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Executive summary

This is a prdiminary sudy by the independent expert on the right to development to
daborae on the implications of internationd economic issues for redization of the right to
devdopment. Given the imperatives of the right to development, as outlined in his ealier
reports, the present report examines the main characteristics of the increasingly globalized world
and the way they reate to the process of the right to development. There is a brief discusson on
the nature of international assstance and trade liberdization and the extent to which they have
actudly met the requirements of the developing countries, especidly when they seek to redize
the right to devdopment. In this context, there is a discusson of the implications of integrative
policies that developing countries might like to follow towards poverty reduction and the
redization of the right to deveopment, followed by conclusons and recommendations for
pursuing the implementation of the right to devedopment modd-development compact as
elaborated in the earlier reports.

Globdizaion, in principle, expands the opportunities of enjoying goods and services
beyond what a country can produce on its own. It potentidly enhances the capabilities of
individuds in the country to enjoy the right to deveopment. But in practice the report
concludes, the integration of developing countries into the world economy has not, by and large,
resulted in improved enjoyment of the right to development. The globdization of developing
countries has not dways resulted in increased economic growth and where it has, it has not been
asociated with increased equity and socid justice and has not aways resulted in reduced
poverty. To trandate the potentidities into actua capabilities, a country would need to alopt an
gopropriate set of policies that combine the opportunities provided by the globa economy with a
devdopment policy that would enable it to redize dl the humen rights and fundamenta
freedoms. A right to development gpproach to policy planning is not againgt globdization, but
raher for making globdization work to achieve the basc objectives of development. The report
summarizes some of the bariers that have to be overcome in the process of trade liberdization in
order to make the internationd economic environment more supportive of needs of the
developing countries. It indicates that it is necessary to have a close look a the functioning of the
World Trade Organization and other trade arangements, including the dispute settlement
mechanism, with a view to enabling trade and liberdization policies to redize a rights-based
process of development.
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I ntroduction

1 This is a prdiminary study by the independent expert on the right to development to
eldborate on the implications of internationd economic isues for redization of the right to
development. It is submitted for congderation of the Working Group in pursuance of the
resolutions of the Commission on Human Rights, 2001/9 and 2002 /69 (para.7).

2. Based on the earlier reports of the independent expert, section | summarizes the
imperatives of the right to development. Section Il lays down the man characterisics of the
increesingly globdized world and the rdationship of these chaacterigics with posshle
indicators of rights-based development. Section 11 briefly focuses on the nature of internationa
assdance and trade liberdization and the extent to which they have actudly met the
requirements of the developing countries, especidly when they seek to redize the right to
development. Section IV discusses the possble implications of integrative policies tha the
developing countries may like to follow towards poverty reduction and the redization of the
right to devedopment. Section V concludes with some recommendaions for pursuing the
implementation of the right to development modd with development compact as daborated in
the earlier reports of the independent expert.

. IMPERATIVE OF THE RIGHT TO DEVELOPMENT

3. In his earlier reports, the independent expert has examined the scope and content of the
fight to development in detail.! The right to development has been defined as the particular
process of development in which dl human rights and fundamenta freedoms can be fully
redized. It is a process of step-by-sep progressve redization of dl the rights the
implementation of a development policy to redize these rights, and the relaxation of resource
condraints on these rights through economic growth. The right to this process has to be viewed
as a composite right wherein dl the rights are redized together in an interdependent and
integrated manner.?  The integrity of these rights implies thet if any one of them is violated, the
compodite right to development is aso violated. The independent expert has described this in
terms of an improvement of a “vector” of human rights which is composed of different rights
that conditute the right to devdopment. The redization of the right to development implies an
improvement of this vector, such that there is improvement of some or a least one of these rights
without any other rights being violated. Moreover, an improvement in the vector can be redlized
only progressively as the resource condraints on ther redization are rdaxed gradualy through
economic growth in a manner consstent with human rights norms® Thus, the right to
development is not only a cam on the outcomes of devedopment that are an improved
redlization of different rights, but aso the process of achieving these outcomes.

