hasbeen
maintained by unsustainably raising
household debt, i.e., perverse ‘finan-
cia inclusion'.

Turbulence in currency markets
is dueto developing countries’ limit-
ed economic policy space. A decade
after the GFC, developing countries
still experience lower growth and in-
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vestment rates.

Financial sectors of emerging
market economies now have more
and deeper links with international
financial markets, also reflected in
high foreign ownership of stocksand
government bonds, with large sudden
capital outflows causing financia cri-
Ses.

Meanwhile, recent commodity
price drops have accelerated the ris-
ing indebtedness of low-income
countries. According to the IMF, 24
out of 60 (40%) are now either al-
ready facing debt crisesor highly vul-
nerable—twice as many asfive years
ago, with afew aready seeking IMF
bailouts.

The problem is compounded by
declining concessional aid from de-
veloped countries. Also, more credi-
tors are not part of the Paris Club,
obliged to deal with sovereign debt
on less onerous terms. Meanwhile,
growing trade and currency conflicts
are worsening the woes of those al-
ready worse-off. — IPS 2

Anis Chowdhury, Adjunct Professor at West-
ern Sydney University (Australia), held se-
nior United Nations positions in New York
and Bangkok. Jomo Kwame Sundaram, a
former economics professor, was United Na-
tions Assistant Secretary-General for Eco-
nomic Development, and received the Wassi-
ly Leontief Prize for Advancing the Frontiers
of Economic Thought in 2007.
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Emerging markets currency
crisis is the product of the global
liquidity deluge

Anthony Rowley says it is time for an international review of the amount of liquidity

flooding the global financial system and the ability of markets, particularly in
developing countries, to withstand massive movements of capital.

BACK inthe 1990s, a few years be-
fore the Asian financial crisis erupt-
ed, | suggested to asenior Internation-
al Monetary Fund (IMF) official
whom | was interviewing that unre-
stricted capital flows into emerging
markets might not be an altogether
good thing. Hisreply almost took my
breath away and | am reminded of it
now as we face another possible cur-
rency crisis.

It was necessary to expose
emerging markets to global capital
flows, he suggested, ‘to test their
weak points'. This seemed to me at
the time akin to saying that small
farms should be connected to massive
irrigation pipelinesto see whether the
ensuing deluge of water would wash
them away.

Many countriesinAsiaduly went
ahead and abolished capital controls
in line with the neoliberal economic
thinking of the ‘Washington consen-
sus’ which also conferred upon
emerging marketsthe mixed blessing
of portfolio inflows into and out of
their newly established or recently
revived stock markets.

Then came the 1997 crisis and
among those that suffered most were
Indonesia, where the rupiah fell re-
cently toitslowest level inthreeyears,
barely aboveits1998 crisislevel, and
South Korea. Malaysia, at that time
also under the government of Prime
Minister Mahathir Mohamad, wisely
imposed capital controls.

Another IMF official cautioned
before the 1997 crisis that that idea
of ‘phasingin’ capital market liberal-
isation, in order to test the waters be-
fore opening up fully, was not practi-
cable. The denizens of the Washing-

Currency rates on display outside an exchange house in Buenos Aires. ‘Today, we

are again seeing a number of emerging market currencies in crisis territory — not
least the Argentinian peso and the Turkish lira but also the Indonesian rupiah...’

ton ivory tower later relented to this
view. But, by then, the horse had bolt-
ed and many saw little point in clos-
ing the stable door.

Today, we are again seeing a
number of emerging market curren-
ciesin crisis territory — not least the
Argentinian peso and the Turkish lira
but also the Indonesian rupiah, while
the Chinese renminbi is also coming
under downward pressure. The Aus-
tralian dollar, though hardly an
emerging market currency, is mean-
while suffering a mini-crisis.

This turmoil is partly collateral
damage from US President Donald
Trump’s absurdly irresponsible trade
wars against China and others, and
the impact that is having on market
sentiment. And it is partly aresult of
rising interest rates in the United
States and the consequent desire of
global investors to chase yield not in
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emerging marketsbut in dollar invest-
ments.

What is scary about thisimpend-
ing new currency crisisisthat it could
also precipitateadebt crisis, especial -
ly in Asian and other emerging mar-
kets and particularly in the corporate
sector. Dollar- or other foreign cur-
rency-denominated debt becomes
harder to service in terms of local
currency earnings once those curren-
cies start to dlide.

What is happening now in cor-
porate debt markets, mainly in emerg-
ing economies, should be worrying
people much more than it is. Why?
For one, corporate debt in emerging
and developing economies now sig-
nificantly exceeds levels before the
2008 global financial crisis. Aspoint-
ed out by this writer previoudly, the
World Bank has noted that the in-
crease in corporate debt ratios over
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the past decade has been ‘most pro-
nounced in East Asia and the Pecif-
ic'.

What isimportant now isto con-
sider the possibility that re-imposition
of capital flows may be on the cards
in countries where signs of distress
emerge — and that open capital re-
gimes need to be re-examined.

To go back to the parallel be-
tween global capital flows and irri-
gation systems, the liquidity in the
main conduit has grown massively as
a result of huge quantitative easing
exercises by theworld’s |eading cen-
tral banks in response to the global
financial crisisin 2008.

Much of this liquidity subse-
quently flowed to emerging markets
to escape derisory yields on financial
securitiesin advanced economies, not
least in the US. Thisprocessis being
reversed now, and with US interest
rates rising —and set to rise further —
more money will exit emerging mar-
kets.

It is surely time for an interna-
tional review of the size of global li-
quidity relative to the ability of stock
and bond markets around theworld —
especially those in emerging markets
— to absorb massive inflows and out-
flowswithout suffering systemic fail-
ure at the national or global level.

Asian and other emerging mar-
kets have erected some defences
against financial crises since 1997,
not least by building up foreign ex-
changereservesand arranging curren-
cy swaps at government level. At the
corporate level, thereis better match-
ing of debt maturity and currency
risks. But even these defences could
be washed away by the tide of global
liquidity.

Whether an administrationin the
world’s largest economy that is ob-
sessed with ‘making America great
again’ by cutting others down to size
is capable of leading a global reform
initiative is, to say the least, open to
guestion. Maybe only another crisis
can precipitate needed reforms. @

Anthony Rowley is a veteran journalist spe-
cialising in Asian economic and financial
affairs. This article is reproduced from the
website of the South China Morning Post
(www.scmp.com).
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How to prevent financial crises
in emerging markets

After a brief survey of Argentina and Turkey, two countries grappling with a financial
crisis, Kavaljit Singh warns of the danger of a financial contagion impacting the
emerging markets of Asia. While stressing the importance of capital controls and
macroprudential tools to ensure financial stability, these, he argues, may not be
enough to withstand financial shocks in the absence of international cooperation.

L b

unrest and political instability.

ARGENTINA'S currency crisis is
deepening. On 29 August, the peso
crashed more than 7% — the biggest
one-day fall since December 2015
when President Mauricio Macri al-
lowed the currency tofloat freely and
removed capital controls. In a two-
minute televised address on that day,
Macri said he had requested from the
International Monetary Fund (IMF)
an early release of funds from a $50
billion stand-by arrangement. The
televised addressdid not helpto elim-
inate market uncertainty. Instead, it
madeinvestorsmorejittery than ever,
pushing the peso to its worst decline
in amost three years.

On 30 August, Argentina’'s cen-
tral bank raised its policy benchmark
interest rate by 15 percentage points
to a whopping 60% — the highest in

41
A demonstrator in Buenos Aires holds a sign that reads ‘IMF, get out’. Many Argentines
blame the IMF for the policies that led to the 2001 financial crisis which triggered social

the world — to stop investors from
pulling money out of the country. This
huge rate hike, however, failed to
stem the peso’s decline. The peso
slumped a further 13% and closed at
a record low of 39.2 per US dollar
despite direct interventions by the
central bank in the currency markets
throughout the week to prop up its
currency and bolster market confi-
dence.

In 2018, the Argentine peso has
depreciated by 51% against the dol-
lar, making it the worst-performing
emerging market currency this year.

IMF and Argentina: A rocky
relationship

Argentina has had a troubled re-
lationship withtheIMF. Many Argen-
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tines blame the IMF for the
policiesthat led to the 2001 fi-
nancial crisis which triggered
social unrest and political insta-
bility. In May 2018, Argentina
sought financial assistance
from the IMF amid arapid de-
preciation of the peso. In June,
the IMF Executive Board ap-
proved athree-year, $50 billion
stand-by arrangement and the
government immediately with-
drew $15 billion from this fa
cility. Itisnot yet disclosed how
much money has been request-
ed for early disbursement from
the IMF, but market analysts
believe that the Macri govern-
ment is seeking at least $3 bil-
lion in September to cam in-
vestors' nerves.

Although the IMF has
agreed to change the phasing
of the financial programme, it is not
yet clear whether any new conditions
would be attached to the early release
of funds. It islikely that the IMF will
impose new austerity measures in
exchange for the early disbursement.
In a statement issued on 29 August,
IMF Managing Director Christine
Lagardestated: ‘| haveinstructed IMF
staff to work with the Argentine au-
thorities to strengthen the Fund-sup-
ported arrangement and to re-exam-
ine the phasing of the financial pro-
gramme.” However, thisstatement did
little to impress jittery investors, and
the peso plunge continued.

Investors are increasingly con-
cerned over the country’s ability to
meet dollar-denominated debt pay-
ments due next year. Argentina has
about $25 hillion of peso- and dollar-
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denominated debt payments coming
due by the end of 2019. Asthe depre-
ciation of the peso would lead to high-
er debt-servicing payments, investors
fear that Argentina may not be able
to meet its dollar-denominated debt
obligations and could default.

Argentina’s twin fiscal and cur-
rent account deficits coupled with
substantial foreign debt levels make
its economy extremely vulnerable to
tightening of globa financial condi-
tions. Additionally, agricultural ex-
ports (which contribute nearly 40%
of the country’s total exports) have
been hit by the worst drought in 30
years. With high inflation (currently
at 31%) and dim economic prospects,
the peso is expected to remain weak
for some time.

The impact of rate hikes on the
domestic economy isaready becom-
ing visible as higher financing costs
have led to a contraction of econom-
ic activity. Thefiscal adjustmentsare
also having an adverse impact on
growth. The economy contracted
6.7% in June 2018 compared with the
samemonth last year. Thereare strong
fears that Argentina's economy is
heading for a recession in the third
quarter of this year. The government
hasrecently admitted that poverty lev-
els would rise this year because of
high inflation.

In the coming days, the Macri
government will find it challenging
toimplement stringent austerity mea-
sures further as elections are sched-
uled for October 2019. Any attempt
to impose deeply unpopul ar austerity
policies and economic reforms will
further erode Macri’s political capi-
tal and could dent his chances of win-
ning re-election next year.

Argentina’s ongoing currency
turmoil is particularly worrisome as
the government adopted orthodox
economic policiesoften sought by the
international investment community.
The government dismantled interven-
tionist policies; appointed market-
friendly technocrats in the finance
ministry; took a step towards a more
independent central bank; raised in-
terest rates to a record 60%; imple-
mented painful austerity measures,
and secured a $50 billion loan from
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Argentine Finance Minister Nicolas Dujovne meeting IMF Managing Director Chris-
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tine Lagarde at IMF headquarters on 4 September. On 29 August, the Argentine gov-
ernment had requested an early release of funds from a $50 billion stand-by arrange-

ment with the IMF.

the IMF. Yet, the country’s currency
troubles are far from over. The peso
is still losing value and the economy
is headed towards a recession. It is
amply clear that policy measures tak-
en by the Macri government are not
in line with investors' expectations.

TheArgentine episode offers sev-
eral valuable lessons to other emerg-
ing market economies (EMES) that
arefacing similar financial fragilities.
It illustrates that floating exchange
rates do not always guarantee insula-
tion from shocksin the exchangerate.
More importantly, it has shown that
the IMF's stand-by loan of $50 bil-
lion — the largest credit line in IMF
history — utterly failed to provide an
effective anchor for addressing finan-
cial vulnerabilities and bolstering
market confidence.

A very familiar crisis in
Turkey

Meanwhile the Turkish lira has
depreciated more than 40% against
the US dollar since January 2018.
Much of the recent steep fal in the

THIRD WORLD RESURGENCE No 331/332

lira's value is the result of a sharp
deterioration in the US-Turkey rela
tionship over the detention of an
American pastor, but the economy’s
external positionisextremely vulner-
able dueto massive borrowing in for-
eign currencies by the private sector
and a debt-financed consumption
boom.

Nearly 70% of Turkey’s overall
debt is denominated in dollars and
euros. Taking advantage of lower in-
terest rates globally, Turkish firms
borrowed heavily in foreign curren-
ciesin the post-crisis period. Accord-
ing to JPMorgan, around $179 billion
of Turkey’sforeign debt matures be-
tween now and July 2019, out of
which the private sector owes $146
billion (81%). A weak lirawill make
it harder for Turkish private firmsto
repay their foreign currency debts. If
funds become scarce due to a sudden
stop of capital flows to Turkey, the
private sector will struggletoroll over
its foreign currency debt.

The weakening of the lira also
poses a refinancing risk to Turkish
banks due to their excessive depen-
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dence on wholesale external funding
(denominated in foreign currency) to
fund lira-denominated loans in the
country. A wesk lirawill makeit much
more expensive for Turkish banks to
refinance their external market fund-
ing.

Besides, Turkey’sliracrisis pos-
es risks of wider contagion spread-
ing to the European banking system
as five big European banks (BBVA,
UniCredit, ING, BNP Paribas and
HSBC) have a sizeable presence in
its domestic banking system or expo-
sure to Turkey. According to cross-
border banking data from the Bank
for International Settlements, Turkish
borrowers owe $82.3 billion to Span-
ish banks; $38.4 hillion to French
banks; $17 hillion to Italian banks;
and $19.2 hillion to UK banks.

Declining foreign exchange re-
serveswill makeit difficult for Turk-
ish authorities to finance the widen-
ing current account deficit (currently
at 6% of GDP) or to arrest the slide
of the lira by intervening in currency
marketsby selling dollars. Turkey had
official reserves of $100 billion (for-
eign currency reserves of $77 billion
and gold reserves of $22 hillion) in
July 2018.

Unlike Argentina, however, Tur-
key has not jacked up interest rates
nor sought financial assistance from
theIMF. TheTurkish authoritieshave
ruled out the imposition of capital
controls to restrict outflows, but new
restrictionswererecently imposed on
currency-swap transactions to curb
short-selling against the lira. For li-
quidity support, Turkey has signed a
$3 billion bilateral currency swap
agreement with Qatar.

Challenges for Asian EMEs

A key policy concernisthethreat
of financia contagion from currency
collapse in Argentina and Turkey to
emerging markets in Asia. Argenti-
na’s currency turmoil has exacerbat-
ed the sell-off in currencies, equities,
bonds and other financial assets in
many Asian EMEs. Although Asia’s
economic fundamental s appear stron-
ger than those of Argentina and Tur-
key, the currencies of Indiaand Indo-
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nesiaare currently trading at al-time
lows.

The Indian rupee remains the
worst-performing Asian currency this
year. It has depreciated by 11% year
to date. On 31 August, the rupee fell
to arecord low of 71 against the US
dollar. Since April 2018, the fall in
the rupee can be attributed to higher
crude oil prices, therising dollar, and
concerns over the current account
deficit widening to 2.8% of GDP in
2018-19. Besides, the market expec-
tations of rising interest rates in the
US, the consistent outflow of foreign
funds and growing global trade ten-
sions have also contributed to the
weakening of the rupee.

Thelndonesian rupiahisthe sec-
ond-worst-performing Asian curren-
cy this year, after the rupee. It has
depreciated 7.8% this year. Spooked
by the Argentine peso crash, the ru-
piah plunged to 14,750 per dollar —
thelowest level sincetheAsian finan-
cia crisis of 1998 — even though the
Indonesian central bank has been sell-
ing billions of dollars from its forex
reserves kitty to stem the fall. It has
also raised interest rates four times
since May.

The widening current account
deficit remains one of the key con-
cernsfor Indonesia. Whiletherupiah
is continuing to weaken, Indonesia’s
bond markets have also come under
selling pressure as the foreign own-
ership of government bonds is very
high. Foreigners hold about 40% of
the government bond market in Indo-
nesia

The Chinese yuan meanwhile has
fallen more than 8% against the dol-
lar amid fears of atrade dispute with
the US, rising US interest rates and
concerns over an economic slow-
down inthe domestic economy. Back
in 2015-16, the Chinese authorities
spent nearly atrillion dollarsfrom the
country’s forex reserves to stabilise
the currency. However, this time the
authorities are shying away from di-
rect interventions in the currency
markets. The current policy response
is directed towards using regulatory
tools such as raising the reserve re-
quirement ratio on foreign-exchange
forward contracts from zero to 20%
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in order to make it more expensiveto
short the yuan.

The importance of capital
controls and macroprudential
tools

Maintaining financial stability is
a big policy challenge for all EMEs.
The recent episodes of financia cri-
sishave amply shown that even those
countries that followed seemingly
sound macroeconomic policies also
got exposed to ‘ sudden stops’ or large
reversals in capita flows. Hence the
moot questionis: How should emerg-
ing-economy policymakers respond
to prevent rapid currency depreciation
and a sudden reversal in capital
flows?

To begin with, EME policymak-
ers should proactively enforce capi-
tal controlsto stem the risks of rapid
capital outflows. The orthodox view
isthat capital controls do more harm
than good. Critics question the effec-
tiveness of capital controls, especial-
ly on outflows. Despite the negative
connotation associated with theword
‘controls’, there are many positive
experiences of using controls on out-
flows as a crisis management tool.
This long list includes Malaysia in
1998, Iceland in 2008, Cyprusin 2013
and Chinain 2016.

EME policymakers can impose
controls on both inflows and outflows
of capital to insulate themselvesfrom
external shocks aswell asto provide
some breathing spaceto addresslong-
er-term structural problems. Controls
on inflows can be helpful in atering
their composition in favour of less
risky and longer-maturity flows. Bra-
zil is a well-known case in point.
During 2009-11, Brazil adopted a se-
ries of capital controls (including a
tax on portfolio investments) to dis-
courage inflowsto combat the appre-
ciation of the real.

Rather than being used as a last
resort and on atemporary basis, cap-
ital controls should have a place in
the standard policy toolkit and could
be deployed by EMEs keeping in
mind their specific policy frameworks
and country contexts.

Given the prevailing adverse
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market conditions, policymakers in
Argentina and Turkey should shun
their rigid stance against capital con-
trols and adopt a pragmatic approach
towards managing destabilising cap-
ital flows. The decision making in a
complex, uncertain and financially
interconnected world should not be
driven by outdated neoliberal ortho-
doxy.

In parallel, EME policymakers
should aso impose macroprudential
policy measures (such as capson for-
eign currency lending, credit controls,
and countercyclical capital require-
ments) for containing financial boom-
and-bust cycles.

It is well recognised that policy
interventionsare more warranted dur-
ing theboom period to limit the build-
up of risk in the financial system. In
thisregard, it is desirable to use both
capital controls and macroprudential
measures in an emerging economy
facing a surge of capital inflows
(‘sudden floods'). EME policymak-
ers can choose the optimal mix of
capital controls and macroprudential
measures in mitigating currency and
financial risks.

In addition, policymakersneed to
stay extra-vigilant about corporate
debt issued in foreign currencies by
non-financia corporations due to the
potential risks associated with twin
currency and maturity mismatches.
Overall, there is a greater need for
improving financial regulation and
market surveillance in EMEs.

In the medium to long run, poli-
cymakers in EMEs should concen-
trate on attracting long-term capital
flowsthat improve the country’s pro-
ductive capacity through the transfer
of technology and manageria know-
how, rather than short-term volatile
capital flows (such as bank lending
and portfolio investments) that have
tenuous linkage with the real econo-
my and are prone to abrupt reversals.
Therole of short-term portfolio flows
in causing or exacerbating financial
crises in many EMEs is well docu-
mented.

It is high time that EME policy-
makers rethink their approach to-
wards global financial integration.
Previous experiences of financial lib-
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G20 summit in Hamburg, Germany. So far the G20 has proved to be ineffective in
developing a collective response to manage financial risks.

eralisation (especially capital account
liberalisation) in many EMEs have
proved to be costly and exposed them
to financial crises of various kinds,
while the actual benefits of capital
account liberalisation are hard to find.
In particular, the liberalisation of
short-term capital flows should be
avoided.

The need for international
cooperation

There is no denying that EME
policymakers should adopt sound
domestic policies and improve mac-
roeconomic fundamental s, but it may
not be sufficient to withstand finan-
cial shocks that EMEs are currently
facing from spillovers of monetary
policy normaisation in the US and
other advanced economies. Hence,
thereisaneed for global policy coor-
dination. The advanced economies
should also realise this need as in-
creased financia market volatility can
generate significant spillback effects
on their economies.

Post-crisis, the importance of a
global financial safety net has been
well recognised. In thisregard, bilat-
eral swap agreements and regional
financing arrangements (such as the
Chiang Mai Initiative and the BRICS
Contingent Reserve Arrangement)
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can be useful in providing immediate
liquidity support when a crisis hits a
country.

International policy cooperation
is vital for managing volatile cross-
border capital flows that can create
financial fragility inthe EMESs. Apart
from imposing capital controls with-
in the recipient countries, there is a
logical reason for imposing capital
account restrictions in the source
countriesto manage destabilising cap-
ital flows at both ends. Although the
prospects of such a cooperative mul-
tilateral approach remain bleak, its
potential benefitsfor global financial
stability are enormous.

So far the G20 grouping of ma-
jor economies has proved to be inef-
fective in developing a collective re-
sponse to manage policy spillovers
and spillbacks. As financial risks are
likely to amplify in the coming
months, itiscritical that all G20 mem-
bers cooperate to identify and man-
age risks collectively. Otherwise,
what’s the point of the G20 harping
about promoting global financial sta-
bility? L 2

Kavaljit Singh works with Madhyam, an in-
dependent non-profit organisation based in
New Delhi devoted to research and public
education on economic and developmental
issues. The above was first published as a
Madhyam briefing paper available on
www.madhyam.org.in.
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Visions of war and wealth in the

Middle East

US involvement in Iraq and Afghanistan is part of a long-term strategy to gain
regional influence and access to resources.