4, In effect, the redization of the right to development as a process of phased redization of
different rights together with rights-based economic growth would depend on the duty bearers
discharging the obligation by adopting appropricte policies.  These polices would am a
redizing the condituent rights such that <specific sectord polices ae harmonized with
appropriate macro policies. The duty bearers, as indicated in the Declaration on the Right to
Development, are primarily the nation States, to be supported by the internationd community,
the internationa agencies, the bilaerd donors, other Governments and multinationa
corpordtions, dl with their corresponding obligations. The States must formulate and design
such development policies and implement them condgtently with the human rights sandard of
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non-discrimination and participation, accountability and trangparency with equitable sharing of
benefits. The internationd community must cooperate with the States to enable them to carry
out these polices” These are the obligations of conduct designed to maximize the likelihood of
redizing the right to development and they must be carried out by dl the parties® As there is no
perfect one-to-one correspondence between policies and results, fulfilling the obligations of
conduct may not invariably lead to fulfilling the obligations of results Policies, even with the
bet efforts, may not produce the full outcome owing to unforeseen developments and
unspecified varidbles, especidly when the outcomes concern fulfilling postive rights rather than
avoiding violations. However, when a right is recognized as a vdid cam, Staes and the
internation community have a duty to fulfil the corresponding obligation of conduct by
adopting policies that can be shown as being most likely to produce the outcomes to satisfy the
cdam. Such palicies can be clamed by the rights holders as “metarights’, making the States
parties accountable for providing appropriate remedies for not adopting these policies and
holding the internationd community respongble for cooperating with them to implement the
policies. The judification of metarights is derived from the rights the duty bearers are expected
to fulfil, but they can be daimed as entitlementsjust like other rights®

5. In a globdized world, international developments affect developing countries ability to
formulate and implement the policies for redizing the right to development. Much aso depends
on the internationa community’s efforts to help the developing countries in this regard. The
characterigtics of the process for redizing the right to development and the success or falure of
these efforts can be andysed with respect to dl the rights taken together and, more specificdly,
by focusing on the policies to eradicate poverty - the worst form of deprivation of human rights —
and the policies to protect the vulnerable groups in society in the wake of economic changes. The
well-being of the poor and the vulnerable groups can be reckoned both in terms of their income
and consumption and their capabilities, reflected, for example, in their access to food, education,
hedth, shelter, work, etc. This report discusses how in an increasingly globaized world, States,
holding the primary responshility for deivering the right to development, are cgpable of
implementing poverty reduction policies and enhancing the basic capabilities of the poor and the
vulnerable.

6. Globdization, in principle, expands the opportunities to enjoy goods and services beyond
what a country can produce itsdf, just as participaing in an expanding market does for an
individud, thus potentidly enhancing the cgpabilities for enjoying the right to development. But
in practice, as andysed in this report, for most of the developing countries it has not done s0. To
trandate the potential opportunities into actua capabilities, a country would need to adopt an
appropriate set of policies.

7. The right to development approach seeks to combine the opportunities provided by the
integration of a country into the globd economy with a development policy tha enables a
country to redize dl the human rights and fundamenta freedoms and achieve a process of
economic growth, with equity and justice, which eradicates poverty, illiteracy, mdnutrition and
ill-hedlth and protects the marginadized and the vulnerable groups of the society. Opening up to



E/CN.4/2003/WG.18/2
page 5

globa trade and investment done cannot achieve this god, nor can they be the sole objectives of
that development policy. Much more proactive and well-designed and properly targeted policies
will have to be implemented that teke advantage of the opportunities of globdization and are
conggent with the promotion of initigtives of domestic entrepreneurs and the productivities of
the country’s working population. The State has to play an active role in working out the market
economy.  Opportunities provided by a market-based process of increased incentives and
improved productivities will only hep to design and implement a rights-based development
policy. It may be necessxry to sequence the different dlements of the policy appropriatey,
moderate the pace of opening up, regulate a the margin the operations of the market forces and
intervene effectively, when necessary, by public provison of infrasructure and socid services if
markets cannot provide them. A right to development gpproach to development policy is not
agang globdization, but rather for making globdization work to achieve these basic objectives
of development.

I[I. GLOBALIZATION AND THE RIGHT TO DEVELOPMENT

8. Globdization essentidly implies the process integrating individud countries into the
world economy. This process accelerated in the 25 years after the oil crises of the 1970s, when
most developing countries experienced a dgnificant increese in ther interactions with other
countries, especidly with indudtrid countries and the internationd  organizations. The
magnitude and the pace of these interactions led to a quditaive shift in rdationships, resulting in
ggnificant eroson in the autonomy of most developing countries in terms of policy-meking.  In
the context of globdization, in formulating policies a sovereign State has had to factor in the
likdy response of other countries, particularly that of its trading partners, before it adopts and
implements them. But in the current phase of accederated globdization, an anticipated strongly
adverse response might be enough to make the initiating country change or abandon its policies.