Edward Hunt

AT a recent security conference, a
panel of current and former US offi-
cials discussed the possibility of ex-
tending the US military presence in
Iraq and Afghanistan for years into
the future and considered the poten-
tial to more effectively tap into the
natural resources in both countries.

The panellists said that the war
in Afghanistan would probably con-
tinuefor years, but they werelesscer-
tain about the prospectsfor Irag. They
shared their thoughts as part of ases-
sion at the 18-21 July Aspen Security
Forum on what a US victory would
look like in both countries.

Moderator Kim Dozier opened
the session by asking, ‘Will we till
have tens of thousands of troops in
Irag and Afghanistan in adecadefrom
now?

The panellistsmostly agreed that
at least some minimal US commit-
ment was necessary. A number of
them called for a long-term military
presence in both countries. Some
were quite optimistic about the un-
tapped oil and mineral wealth in the
region.

The panellists included former
US officials Thomas Shannon, Sa-
mantha Vinograd and Juan Zarate.
Shannon is a career ambassador who
worked in the Trump administration
for about a year before announcing
his retirement earlier this year. Vino-
grad and Zarate both worked for the
Bush administration, which started
the wars.

Congressman Adam Schiff, the
top Democrat on the House Intelli-
gence Committee, also participatedin
the discussion. In 2001, Schiff voted
in favour of the bill that authorised
the Bush administration to attack Af-
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us soldiers' on patrol in Afghanistan. A panel of current and former US officials at a

recent security conference said that the war in Afghanistan would probably continue

for years.

ghanistan. In 2002, Schiff voted in
favour of the resolution that authori
sed the Bush administration to attack
Irag.

All of the panellists have played
some role in the wars, both of which
have been devastating. The Costs of
War Project at Brown University es-
timates that more than 100,000 peo-
ple have died in the war in Afghani-
stan and about 200,000 people have
died in the war in Irag. The great
majority of victimsin thewar in Iraq
have been civilians.

Rather than dwelling on theseis-
sues, however, the panellists used
their time to consider the ways in
which the US government can still
achieve its strategic objectives.

One of themajor issuesthey con-
sidered waswhether the United States
should maintain along-term military
presencein both countries. Two of the
panellists, Zarate and Vinograd, ar-
gued that US military forces should
remain in both countries for some
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time to come.

Zarate argued that ‘we should
have amilitary presence consistently
in both in a decade or two'. He also
called for the creation of ‘a perma-
nent base in Erbil’, the capital city of
Irag’'s Kurdish area. He argued that
the base could provide the US with
an alternative to abase it isusing in
Turkey whilesending a‘ very near sig-
nal to the Iranians ... that we are go-
ing to be present, if need be'.

Another possibility, according to
Vinograd, would be to take US in-
volvement in South Korea as a mod-
el. Vinograd explained that the US has
maintai ned apermanent military pres-
encein South Koreasince the time of
the Korean War. ‘I really struggle to
think of any real military operation
right now where there wouldn’t be
some longer-term presence on the
ground,” she said.

Not all of the panellists fully
agreed with the proposals, however.
Shannon argued that the United States
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The panel at the Aspen Security Forum comprised (L-R) moderator Kim Dozier, Adam
Schiff, Juan Zarate, Thomas Shannon and Samantha Vinograd.

does not function well as an ‘occu-
pying power’. He said that the Unit-
ed States performed more effectively
as a ' collaborating power’. Shannon
also wavered on the idea of creating
a permanent military base in Erbil,
saying that it was ' aninteresting ideal
that deserves consideration.

Schiff agreed that the United
States should remain involved in Af-
ghanistan but doubted whether the US
could succeed in Irag. ‘The invest-
ment in Iraqwasnot worthit,” he said.

Another mgjor issue the panel-
lists considered was how to create sta-
ble governments in both countries.
One of their big fearsis that neither
the Afghan nor Iragi government can

survive very long without US assis-
tance. The panellistswondered if they
could create stronger governments by
exploiting the extensive material
wealth in both countries.

Zarate noted that the mineral
wealth in Afghanistan has been esti-
mated at about $1 trillion. He suggest-
ed that it could be tapped by compa-
nies in the United States and else-
where.

“We're not a mercenary country
in that we send troops to where we
want to have ... business opportuni-
ties, Zarate said. ‘But to the extent
that we're already present, to the ex-
tent that we've already expended
blood and treasure, why not consider

o —— \ .'m..

A worker at an oil refinery in Basra, Iraq. Tapping the mineral wealth in Iraq and

Afghanistan was among the issues discussed by the panel.
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how it isthat we' re thinking about the
positive elements of economic devel-
opment?

Shannon saw similar possibili-
ties. He noted that President Trump
has already pointed to commercial
opportunitiesin both countriesasrea-
sons for continuing US military op-
erations. ‘ Thisisan extractive oppor-
tunity,” Shannon said, citing petro-
leum as an example.

Once again, however, not all of
the panellists were on the same page.
Vinograd said that when she had been
working in Irag in 2007, it had been
difficult to find ways to attract busi-
nesses to the country. ‘I don't see
large-scale business opportunities in
Irag until the security situationismore
sustainable over the medium term,’
she said.

Schiff was more troubled by the
proposals. He argued that the US
should not risk the lives of US sol-
diersto create business opportunities
in foreign lands. ‘1 kind of recoil at
the idea of using business opportuni-
ty as the primary argument for the
deployment of military forces,” he
said.

Although the panellists did not
reach aconsensus, their conversation
revealed quite a lot about the basic
mindset in Washington about the two
wars. Their considerations showed
that US officials still aspireto create
governments that will provide them
with accessto the areaand the ability
to influence the surrounding area.

According to Shannon, these
strategic issues are perhaps moreim-
portant than ever.

‘Increasingly we' verealised that
what we' re doing in Afghanistan and
what we're doing in Irag is not just
about Afghanistan or about Irag,” he
said. ‘It'sabout theregional challeng-
eswefacein South and Central Asia,
and in the larger Middle East, and so
our intereststhere are going to extend
far beyond what is happening inside
of these countries, but what happens
beyond.’ L 2

Edward Hunt writes about war and empire.
He has a PhD in American Studies from the
College of William & Mary. This article is
reproduced from the Foreign Policy In Fo-
cus website (fpif.org).
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From Gaza to Jerusalem to Iran
Shifts in the Middle East and the place

of Palestine

Amidst the shifting alignments and goals of some key players in the Middle East

crisis, there is one enduring element: the Palestinian struggle for their homeland.

Joel Beinin locates the latest phase of the Palestinian struggle — the Great March
of Return — in this complex political mosaic.

THE Palestinian Great |
March of Return, which ¥
began on 30 March and
continued into June, was a
popular mobilisation of
people of the Gaza Strip
initiated by politically un-
aligned young men and
women. The campaign of
unarmed marches towards
the border between the
Gaza Strip and Israel dem-
onstrated popular support
for a new Palestinian po-
litical direction.

It contrasts sharply
with both the diplomatic
impasse over | srael/Palestine and the
emerging reactionary political re-
alignment of the Middle East. The
administration of US President
Donald Trump appears to be follow-
ing the lead of Israel and the Sunni
Arab regimes of Saudi Arabia, the
United Arab Emirates (UAE) and
Egyptinforging aregional axisof evil
aimed at confronting Iran and its al-
lies: Syria, Hezbollah in Lebanon and
the Yemeni Houthis, which the Sau-
dissimplistically label Iranian surro-
gates. The animators of this anti-Ira-
nian strategy will need to relegate the
Palestinians to collateral damage in
order to succeed.

Thirty-three-year-old Ahmed
AbuArtema (alternatively, Abu Rati-
ma) may not have beenthefirst to call
for a non-violent march towards the
border between the Gaza Strip and Is-
rael. But he was promoting the idea
on his Facebook page as early as
2011. On 7 January 2018, a month
after President Trump announced that
he would relocate the US embassy to
Jerusalem, Abu Artema revived his
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The Great March of Return (pic) is one of several recent signs
that young Palestinians are seeking new modes of resistance.

proposal in another Facebook post.
He became one of the main organis-
ers and spokespersons for the Great
March of Return.

The campaign of demonstrations
raised two demands: 1) that Israel and
Egypt lift the decade-long siege on
the Gaza Strip; and 2) the right of
Pal estinian refugeesto return to their
homes. However, one supporter of the
protest arti culated amuch more mod-
est goal: ‘We only want to make our
voices heard. We want them to know
that there are human beings living
here, just like everywhere else, with
dreams, just like everywhere else.’?

No one could seriously have be-
lieved that 1.3 million refugees who
inhabit the Gaza Strip were about to
charge across the barrier Israel has
erected around the territory. But rais-
ing the right of return highlights the
origins of the Palestinian-lsraeli con-
flict, rather than merely its post-1967
consequences. Thismay partially ex-
plain Israel’s extraordinarily violent
response. From 30 March to 12 June,
the lsrael Defense Forces (IDF) killed
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at least 135 Palestiniansand
injured over 14,000, of
whom over 7,800 were hos-
pitalised.?

The Great March of
Return overlapped with one
of the most inflammatory
pieces of political theatre
the Trump administration
has produced. On 14 May,
Trump’s coterie of hardline
Zionist fundersand support-
ers epitomised by Sheldon
Adelson and anti-semitic
evangelical Protestant
preachers Robert Jeffress
and John Hagee, the head
of Christians United for Israel, cele-
brated theinauguration of theUSem-
bassy in Jerusalem. Wall Street was
represented at the event by former
Goldman Sachs Executive Vice Pres-
ident, US Treasury Secretary Steve
Mnuchin. The same day, Israeli forc-
es shot dead over 60 Palestiniansand
injured over 2,000 who required hos-
pitalisation, nearly half the Palestin-
ian fatalitiesand a quarter of the hos-
pitalisations from 30 March to 12
June.®

Global public opinion was
shocked and widely condemned Isra-
el’s use of live ammunition against
unarmed demonstrators. Several Arab
statesissued pro formaverbal denun-
ciations. But the only practical re-
sponse was Egypt opening its border
with the Gaza Strip for the month of
Ramadan, allowing alimited number
of Palestinians to exit.* Egypt and
Saudi Arabia reportedly pressured
Hamas,® which deployed itsextensive
resources and infrastructureto impose
its dominance over the Great March
of Return, to halt the demonstrations
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inexchangefor regular opening of the
Rafah crossing between the Gaza
Strip and Egypt.

The desire to advance the anti-
Iranian alliance with Israel largely
explains the muted response of Sau-
di Arabia, the UAE and Egypt.

The UAE made the initial steps
that eventually culminated in what is
just short of an open alliance, by con-
tacting Israel in the early 1990s to
secure lIsraeli agreement for a pro-
posed Emirati purchase of advanced
F-16 fighter jets from the US.® The
architect of those contacts and the
subsequent development of relations
with Israel was Mohammed bin
Zayed (dubbed MBZ), the crown
prince of Abu Dhabi, the political
heavy hitter among the seven state-
lets that comprise the UAE. The
crown prince of Saudi Arabia, Mo-
hammed bin Salman (known as
MBS), is MBZ's young protégé and
aly.

Although in 1979 Egypt became
the first Arab country to sign a peace
agreement with Isragl, it is no longer
aleading politico-diplomatic forcein
the region and has been outstripped
by the rising prominence of the Sau-
dis and Emiratis in Arab palitics. In
July 2013 General Abdel Fattah al-
Sisi led a military coup against
Egypt’'s elected president, Muslim
Brother Mohammed Morsi. Qatar and
Turkey had been supportingtheMorsi
regime. The Saudis and Emiratis
jumped at the opportunity to taketheir
place and affirmed their regional
dominance by bailing the Sisi regime
out with as much as $20 billion in
official development assistance and
foreign direct investment from 2013
to 2015 and pledges of an additional
$4 billion eachin aid and investments
(with Kuwait kicking in another $4
billion) at the March 2015 Egypt Eco-
nomic Development Conference in
Sharm al-Shaykh.

Consequently, Egypt had little
choice but to join the boycott of Qa-
tar proclaimed by the Saudis and
Emiratis in June 2017. Qatar’s of -
fence was having dared to use its
enormous wealth to pursue an inde-
pendent foreign policy, most impor-
tantly détente with Iran, with whom
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it shares the South Pars/North Dome
natural gas condensate field in the
Gulf, theworld’slargest. In response
to the boycott, Qatar re-established
full diplomatic relations with Iran.
Qatar has also supported non-Wah-
habi Islamist forces in the region:
Egypt’s Muslim Brotherhood, Tuni-
sia’'s Ennahda, Palestine’'sHamasand
the regime of Turkey’s President Re-
cep Tayyip Erdogan.

In contrast to the aggressive strat-
egy of Saudi Arabia, the UAE and
Israel, the administration of President
Barack Obama sought to avoid acon-
frontation with Iran by approving the
2015 nuclear agreement (JCPOA)
with Iran negotiated by the P5+1 (the
five permanent members of the UN
Security Council plus Germany).
Even the vociferous and undiplomat-
ically public objections of Israeli
Prime Minister Benjamin Netanyahu
did not deter Obama from seeking to
defusetensionswith Iran. But Obama
apparently felt the political price of
confronting Israel decisively over its
settlementsin the West Bank wastoo
high. So although Obama’s objective
wasthe opposite of that of Saudi Ara-
bia and the UAE, the Palestinians
nonethel ess came out the losers.

By confronting Obama on Iran,
Netanyahu enhanced his political
standing at home and with the Repub-
lican Party. He was therefore embo-
Idened to seek allianceswith Obama’'s
detractors, including Donald Trump.
Conseguently, Netanyahu’sAmerican
and Israeli supporters found them-
selves in the same camp as the Sau-
dis and Emiratis as they sought po-
tential American allies for their
project of realigning the Middle East
around an anti-lranian axis.

In August 2016 Erik Prince, the
former head of the private security
firm Blackwater and brother of US
Secretary of Education Betsy de Vos,
arranged a meeting between an en-
voy of Saudi’s MBS and the Emir-
ate’'s MBZ and Trump presidential
campaign officials,” including Donald
Trump Jr., and Joel Zamel, an Aus-
tralian-lsraeli social mediamanipula-
tion specialist with security and
counter-terrorism connections,® to
offer their support to the Trump cam-

THIRD WORLD RESURGENCE No 331/332

paign. The outcome of the meeting is
in dispute and under investigation by
specia counsel Robert Mueller. How-
ever that is resolved, the meeting of
the minds among MBZ, MBS,
freelancelsradli right-wingersand the
Trumpists acquired operational ca-
pacity with Trump’s election as pres-
ident. Trump honoured Saudi Arabia
with hisfirst overseastripin officein
May 2017. Thefollowing month King
Salman designated MBS as crown
prince of Saudi Arabia and declared
the boycott of Qatar.

Turkey came to Qatar’s aid,
which strained its relations with Sau-
di Arabia. At the sametime, Turkey’s
insistence that the US support itscam-
paign to eliminate the autonomous
Kurdish region of Rojavain northern
Syria has tested the 65-year-old US-
Turkish alliance. Saudi Arabia and
Turkey, once stable pillars of Ameri-
caninfluenceinthe Middle East, now
find themselves on opposite sides in
a battle for regional influence in
which US interests are not unequivo-
cally aligned with either party.

President Trump initially fol-
lowed the lead of the Saudis and
Emiratis in denouncing Qatar as a
‘funder of terrorism’. He may not
have known at the time that Qatar
hoststhe forward headquarters of the
USCentral Command at Al Udeid Air
Base. However, Trump walked back
his position in remarks welcoming
Qatar’s Emir Tamim bin Hamad Al-
Thani to the White House in April
2018.° Relations between Israel and
its Arab partners in the anti-Iranian
alignment are sometimes similarly
awkward.

Several secret meetings between
Israelis and Emiratis have been re-
ported.’°But Saudi Arabiaisreluctant
to openly acknowledge its alignment
with Israel. Israel, nonetheless, isre-
lentlessly seeking amore public rela
tionship with its Gulf Arab partners.
Before Saudi Arabia and Russia
kicked off in the opening game of
World Cup 2018, the Israeli Foreign
Ministry’s official Arabic Twitter ac-
count wished Saudi Arabia ‘best of
luck!" 1

The stars of the governments of
Israel, Saudi Arabia and the UAE,



white nationalist Trumpists, Ameri-
can Jewish and evangelical Protestant
ultra-Likudinks, and Democratic Par-
ty Israel-firsters like Senators Chuck
Schumer, Robert Menendez and Ben-
jamin Cardin appear to be aligning.
By withdrawing from the 2015 nucle-
ar agreement with Iran and moving
the US embassy to Jerusalem, Presi-
dent Trump, his chief Middle East
advisers — first son-in-law Jared
Kushner, Jason Greenblatt and Am-
bassador to Israel David Friedman,
and funder-in-chief Sheldon Adelson
— emboldened by uber-hawkish Na-
tional Security Advisor John Bolton,
have suggested they are willing to
follow the lead of Israel, Saudi Ara-
bia and the UAE in confronting Iran.

The leaked details of Kushner’s
proposed plan for an | sraeli-Palestin-
ian peace suggest that the Trump ad-
ministration, with the enthusiastic
support of Prime Minister Netanyahu
and his American acolytes, is seek-
ing to turn the West Bank into what
Netanyahu has dubbed ‘ state minus
—Bantustansin AreasA and B with a
nominal Palestinian capital in the
Jerusalem suburb of Abu Dis. The
Gaza Strip would be a separate enti-
ty: either left to rot or somehow at-
tached to Egypt, which wants no part
of it.

The normally compliant King
Abdullah 11 of Jordan has taken the
lead in articulating Arab opposition
to the Trump administration’s Jerus-
alem policy. After a round of meet-
ings with Netanyahu, Kushner,
Greenblatt and German Chancellor
Angela Merkel, he reiterated,
‘[ T]herewill not be peaceintheMid-
dle East without establishing a Pal-
estinian state with Jerusalem as its
capital.’*? For decades the Saudi,
Emirati, Egyptian and Jordanian re-
gimes have accorded low priority to
the Pal estinian cause. However, con-
secrating Israeli sovereignty over al
of Jerusalem isan issuethat concerns
some 1.5 billion Muslims. The Sau-
dis, whoseking claimsthetitleof * ser-
vant of the two shrines' (Mecca and
Medina), and King Abdullah 11, the
nominal custodian of the Haram al-
Sharif (the Noble Sanctuary) in Jerus-
alem, would severely imperil their

WORLD AFFAIRS

legitimacy if they acceded to it.

The combination of the Israeli
massacre of Palestinians in the Gaza
Strip and the inauguration of the US
embassy in Jerusalem linked the is-
sues of the Gaza Strip and Jerusalem.
Consequently, the drive to margina-
lise the rights of the Palestinian peo-
ple, which is anecessary step to con-
solidating an anti-Iranian regional
front, was at least temporarily ob-
structed. According to a2015 UN re-
port, the Gaza Strip may become* un-
livable' by 2020. This humanitarian
catastrophe will cast a shadow over
efforts to conclude what President
Trump has repeatedly called ‘the ul-
timate deal’. Moreover, the Great
March of Return is one of several re-
cent signsthat young Palestiniansare
seeking new modes of resistance.

Ahmed AbuArtemabelievesthat
unarmed popular mobilisation is the
only viable method of Palestinian re-
sistance and should continue. He
writes:. ‘ ...despite the response from
Israeli snipers, | continue to be com-
mitted to nonviolence, as are all of
the other people “coordinating” this
march. | use quotation marks because
when amovement becomesthislarge
— attracting what we estimate to be as
many as 200,000 people on Fridays—
it cannot be completely controlled.
We discouraged the burning of |srae-
li flags and the attachment of Molo-
tov cocktailsto kites. We want peace-
ful, equal coexistence to be our mes-
sage.

‘We have also tried to discourage
protesters from attempting to cross
into Israel. However, we can't stop
them.’ 23

As Rashid Khalidi recently
wrote, ‘ The Palestinians have not for-
gotten, they have not gone away.’
Aslong as this remains the case, the
guestion of Palestine remains on the
agenda and an obstacle to an open
alliance between I srael, Saudi Arabia,
the UAE and Egypt. 2

Joel Beinin is Donald J. McLachlan Profes-
sor of History and professor of Middle East
history at Stanford University in the US and
a contributing editor of Middle East Report,
which is published by the Middle East Re-
search and Information Project (MERIP).
The above article is reproduced from the
MERIP website (www.merip.org).
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Yemen’s descent into hell

For years now, says Rajan Menon, a relentless Saudi air campaign (quite literally

fuelled by the US military) has hit endless civilian targets, using American smart

bombs and missiles, without a peep of protest by Washington. Through what he
calls ‘the statistics of suffering’, he attempts to convey the unspeakable plight of the

Yemeni people.

Two boys inspect a house destroyed by a Saudi-led airstrike in Sana’a. By April 2018, the
Saudi-led coalition had conducted over 17,000 airstrikes across Yemen.

IT’ Sthewar from hell, the savage one
that Saudi Arabiaand the United Arab
Emirates, along with seven other Mid-
dle Eastern and North African states,
have been waging in Yemen since
March 2015, with fulsome support
from the Pentagon and American
weapons galore.

It'sgot everything. Dead children
inthedozens, anever-ending air cam-
paign that pays scant heed to civil-
ians, famine, cholera, you nameit. No
wonder it’sfacing mounting criticism
in the US Congress and from human
rights groups. Still, ever since Presi-
dent Donald Trump (like Barack
Obama before him) embraced the
Saudi-led coalition as the US' righ-
teousknight errant inthe Middle East,
the fight against impoverished Ye-
men'’s Houthi rebels — who have, in
turn, been typecast aslran’scat’s paw
—hasonly grown fiercer. Meanwhile,

the al-Qaeda affiliate there continues
to expand.