0. The two factors that have been most respongble for the ggnificant spurt in the
interactions between countries are, fird, the technologica advances in transport, communication
and information, reducing the cogt of transactions, and, second, the decrease in the barriers to
internationd trade, invesment and finance in both indudtrid and developing countries. This
was reflected in a sharp increase in gross trade flows - exports and imports taken together - as a
proportion of the gross domestic product (GDP) of the low-income countries since 1980, as well
as in the inflows of foreign direct invesment in these countries, both as a proportion of ther
gross fixed capitd formation and of their GDP. Though there was consderable variation in the
performance of different countries, in genera, compared with their own past records, there was a
significant increese in these indices during this period.”

10. The datistics were, however, more ambiguous with respect to capital flows or resource
transfers.  There was a Spectacular increase in gross capitd flows to developing countries that
took pat ectivey in the exploson of internationd lending, secondary market trading in stocks,
bonds and derivatives, and globa foreign exchange transactions. But as the data of the United
Nations Conference on Trade and Development (UNCTAD) show, the average leved of net
capita inflows did not change much in the 1990s compared with the late 1970s, indicating that
for the developing countries taken together, there was no mgor increese in the trandfer of
resources. Moreover, there was a consderable shift in the compostion of their capita flowsin
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this period.  The share of offidd financid flows in the tota cgpitd inflows to the developing
countries fell dragtically from over 50 per cent in the 1980s to 20 per cent in the 1990s, with the
expanson of private cgpitd flows compensating for the decline of officid finance. While officid
finance flowed mogtly to the poor developing countries, private capitd flows concentrated on a
sdect group of deveoping countries. Over 90 per cent of net private capitd inflows were
received by only 20 countries during the 1990s as compared with 50 per cent during the 1970s
and 1980s® The upsurge in the intemationd financid flows that attended the accelerated
process of globdization in effect bypassed most developing countries;, even though they were
affected by the expanson of foreign trade in both exports and imports, as well as foreign direct
invesment.

11. It is difficult to assess directly the impact of such globdization on the enjoyment of the
right to development in these developing countries. Indicators for the right to development
would be a combination of the indicators of the availability of goods and services corresponding
to the different rights and the appropriate indicators of rights-based access (with equity, nont
discrimination, participation, accountability and transparency) to those goods and services.
While appropriate indicators of access may not be easly formulated, indicators of availability
could be derived from the data provided by the United Nations Development Programme
(UNDP) Human Development Reports Indeed, it is possble to describe the enjoyment of the
right to development as the enjoyment of human devdopment in a manner consstent with
human rights dandards. Therefore, a the minimum, if globdization were to impact postively
on the right to devdopment, it should have a podtive rdaionship with the Human Development
Index (HDI) or the condituent indicators of HDI. Unfortunately, it has not been possble to
edablish any such corrdation. Taking the overdl trade-GDP ratio as a proxy for a country’s
integration into the world economy, it turns out that there was no significant relationship.

12.  An dterndive route for assessng the impact of integration on the right to development
could be by reding integration to the indicators on poverty. Given tha poverty is a violation of
human rights, indicators of poverty reduction may be used as indicators of the level of redization
of the right to devdopment. Agan, the ddidicd evidence of any such impact is fa from
unequivocad. For some countries, during this period of acceerated globaization, improvement
in the indicators of integration, such as the trade-GDP ratio, has been associated with a decline in
the indicators of poverty, messured in terms of income. But this associaion has not been
univers and the dadticity of the response of poverty reduction to increases in income has not
been stable® Clearly, severa factors are working together and their influences cannot be
isolated from the effects of internationd integration. Furthermore, if poverty is measured in
teems of capacity or enmjoyment of the rights to hedth, education, housing, etc. no such
association can be established.

13. The impact of globdization on the reduction of income poverty (i.e. the number of
people living below a minimum levd of income) would be draightforward if globdization led to
economic growth, and if there was no sharp deterioration in income didribution. But does
increased integration into the globa economy automaticadly and invariably lead to an increase in
economic growth? The answer is no, both in theory and in practice. There is of course a definite
presumption in theory that greater integration would lead to higher growth. Both the frontiers of
production posshility and consumption possibility of the integrated country would expand,
increased competition would increase efficiency and higher productivity would attract larger
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invetment, both domegtic and foreign, leading to technologica progress and sustained higher
growth. Static efficiency gains from redlocation of resources from expanding exports could
finance larger and chegper imports, particularly of capital goods which would not have to be
produced a home, and would be converted into a dynamic gain in increased growth. But none
of these outcomes would result automaticdly and invariably, even in the theoreticad world,
unless the assumptions of competitive equilibrium, which ae often very redrictive, actudly
hold. At mog, one could say tha there is a high likelihood that these outcomes would follow
from in(iroeased integration of a country into a globa economy if appropriate policies were put
forward.