For years now, arelentless Saudi
air campaign (quite literally fuelled
by the US military) has hit endless
civilian targets, using American smart
bombs and missiles, without a peep
of protest or complaint from Wash-
ington. Only a highly publicised,
completely over-the-top slaughter re-
cently forced the Pentagon to finally
do alittle mild finger wagging. On 7
August, an airstrike hit a school bus
—with alaser-guided bomb made by
Lockheed Martin — in northern Ye-
men, killing 51 people, 40 of them
schoolchildren. Seventy-nine others
werewounded, including 56 children.
Soon after, a UN Security Council-
appointed group of experts issued a
report detailing numerous other egre-
gious attacks on Yemeni civilians,
including people attending weddings
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and funerals. Perhaps the
worst among them killed
137 people and wounded
695 others at a funera in
Sana’'a, Yemen's capital,
this April.

The attack on those
schoolchildren and the UN
report amplified a growing
global outcry against the
carnage in Yemen. In re-
sponse, on 28 August, US
Secretary of Defense James
Mattis let it be known that
the Trump administration’s
support for the Persian Gulf
potentates’ military cam-
paign should not be consid-
ered unreserved, that the
Saudis and their allies must
do ‘everything humanly
possible to avoid any inno-
cent loss of life'. Consider-
ing that they haven't come close to
meeting such astandard sincethewar
started nearly five years ago and that
the Trump administration clearly has
no intention of reducing its support
for the Saudis or their war, Mattis's
new yardstick amounted to a cruel
joke — at the expense of Yemeni ci-
vilians.

The statistics of suffering

Some appalling numbers docu-
ment the anguish Yemenis have en-
dured. Saudi and Emirati warplanes
officialy have killed — and it's con-
sidered a conservative estimate —
6,475 civilians and wounded more
than 10,000 others since 2015. Tar-
gets struck have included farms,
homes, marketplaces, hospitals,
schools and mosques, as well as an-
cient historic sites in Sana’'a. And
such incidents haven't been one-off



attacks. They have happened repeat-
edly.

By April 2018, the Saudi-led co-
alition had conducted 17,243 air-
strikes across Yemen, hitting 386
farms, 212 schools, 183 markets and
44 mosques. Such statistics make
laughable the repeated claims of the
Saudis and their allies that such ‘in-
cidents' should be chalked up to un-
derstandabl e errors and that they take
every reasonable precaution to pro-
tect innocents. Statistics compiled by
the independent Yemen Data Project
make it clear that the Gulf monarchs
don’'t lieawake at night lamenting the
deaths of Yemeni civilians.

Saudi Arabia and its partners
have accused the Houthis, the rebels
with whom they have been in such a
deadly struggle, of also attacking Ye-
meni civilians, a charge Human
Rights Watch has validated. Yet such
athey-do-it-too defence hardly excus-
estherelentless bombing of non-mil-
itary sitesby acoalition that has over-
whelming superiority in firepower.
Houthi crimes pale by comparison.

And when it comes to the de-
struction of civilian lives and liveli-
hoods, believe it or not, that may be
the least of it. Take the naval block-
ade of the country by Saudi Arabia
and the United Arab Emiratesthat cut
the number of ships docking in the
Houthi-controlled port of Hodeida
from 129 between January and Au-
gust 2014 to 21 in the same months
of 2017. The result: far lessfood and
medicine entered the country, creat-
ing adisaster for Yemenis.

That country, the Arab world’'s
poorest, haslong relied onimportsfor
astaggering 85% of itsfood, fuel and
medicine, so when prices soared, fam-
ine spread, while hunger and malnu-
trition skyrocketed. Nearly 18 million
Yemenisnow rely on emergency food
aid to survive: that's an unbelievable
80% of the population. According to
theWorld Bank, ‘8.4 million moreare
on the brink of famine’. In December
2017, following abarrage of bad pub-
licity, the Saudi-Emirati blockadewas
eased marginaly, but it had aready
set in motion a spiral of death.

The blockade al so contributed to
a cholera epidemic, which the short-
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Presentingouments for receiving food rations provided by alocal charity in Sana’a.

Nearly 18 million Yemenis, or 80% of the population, now rely on emergency food aid

to survive.

age of medicines only exacerbated.
According to a World Health Organ-
isation report, between April 2017
and July 2018, there were more than
1.1 million cholera cases there. At
least 2,310 people died from the dis-
ease, most of them children. It is be-
lieved to be the worst cholera out-
break since stati stics began to be com-
piled in 1949. At 800,000 cases be-
tween 2010 and 2017, Haiti held the
previous record, one that the Yeme-
nis surpassed within half ayear of the
first cases appearing. The prime con-
tributors to the epidemic: drinking
water contaminated by rotting gar-
bage (uncollected because of the
war), devastated sewage systems, and
water filtration plants that stopped
running due to lack of fuel — all the
result of the horrendous bombing
campaign.

Wartime economic blockades
starve and sicken civilians and sol-
diers alike and so amount to a war
crime. The Saudi-Emirati claim that
the blockade’s sole purpose is to
stanch theflow of Iranian armsto the
Houthis is nonsense, nor can it be
considered a legitimate act of self-
defence, even though it was institut-
ed after the Houthis fired ballistic
missiles at the airport in the Saudi
capital and theresidence of that coun-
try’smonarch. (Both were shot down
by Saudi air defences and were clear
responses to coalition airstrikes on
Houthi-held territory that killed 136
civilians.) By the standards of inter-
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national humanitarian law or simply
common sense, choking off Yemen's
imports was a disproportionate re-
sponse, and clairvoyance wasn't re-
quired to foresee the calamitous con-
sequences to follow.

True to form, President Trump's
UN ambassador, Nikki Haley, echoed
Saudi chargesthat the Houthi missiles
were Iranian-supplied Qiam-1s and
condemned that country’s interfer-
ence in Yemen. Given the scale of
destruction by aforeign coalition us-
ing armaments and technical assis-
tance provided by the United States
(and Britain), her comments, in less
grim circumstances, would have been
laughable.

Those American-supplied weap-
ons have included cluster munitions,
which pose a particular hazard to ci-
vilians because, when dropped from
a plane, their devastating bomblets
often disperse over enormous areas.
(Such bombs are banned under a2008
treaty signed by 120 countries that
neither Riyadh nor Washington has
joined.) In May 2016, the Obama
White House confirmed that it had
stopped sending such weapons to
Saudi Arabia, which then continued
to use Brazilian-made variants. How-
ever, other American arms have con-
tinued to flow to Saudi Arabia, while
its warplanes rely on US Air Force
tankersfor mid-air refuelling (88 mil-
lion pounds of fuel as of this January,
according to a Centra Command
spokeswoman), and the Saudi mili-
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ed by the US and Britain.

tary has received regular intelligence
information and targeting advicefrom
the Pentagon since the war began.
And with the advent of Donald
Trump, such military involvement has
only deepened: US Special Opera-
tions forces are now on the Saudi-
Yemen border, helping to find and
attack Houthi redoubts.

In June 2018, ignoring US oppo-
sition, the Saudi coalition heightened
the risk to Yemeni civilians yet more
by launching an offensive (‘ Golden
Victory’) to capture the port of Ho-
deida. (So much for the Pentagon’s
standard claim that supporting thewar
givesthe USinfluence over how it is
waged and so limits civilian casual-
ties.) Saudi and Emirati airpower and
warships supported Emirati and
Sudanese troops on the ground joined
by alied Yemeni militias. The ad-
vance, however, quickly stalledinthe
face of Houthi resistance, though only
after at least 50,000 families had fled
Hodeida and basic services for the
remaining 350,000 were disrupted,
creating fears of a new outbreak of
cholera.

The roots of war

Yemen's progression to its
present state of perdition began asthe
Arab Spring’sgales swept through the
Middle East in 2011, uprooting or

A iy W > -
part of a missile he says was dropped during a
Yemen. The Saudi-led coalition has depended on armaments and technical assistance provid-

shaking regimesfrom Tunisiato Syr-
ia. Street demonstrations grew against
Yemen's strongman, Ali Abdullah
Saleh, and only gathered strength as
he attempted to quell them. In re-
sponse, he alied ever more strongly
with Saudi Arabia and the United
States, alienating the Houthis, whose
main bastion, the governate of Saa-
da, abutsthe Saudi border. Adherents
of Zaydi Islam, the Houthis played a
pivotal role in creating a political
movement, Ansar Allah, in 1992 to
assert the interests of their communi-
ty against the country’s Sunni major-
ity. In an effort to undercut them, the
Saudis have long promoted radical
Sunni religious leaders in Yemen's
north, while intermittently raiding
Houthi territories.

As a Houthi rebellion began,
Saleh tried to make himself an even
more indispensable ally of Washing-
toninitspost-9/11 anti-terrorist cam-
paigns, notably against al-Qaeda in
the Arabian Peninsula (AQAP), a
growing local franchise of al-Qaeda.
For good measure, he joined the Sau-
dis in painting the Houthis as little
more than tools of an Iran that Wash-
ington and Riyadh both loathed.
When those powers nonethel ess came
to see the Yemeni autocrat as a polit-
ical liability, they helped oust himand
transfer power to his deputy, Abdu
Rabbu Mansour Hadi. Such moves
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failed to calm thewaters, as
the country started to disin-
tegrate and Saudi-US efforts
to consolidate the transition
from Saleh to Hadi unrav-
elled.

Meanwhile, regular
American drone strikes
against AQAP angered
many Yemenis. In their
eyes, not only did the at-
tacks violate Yemen's sov-
ereignty, they intermittently
killed civilians. Hadi’s
praise for the drone cam-
paign only discredited him
further. AQAP's power con-
tinued to grow, resentment
in southern Yemen rose, and
criminal gangsand warlords
began to operate with impu-
nity initscities, highlighting the Hadi
government’s ineffectuality. Neolib-
eral economic reforms only further
enriched aclutch of families that had
long controlled much of Yemen's
wealth, while the economic plight of
most Yemenis worsened radically.
The unemployment rate was nearly
14% in 2017 (and exceeded 25% for
young people), whilethe poverty rate
rose precipitously, as did inflation.

It wasaformulafor disaster, and
when Hadi proposed a plan to create
a federal system for Yemen, the
Houthiswereinfuriated. New bound-
arieswould, among other things, have
cut their homeland off from the Red
Seacoast. So they gave up on hisgov-
ernment and girded for battle. Soon,
their forces were advancing south-
ward. In September 2014, they cap-
tured the capital, Sana a, and pro-
claimed a new national government.
The following March, they occupied
Aden in southern Yemen and Hadi,
whose government had moved there,
promptly fled across the border to
Riyadh. The first Saudi airstrikes
against Sana’a were launched in
March 2015 and Yemen's descent to
hell began.

The American role

The commonplace rendition of
the war in Yemen pits a US-backed
Saudi coalition against the Houthis,



cast as agents of Iran and evidence of
its increasing influence in the Mid-
dle East. Combatting terrorism and
countering Iran became the basis for
Washington’s support of the Saudi-
led war. Predictably, as this cartoon-
ish portrayal of a complicated civil
war gained ground in the mainstream
American mediaand among Beltway
pundits (as well, of course, asin the
Pentagon and White House), incon-
venient facts were shunted aside.

Still, all these years and all those
dead later, it's worth considering
some of those facts. There are, for
instance, significant differences be-
tween the Houthis' Zaydi variant of
Shia Islam and the Twelver Shiism
dominant in Iran —and some similar-
ities between Zaydis and Sunnis —
which makes the ubiquitous claims
about an Iran-Houthi faith-based pact
shaky. Moreover, Iran did not jump
into the fray during the violent 2004-
10 clashes between Saleh and the
Houthis and did not have longstand-
ing ties to them either. In addition,
contrary to the prevailing view in
Washington, Iran is unlikely to be
their main source of weaponry and
support. Sheer distance and the Sau-
di coalition’s naval blockade have
made it next to impossible for Iran to
supply armsto the Houthisin thevol-
umealleged. Besides, having pillaged
various military bases during their
march towards Aden, the Houthis do
not lack for weaponry. Iran’s influ-
ence in Yemen has undoubtedly in-
creased since 2015, but reducing the
intricacies of that country’s internal
crisis to Iranian meddling and a Te-
hran-led Shiite bloc expanding from
Syria to the Arabian Peninsula
amounts to, at best, a massive over-
simplification.

The obsession of Trump and his
key advisers with Iran (aremarkable
number of them are Iranophobes) and
The Donald's obsession with plug-
ging American arms makers and
hawking their wareshelp explain their
embrace of the House of Saud and
continuing support for its never-end-
ing assault on Yemen. (Jared Kush-
ner’s bromance with Saudi Crown
Prince Mohammad bin Salman un-
doubtedly played a part as well.)
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None of that, however, explains the
full-scale American backing for the
Saudi-led intervention there in the
Obama years. Even as his adminis-
tration denounced Bashar a-Assad’s
slaughter of Syrian civilians, his offi-
cias seemed unmoved by the suffer-
ing war wasinflicting on Yemenis. In
fact, the Obama administration of-
fered $115 billion worth of weapon-
ry to Riyadh, including a $1.15 bil-
lion package finalised in August
2016, when the scale of Yemen's ca-
tastrophewasalready all too obvious.

In recent years, opposition to the
war in the US Congress has been on
therise, with Senator Bernie Sanders
and Representative Ro Khanna play-
ing prominent roles in mobilising it.
But such congressional criticshad no
effect on Obama swar policy and are
unlikely to sway Trump’s. They face
formidable barriers. The mainstream
narrative on the war remains power-
ful, while the Gulf monarchies con-
tinue to buy vast quantities of Ameri-
can weaponry. And don’t forget the
impressive, money-is-no-object Sau-
di-Emirati lobbying operation in
Washington.

That, then, is the context for the
Pentagon’s gentle warning about the
limits of US support for the bombing
campaign in Yemen and Secretary of
State Mike Pompeo’s subsequent cer-
tification, as required by Congress,
that the Saudisand Emiratiswere tak-
ing perfectly credible action to lower
civilian casualties—without which the
US miilitary could not continue refu-
elling their planes. (Mattis ‘ endorsed
and fully supported’ Pompeo’s state-
ment.)

As the fifth anniversary of this
appalling war approaches, American-
made arms and logistical aid remain
essential to it. Consider President
Trump’smuch-ballyhooed arms sales
to the Saudis, even if they don't total
$100 billion (as he claimed): Why
then would the Saudi and Emirati
monarchsworry that the White House
might actually do something like cut-
ting off those lucrative sales or ter-
minating the back-end support for
their bombing campaign?

One thing is obvious: US policy
in Yemen won't achieve its declared
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goals of defeating terrorism and roll-
ing back Iran. After all, its drone
strikes began there in 2002 under
George W Bush. Under Obama, asin
Pakistan and in Afghanistan, drones
became Washington's anti-terrorist
weapon of choice. There were 154
drone strikes in Yemen during the
Obama years, according to the most
reliable high-end estimates, and civil-
ian casualties ranged between 83 and
101. Under Trump they soared quick-
ly, from 21 in 2016 to 131 in 2017.
Thereliance on drone attacks has
bolstered al-Qaeda snarrative that the
American war on terror amountsto a
war on Muslims, whose lives are
deemed expendable. And so many
yearslater, inthe chaosof Yemen, the
group’spower and reachisonly grow-
ing. The US-backed, Saudi-led inter-
ventionisalso likely to prove not just
self-defeating but self-prophetic. It
seems to be cementing an alliance
between Iran and the Houthis who,
though they have been pushed out of
Aden, still control abig chunk of Ye-
men. Meanwhile, inamovethat could
make the war even deadlier, the Emi-
ratis appear to be striking out on their
own, supporting secession in south-
ern Yemen. There’'s not much to show
on the anti-terrorism front either. In-
deed, the Saudi coalition’s airstrikes
and US drone attacks may be mov-
ing Yemenis, enraged by the destruc-
tion of their homes and livelihoods
and the deaths of loved ones, towards
AQAP. In short, awar on terror has
turned into awar of and for terror.
In Yemen, the United States
backsagrim military intervention for
which — unless you are a weapons
company —itishardto find any justi-
fication, practical or moral. Unfortu-
nately, it is even harder to imagine
President Trump or the Pentagon
reaching such a conclusion and
changing course. L 2
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Senior Research Fellow at Columbia Univer-
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The above article is reproduced from
TomDispatch.com.



WORLD AFFAIRS

1953 Iran coup: A crime
authored in London
and Washington

August of this year marked the 65th anniversary of the infamous coup staged
by Britain and the US through their intelligence agencies to topple the
democratically elected nationalist regime of Prime Minister Mossadegh of Iran
when he moved to nationalise and seize control of his country’s oil reserves from
the British-owned Anglo-Iranian Oil Company.

John Wight

AUGUST marked 65 years since the
Western-orchestrated coupin ran. 19
August 1953 is the day that Iranians
were taught a hard lesson in the rules
of the game when it comes to empire
and hegemony.

For on this day, the country’s
democraticaly elected prime minis-
ter, Mohammad Mossadegh, was
overthrown at the hands of Washing-
ton and London. It was, by any mea-
sure, an act of international banditry
that continues to cry out for just re-
dress.

Operation Ajax was planned, or-
ganised and unleashed by the CIA in
conjunction with M16 in response to
the decision that was taken by Mos-
sadegh — acting with the support of
the Iranian Parliament (Majlis) — to
nationalise Iran’s oil and husband the
resulting revenuefor the benefit of the
Iranian people.

Up to that point, the lion's share
of the revenue garnered from the ex-
ploitation of lranian oil had been
sucked out of the country by the An-
glo-Iranian Oil Company (AIOC) —
the British state-owned oil company
established in 1908 with this objec-
tivein mind and the forerunner of to-
day’s global oil conglomerate BP.

London’s colonial assertion of
control over Iran’s natural resource
was undertaken at the point when its
Royal Navy was moving from coal-
to oil-powered engines. In the inter-

planned, organised and unleashed by the CIA in conjunction with MI6.

ests of an empirethat covered aquar-
ter of the world at that time, the glo-
bal reach of the Roya Navy wasin-
dispensable. Thus, the domination
and exploitation of Iran’s il assumed,
for London, apriority of critical stra-
tegic importance.

None other than Britain’s future
prime minister, Winston Churchill,
proclaimed theimportance of Persian
(franian) oil with customary bombast:
‘Fortune brought us a prize from
fairyland beyond our wildest dreams.
Mastery itself was the prize of the
venture.” Such an open celebration of
the opportunity for national enrich-
ment at another country’s expenseis
so unabashed it would make a low-
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rent mafia hood blush.

Over the years of Britain’s con-
trol of Iranian oil, Tehran received a
derisory percentage. It wasaone-sid-
ed arrangement of such unabashed
colonial arrogance it could only suc-
ceed in triggering a rise in national
consciousness. And it was on the back
of thisrise in national consciousness
that Mohammad M ossadegh was ap-
pointed Iran’s prime minister in 1951
by areluctant shah, upon being nom-
inated for the post by the Mglis by
an overwhelming mgjority.

The young shah, Mohammad
Reza, whose father had been forced
off the throne in 1941 by the British
and the Soviets due to his pro-Ger-



man sympathies in World
War I, sat on the throne as
a constitutional monarch
during this period. Mos-
sadegh and the nationalist
current he represented was
anathemato the shah’'s am-
bitions for persona power.
They were ambitions that
were encouraged by the
British with the protection
of their ail interestsin mind,
resulting in rising tensions
as the country approached
acrossroadsin its history.
Upon coming to pow-
er, Mossadegh carried
through his plan of nation-
alising and seizing control
of Iran’s ail reserves from
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the British, while confiscat-
ing the assets of the AIOC.

Mossadegh justified his
actions thus: ‘Our long years of ne-
gotiations with foreign countries
[over ajust distribution of oil reve-
nues| haveyielded noresults ... With
the oil revenues, we could meet our
entire budget and combat poverty,
disease, and backwardness among our
people.’

He went on: * Another important
consideration is that by the elimina-
tion of the power of the British com-
pany, wewould also eliminate corrup-
tion and intrigue, by means of which
theinterna affairsof our country have
been influenced. Once this tutelage
has ceased, Iran will have achieved
its economic and political indepen-
dence.’

Brtish.

The making of a coup

The British responded by mak-
ing it impossible for Iran to sell its
newly nationalised crude ontheworld
market. However, for acolonia pow-
er whose empire had gone into steep
decline, thiswasn’t enough to satisfy
its desire for retribution. Lacking the
requisite strength and ability to settle
accounts on its own, it was then that
London turned to Washington, which
had been established as the first
among equals of Western imperial
powers, for assistance.

Thereasoning employed by Lon-

Deposed Prime Minister Mohammad Mossadegh
tionalised and seized control of Iran’s oil reserves from the

(p

don to draw the Americans into their
feud with Mossadegh was that Iran
was in danger of turning communist,
citing the growing popularity and in-
fluence of the country’s Tudeh (Com-
munist) Party as evidence. With
Washington in the throes of anti-So-
viet and anti-communist fever, it suc-
ceeded and the plan to topple Mos-
sadegh — Operation Ajax — was put
in motion with the CIA assuming the
lead role.

Key to its success was the brib-
ing of senior army and police offic-
ers, along with journalists, religious
clerics and members of the Iranian
parliament, who were tasked with
whipping up anti-Mossadegh senti-
ment. A smear campaign, designed to
inflame the religiosity of alarge sec-
tion of the Iranian population, ac-
cused M ossadegh of being acommu-
nist.

According to declassified CIA
documents, when it began on 15 Au-
gust, the coup appeared to havefailed.
Mossadegh’s security forces made
dozensof arrestsand forced the shah,
who was a so in on the conspiracy, to
flee the country.

However, utilising the momen-
tum of massdemonstrationsthat were
organised with money provided by the
CIA, on 19 August, Mossadegh was
arrested along with thousands of his
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ic) had na-

supporters. Thereafter, the
shah returned from exile to
become Washington’'s
placeman, ruling the coun-
try with extreme brutality
and corruption, until thelra-
nian Revolution removed
him and his clique from
power in 1979.

The context to thishis-
tory is, of course, Washing-
ton’sunremitting demonisa-
tion of Iran today. Thefalse
depiction of the country as
a sponsor of terrorism and
a threat to the region has
been used to justify the
Trump administration’suni-
lateral withdrawal from the
Iran nuclear deal, the tight-
ening of sanctions and the
looming threat of war.

Thefact that the precise
opposite is the case — that Iran has
been indispensable in combating
Western-backed terrorism in the re-
gion and stands as a pillar of resis-
tance to the sectarian regional ambi-
tionsof key US strategic dlies, I srael
and Saudi Arabia— has been wilfully
abstracted in favour of this Alice-in-
Wonderland narrative.

The CIA- and MI6-orchestrated
coup to topple Mossadegh reminds us
that no region has endured more at
the hands of US hegemony than the
Middle East. It cements, as well,
Mossadegh’splacein history asaman
with the courage to defy the West.

It is a proud legacy of defiance
that lives on in the refusal of the Ira-
nian peopleto submit to Washington's
writ in our time. While that will be
rightly celebrated in Tehran on the
65th anniversary of the CIA-led coup,
the eve of the occasion was marked
in Washington by the creation of aso-
caled IranAction Group, tasked with
coordinating its policy towards Iran
and with ‘changing its regime’s be-
haviour’. L 4

John Wight has written for a variety of news-
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When the world laughed at
Donald Trump

When Trump addressed the UN General Assembly earlier this year, his pompous
claims in the opening passages of his speech about his achievements drew some
laughter. But as he proceeded to the heart of his speech, it was clear there was
nothing to laugh about.

Vijay Prashad

WHEN US President Donald Trump
began his speech at the UN General
Assembly, laughter erupted from the
hall. ‘In less than two years,” Trump
said, ‘my administration has accom-
plished more than almost any admin-
istration in the entire history of our
country.” There was a pause. Then,
Trump continued, ‘America’s — so
true’ — but he was interrupted by
laughter. Not laughter at a joke that
Trump had cracked. Nothing likethat.
The laughter was directed at him.
‘Didn’t expect that reaction,” Trump
said, ‘but that'sOK.” Therewasmore
laughter, even raucous laughter.

The delegates from the 192 oth-
er member states sitting in the hall of
the General Assembly found Trump’s
brashness funny. Two delegates from
two different countriesinAsiatold me
that thereis something about Trump’s
braggadocio that amuses many of
them. ‘It is alittle bit like the super-
size culture’ of the United States, one
delegate said — everything is bigger,
the buildings, the fast food, the cups
of coffee. The other delegate laughed
when | asked about the laughter —
there was an infectious feeling in the
hall. It was like being in a comedy
club. Even before the comic getsinto
the heart of the jokes, the joy of be-
ing there, the excitement of the com-
ing joke, provokes premature laugh-
ter. That was what happened when
Trump spoke.

The birth of a fractured
world order

Laughter should have followed

US President Donald Trump addressing the UN General Assembly in September in a

speech that was initially interrupted by laughter from delegates.

the rest of his speech, but it did not.
Many of the delegatesfound it adan-
gerous speech, a belligerent speech
with US guns focused on Iran and
Venezuela. All thetalk about econom-
ic nationalism and sovereignty did not
make sense, said adel egatefromAsia.
If the US were truly turning inward,
the delegate said, then it should not
threaten countries with military and
economic war. What those threats do
iscreatefurther instability and distrust
and lead this fragile world order into
uncharted territory.

Unlike in 2003, the US is no
longer the most powerful country in
the world — even though it has the
deadliest military. Talk of multilater-
alism from the UN Secretary-Gener-
al downwards flooded the chamber
not on idealistic terms but because
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there is a firm sense that other pow-
ers have now staked their placeinthe
world order.
Thepeacearrangementin Korea,
despite Trump trying to take credit for
it, is a sign of the consolidation of
Chinaand Russia'sjoint project inthe
Pecific rim of Asia. Littlewassaidin
the Western press about the Eastern
Economic Forum —held in Vladivos-
tok, Russia, in September — where
China, Russia, the Koreas and Japan
came to an understanding about the
way forward on the Korean peninsu-
la. The United States and Europe had
no role in that crucial meeting. Nor
in the last meeting held between
North Korea’'s Kim Jong-un and
South Korea's Moon Jae-in. Similar-
ly, the deal between Russia and Tur-
key to suspend full-scale conflict in



Idlib, Syria, came from a discussion
that included Syria and Iran but ex-
cluded the United States and the Eu-
ropeans. These moves—alongsidethe
Chinese economic projects across
Asia — suggest that a new, fractured
world order is under construction.
The United Stateshaslittlerolein this
emerging universe.

Sanctions and bombs

A few daysbefore he cameto the
UN General Assembly, Trump sat
with the Colombian President Ivén
Duque and with White House Chief
of Staff John Kelly. Fortunately, the
Venezuelan journalist Lohena
Reverdn taped the quite ugly remarks.
Trump began to talk about the drone
attack on Venezuela s President Nico-
las Maduro. Trump and Kelly joked
about how when the drone appeared,
the military parade scattered. ‘ That's
not good,” Trump said, suggesting that
the Venezuelan military has limited
morale. Because of this, Trump said,
the Venezuelan government ‘ frankly
could be toppled very quickly by the
military, if the military decidesto do
that'.

On 26 September, Trump repeat-
ed these comments, saying, ‘Every
option is on the table with respect to
Venezuela’ The term ‘every option’
refersdirectly to military intervention.

The attack onthe military parade
in Venezuela on 5 August was mir-
rored in the attack on the military pa-
rade in Iran on 22 September. Nei-
ther attack had major repercussions.

At the UN General Assembly,
Trump criticised the Iranian govern-
ment as he had attacked the Venezu-
elan government earlier. He accused
Iran of an ‘agenda of aggression and
expansion’ and announced new sanc-
tions against Iran to go into effect on
5 November. Iran’s government has
been open to wide-ranging discussion
with the United States, aslong asthe
US respects the nuclear treaty that
went into effect in 2015. It isthe Unit-
ed Statesthat had withdrawn from the
treaty, and it is Trump’steam that has
been speaking aggressively about
Iran.

The United States offered no
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words of solidarity with the people of
Venezuelaor Iran or even the militar-
ies of these two countries, which had
been attacked over the course of the
past two months. He had already
mocked the Venezuelan military. He
remained silent about the 30 people
killed at the Iranian parade. Human
sentiment is not within Trump’s
range. His were words of iron.
There was no hope in Trump's
speech. It was vintage ugliness —
threats against this and that power,
disregard for the process of diploma-

cy.
US isolation

Alliesaregoingto behardtofind
for the Trump administration. In his
speech, helisted India, Israel, Poland
and Saudi Arabia. None of these
countries would be willing to direct-
ly joininaUSadventure against Ven-
ezuela or even against Iran. Trump’s
war —if there isto be awar —would
pit UStroops against these two coun-
tries, with no support from the mem-
ber states of the United Nations.

European powers met ontheside
of the UN to affirm their support for
thelran nuclear deal. They havetried
— unsuccessfully — to create a legal
shield to protect European firmsfrom
US pendltiesif they continueto trade
with Iran. Chinais nonplussed. It has
openly broken US sanctions and will
continueto do so. Chinaand the Unit-
ed Arab Emirates are Iran’s largest
trading partners, with the European
Union at No. 3 (Italy is the largest
trade partner for Iran within the Eu-
ropean Union). Closeto 700,000 bar-
rels of Iranian oil go to China each
day. Chinese businesses have major
stakes in Iran’s economy. Chinese
cranes hover across Tehran’sskyline,
indicating the role of Chinain Iran’s
economy. Neither the Europeans nor
the Chinese would allow the US to
escalate military action against Iran.
It issimply not in their interest.

Nor do the Latin American states
want the US to invade Venezuela.
After Trump made hiscomments, the
Secretary-General of the Organisation
of American States, Luis Almagro,
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said that ‘with respect to a military
intervention’ he felt that no ‘option
should be ruled out’. But these com-
ments did not go down well in the
LimaGroup, a 14-member state bloc
formed in 2017 with the United States
at its core to pressure the government
of Venezuela. The Lima Group’s
statement said it wanted a ‘ peaceful
and negotiated’ settlement, not amil-
itary intervention. Colombia did not
sign the statement, but said it agreed
with its sentiment. Such an interven-
tion would be very unpopular in Lat-
inAmerica. It would beimpossibleif
the left winsthe election in Brazil on
7 October.

The smell of sulphur

At the 2006 opening of the UN
Genera Assembly, Venezuela's then
President Hugo Chavez took to the
podium the day after US President
George W Bush had been there. The
United States' illegal war on Iraq re-
mained a sensitive issue, and the US
was pushing for war against Iran and
Syria. Chévez opened his statement
with characteristic brio: ‘ The devil
came here yesterday, and it smells of
sulphur still today.” The delegates
laughed. This was funny.

Trump does not fit into the suit
of the devil. There is nothing devil-
ish about him. His is the costume of
the buffoon; heistheleader of acoun-
try whose influence in the world has
declined dramatically. It is expected
that Trump would threaten everyone.
It iseven aconcern that Trump — be-
ing in charge of such avast and pow-
erful military —might bomb someone.
But it isthought that the United States
is no longer able to move an agenda
in the way that it did in 2003. L 2
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2016), among other books. This article was
produced by Globetrotter (https://
independentmediainstitute.org/globetrotter),
a project of the Independent Media Institute.
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Another lost generation in Gaza

An entire new generation of Gazans have grown up knowing only the 70-year-
old open-air prison/refugee camp in which they are confined. The more than
two million Palestinians who live there, collectively punished for decades, exist
constantly on the edge of mental, physical and economic crisis. Mohammed

FOR nine-year-old Anas, standing at
the wall in Rafah which separates
Egypt from Gaza, there is no attain-
able world beyond. That world exists
only in his dreams. He can go to
school and come back home to play
— but always in the shadow of this
blockade, called the wall. There he
can play football, as if it is his per-
sonal World Cup.

Anasisnot alone in dreaming of
aworld beyond. An entire new gen-
eration of Gazans has grown up
knowing only the 70-year-old open-
air prison/refugee camp in which they
are confined. The more than two mil-
lion Palestinians who live there, col-
lectively punished for decades, exist
constantly on the edge of mental,
physical and economic crisis, as the
international children’s organisation
Save the Children has warned.

‘A whole generation of children
in Gaza is balancing on a knife edge
where one more shock could have
devastating life-long consequences,’
Dr Marcia Brophy, a senior mental
health adviser for Save the Children
intheMiddle East, said in astatement.

Anas said he wakes up in fear
every night aslsraeli dronespatrol the
sky above. Like his parents and sib-
lings, he never knows when the
droneswill fire missiles again to dis-
rupt the life of Gaza's captive civil-
ians. Histeacher worriesthat hisfear-
induced stress results in Anas suffer-
ing alack of concentration and focus
in school.

‘Inside the classroom, he is in
another world, but that is not uncom-
mon —the majority of my school chil-
dren show similar symptoms,” said
Umm Abdullah, Anas's teacher in
Gaza.

Save the Children surveyed 150
young adol escents, with amedian age
of 14, and 150 caregiversin Gaza. It

Omer highlights their plight.

A

A whole generation of children in Gaza is balancing on a knife edge...’

found that 95% of the children it in-
terviewed displayed symptoms such
asfeelingsof depression, hyperactiv-
ity, a preference for being alone, and
aggression.

Many children in Gaza grew up
experiencing three Israeli offensives,
in 2008 to 2009, 2012 and 2014. Not
surprisingly, these military conflicts
leave deep wounds in most families,
with relatives, neighboursand friends
maimed, injured or killed, accompa-
nied by massive destructionto Gaza's
infrastructure, including schools and
hospitals. Anas’'s school was hit in
2014.

The Save the Children survey
found that 68% of Gaza's children
suffer from varying degrees of insom-
nia, with 78% saying the single big-
gest source of fear isthe sound of Is-
raeli warplanes. Every time Anas
hears a drone overhead, his instinct
isto hide. Even then, though, he says,
‘When | go under the bed, | can still
hear it, and | am more afraid in the
darkness.’

Anas is less fearful during the
day, when he makeshisway to school.
There he is more used to the menac-
ing presence of the drones buzzing
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overhead.

But daylight does not always
bring relief. As 15-year-old Samar,
interviewed in the Save the Children
survey, said, ‘1 have many horrible
nightmares, and a constant fear of
being targeted by a bomb, or being
shelled, injured or killed. Sometimes
during the day, | remember those
nightmares.’

The children surveyed also
showed signs of resilience, however,
with 80% saying they could at least
express their fears to families and
friends, and 90% saying they felt sup-
ported by their parents. * Much of chil-
dren’s security was related to a sense
of stability that their families were
able to offer, with more than 80% of
the 150 children interviewed saying
they did not feel safebeing away from
their parents,” said Brophy.

In times of war, however, teach-
er Umm Abdullah admitsthat ‘| have
difficulty finding peacewithin myself,
because | am surrounded by war, and
| can’t hide the constant fear and an-
ticipation of the next attack.’

The 12-year blockade has severe-
ly diminished the quality of life in
Gaza, where youth unemployment



now stands at 60% and poverty lev-
els are up from 30% to the current
53%. The Gazan economy continues
to collapse. According to Abu Sala-
man Al Mughani, mukhtar of Gaza,
‘The majority of Gaza merchants are
in jail in Gaza, because they cannot
pay their debts under blockade con-
ditions.’

According to a recent World
Bank statement, ‘ The current market
in Gazais not able to offer jobs and
incomes, leaving a large population
in despair, particularly the youth.
Gaza's exports are a fraction of their
pre-blockade level, and the manufac-
turing sector has shrunk by as much
as 60% over the last 20 years. The
economy cannot survive without be-
ing connected to the outside world.
Minor changes to the restrictive sys-
tem currently in place will not be suf-
ficient. Proposed projectsto increase
the supply of water and el ectricity are
extremely welcome, but unless there
is an opportunity to boost incomes
through expanding trade, the sustain-
ability of theseinvestmentswill bein
doubt.’

In June, the United States vetoed
aKuwait-drafted UN Security Coun-
cil resolution calling for the protec-
tion of Palestinian civilians. Mean-
while, Israeli troopskilled at least 132
Palestinians, including 14 children,
and wounded more than 13,000 dur-
ing the Great March of Return, the
weeks-long peaceful protestsnear the
fence separating Gaza from Israel.

Savethe Children’sresearch took
place prior to the Great March.

While no one knows what the
future holds in store for these chil-
dren, the report found that ‘the last
10yearshave seenfamiliesfaceahost
of difficulties and uncertainties in
Gaza. The Israeli blockade, as well
as three conflicts, has put enormous
strain on the economy and key ser-
vices!

The tragic result is that, like
health care, basic human rights have
become a rarity, and a luxury, in
blockaded Gaza. 4

Award-winning journalist Mohammed Omer
reports regularly on the Gaza Strip. Follow
him on Twitter: @MoGaza. The above arti-
cle is reproduced from the Washington Re-
port on Middle East Affairs (August/Septem-
ber 2018).
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Intellectual Property in Free Trade Agreements
By Sanya Reid Smith

Developing countries are signing free trade
agreements (FTAs) with developed countries.
These FTAs often include intellectual property
protection that is stronger than the World Trade
Organisation requires (known as ‘TRIPS-plus’
protection). Thisbook highlightsthelikely effects
on developing countries of agreeing to these
TRIPS-plus provisions, particularly those in US
FTAs.

In the area of health, it explains the
provisionsthat can increase the price of medicines,
summarises some of the recent quantitative studies
that show that medicine prices will increase due
to these provisions and notes the concern about
this issue by bodies including United Nations
agencies. It al'so draws attention to fearsthat these
provisions can maketobacco control moredifficult.

In agriculture, the book clarifies the way in which these provisions can
increase the price of inputsfor farmers (without raising their yields or productivity)
and reduce the ability to protect biodiversity from biopiracy.

For the manufacturing sector, the book notes examples of successful
industrialisation in the absence of intellectual property protection and explains
theway inwhich these provisions can prevent devel opingy countriesfrom moving
up the value chain.

The book aso draws together evidence that stronger intellectual property
protection can harm innovation, decrease access to information and environmental
technology and does not lead to increased foreign direct investment.
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WOMEN

The plight of women and
young people in the
Rohingya refugee crisis

25 August 2018 marked one year since violence erupted in Myanmar’s Rakhine
State, triggering the massive Rohingya exodus to neighbouring Bangladesh. As the
crisis continues with no immediate end in sight, it is crucial to expand and sustain
health and life skills services for Rohingya women, girls and youth to locate

opportunities amid challenges.

Asa Torkelsson

A YEAR ago, renewed violence in
Myanmar’s Rakhine State ripped 14-
year-old * Fathema sfamily apart. Her
father and brothers were killed, her
widowed mother became the head of
ahousehold on the run, escaping with
Fathema and her other daughters to
the crowded Rohingyarefugee camps
in neighbouring Cox’s Bazar, Bang-
ladesh.

Given the atrocities experienced
by so many thousands of Rohingya
women and girls, the immediate hu-
manitarian response focused on pro-
viding urgent medical attention and
health supplies, along with psycho-
social counselling for traumatised
survivors, including those who be-
came pregnant through rape.

Much of this help came through
Women Friendly Spaces in Cox’s
Bazar —the* shanti khana’ or * homes
of peace’ — which have long provid-
ed a safe space for women and girls
to avail of essential services, or sim-
ply to bond with others, as they seek
to heal. The help and information pro-
vided there have also inspired many
Rohingyawomen to become commu-
nity volunteers themselves.

Forty-year-old Zarina* recalls,
‘In Myanmar, | didn’t know child
marriage was bad. Here, through the
caseworkers at the Women Friendly
Space, I’ ve learnt about it and other
issues like domestic violence. My
eyesare now open, my brainiswork-
ing. | realisethat child marriageisbad
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camp in Cox’s Bazar, Bangladesh.

for health, it robs a girl of her youth
and her life. | want to end child mar-
riage.’

Zarinaand other community vol-
unteers are also seeking to improve a
key health indicator. Currently, only
about onein five pregnant women in
the refugee camps will givebirthina
proper health facility, despite the
availability of dozens of trained mid-
wives and other personnel. Some-
timesthey are prevented by their hus-
bands—or, in the case of women who
have been raped, they fear stigmaand
discrimination from the wider com-
munity.

‘Giving birthislike awar, it can
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A gr(—)up discussion taking place at a Women Friendly Space in a Rohingya refugee

be so challenging,” said 35-year-old
Nasreen*, another community volun-
teer. ‘Every month | help four to five
women to the facility here for deliv-
eries. If girlsor women don’'t willing-
ly want to go to the delivery services,
| convince them to access health
pointsand ensure safer pregnancy and
childbirth.’

Back in Myanmar, Fathema
would probably have been married by
now and, at 14, may already have be-
comeamother. But, just asZarinaand
other women were provided with key
information about lifeand love, anew
youth-focused initiative at these
Women Friendly Spacesistransform-

UNFPA/Melissa Lukdeke
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Midwives tend to awoman in labour. Currently only about one in five pregnant wom-
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en in the Rohingya refugee camps will give birth in a proper health facility.

ing them into learning centresfor Fa-
thema, her sisters and other young
persons, teaching them about the
spectrum of gender equality and
rightsthrough the prism of sexual and
reproductive health and well-being.
The module — adapted from the
global Gender Equity Movement in
Schools (GEMS) prototype — under-
scores how crucia it isto impart life
skills education as early as possible,
to better equip young personsto nav-

igate the often difficult choices faced
during the transition from childhood
to adolescence to adulthood, includ-
ing issues such as gender equality,
pubertal changes and hygiene, rela-
tionships and conflict management.
For young girlsin particular, long
constrained by the complexities of
patriarchy and sexism, the sessions
can be liberating, showing them how
they should be in charge of making
decisions about their own lives —in-
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Rohingya girl carrying a child at a refugee camp in Cox’s Baz

ar. The special needs

of women, girls and young persons in the Rohingya refugee crisis include safer preg-
nancy and childbirth, prevention of gender-based violence, and education and life

skills for children and youth.
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8 cluding if and when to marry and to

2 whom, whether to have children and

2 how many, and how to better address

%‘ and protect themselves from gender-

2 based violence and child marriage.

> These concepts can be over-
whelming for any young person, and
all themore sofor thoseraised in par-
ticularly conservative environments.
But by bringing such issues to the
forefront in agentle, non-threatening
way, multiple points of view can be
discussed and debated openly and
safely.

Fathema learnt so much from the
sessions at the Women Friendly
Space, she's become avolunteer her-
self. ‘Thefirst people| talk to are my
parents,’ shesaid. ‘Andthen| talk to
other young peopleinmy area. | knew
nothing about the changes that hap-
pentogirls. Now | know how to cope,
and | can help other girlsaswell.’

Putting all these lessons into
practice will not be easy for Fathema
and her peers, just as it hasn’'t been
for Zarinaand older refugee women,
but introducing them to theseideasis
an important first step towards mov-
ing from disempowerment to empow-
erment, even in this challenging con-
text.

Ashumanitarian actors strategise
along-term response to this protract-
ed crisis, there must be a strong em-
phasison theinteractions between the
obvious pillars of aid — food, water,
health, sanitation, shelter and protec-
tion —and the special needs of wom-
en, girls and young persons, includ-
ing safer pregnancy and childbirth;
the prevention of, and response to,
gender-based violence; and education
and life skills for children and youth
who will, in al probability, become
adultsin the camps of Cox’s Bazar.

‘Initially | faced violence from
my husband because | had four
daughters which he wasn’t happy
about,” Zarinasaid. ‘But | now teach
my husband and others about gender
equality.” — IPS L 2

* Not their real names

Asa Torkelsson is the representative of the
UN Population Fund (UNFPA) in Bang-
ladesh.



POETRY

The Iraqi poet Ma'ruf al-Rusafi (1875-1945) was born in Baghdad of Kurdish
parents. He taught in Istanbul and Jerusalem; he entered politics advocating Arab
unity, and was Iraqi Minister of Education.

The abyss of death

Ma’ruf al-Rusafi

A mountain our life is, overlooking
An abyss of death.
Along the ridge
We walk, blind: always, walking,
Off we fall.
This universe,
A sea it is, created things
Surge in it. We, when they
undulate,
Are the bubbles. They
Appear, vanish,
Are seen, not seen,
Always to scatter
Fated, fated to disperse.

Translated by Issa Boullata and Christopher Middleton
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