14. In practice, it is difficult to edtablish empiricdly that increesed globdization invariably
leads to higher economic growth for a country. Indicators like increased trade-GDP ratio are
often the outcomes of a country’s improved overal economic performance, which results from a
number of sSmultaneoudy caried out policies, not al of which rdate to opening up of the
economy or policies of trade liberdization. As Dani Rodrik observed, studies based on actual
policies of openness such as the reduction of a country’s average leve of tariff and non-tariff
bariers do not suggest any systematic podtive reaionship with its rate of economic growth.
Indeed, as many as 42 developing countries, among which 12 were in Lain America, 6 in the
Middle East and North Africa and 15 in sub-Saharan Africa, grew at more than 2.5 per cent per
cgpita (with a sgnificantly high growth rate of population) during the years prior to the oil shock
of 1973 - though they were following import-subdtitution indudridization policies behind high
bariers of protection. The gross inefficiencies of these protection policies, even when they
resulted in negative value addition in severd indudtries, could not ne%]ate the effects of incressed
investment in a protected environment on the growth of these economies*

15. The mog influentid sudy on the postive reaionship between openness or integration
with the world economy and economic growth is by Sachs and Warner'®> who show that open
economies grew 24 percentage points faster annudly than closed ones — which is indeed a
subgtantia difference.  But these open economies are following a number of policies besdes
reducing trade bariers and exchange rate adjusments, like ensuring macroeconomic Stability
and locational advantages.  Severd mgor dudies have followed Sachs and Warner's,
corroborating such influence of complementary policies.  Sebastian Edward, in a most
comprehensive sudy using data on 93 countries and taking nine different indices of openness,
concludes that grester openness led to higher economic growth, as expanded trade forced
domestic producers to be more competitive and to assmilate and develop new technologies, dl
of which required complementary supportive policies. 13

16. Dani Rodrik has wdl summarized the evidence of the empirica relationship between
openness and economic growth asfollows:

“No country has developed successfully by turning its back on internationa trade and long-
term capital flows. Very few countries have grown over long periods of time without
experiencing an increase in the share of foreign trade in their nationa product.... But it is
equdly true that no country has developed smply by opening itsalf up to foreign trade and
investment. The trick in the successful cases has been to combine the opportunities offered by
world markets with a domestic investment and ingtitution-building Strategy to stimulate the
animal spirits of domestic entrepreneur.” 14



E/CN.4/2003/WG.18/2
page 8

17. Regarding income didribution, severa sudies usng household-leve surveys in different
countries over time suggest that the Gini coefficient as an indicator of didribution is relatively
stable and changes rather duggishly.’® Thus, with an incresse in the average per capita income
of a country, incomes of the poor should increase, taking some of them out of poverty. Yet
severd dudies have disputed the empiricd basis of this rdationship epecidly in the context of
the globdization of the last few decades For some countries, depending upon the specific
policies they followed in the process of their integration into the globad economy, ether ther
economic growth did not accderate with increased integration, or income inequdlity worsened
with increased incidence of poverty.

18. A comprehensive study by Cornia'® based on an econometric analysis of income trends
between the 1950s and 1990s for 77 countries accounting for 82 per cent of the world population
and 95 per cent of world GDP, measured in terms of purchasing power parity, chalenged the
propostions of higher growth with globdization and the dability of the Gini coefficient, or
income didribution. Compared with the period 1950-1973, for most countries the globaization
of the last 20 years has been associated with slower growth and risng inequdity. The growth
rate of the world economy, which was about 5 per cent from the 1950s to 1973, fdl significantly
below that in the later globdization years. The growth rate of about 42 countries was more than
2.5 per cent per capita prior to 1973. Only about 12 countries sustained that pace over the next
decade. The countries in the Middle Eagst and Latin America that had sgnificant growth in the
total factor productivity in the earlier period began, on average, to experience negative growth in
the latter period. Fifteen countries in sub-Saharan Africa had growth rates of more than 2.5 per
cent per capita in the earlier globdization period. In fact, Sx sub-Saharan countries were among
the fastet growing developing countries during this period and up to the ealy 1980s.
Subsequently, the growth in per cepita income of these African countries was perasently
negative, with only afew of them picking up in the late 1990s.

19. The peaformance of most countries regarding income didribution was worse in the
accelerated-globdization period compared to the period prior to the mid-1970s. For the
countries of the Organization for Economic Cooperation for Development (OECD), for example,
inequaity declined steadily between the 1950s and the 1960s and even up to most of the 1970s,
owing to a deady decline in unemployment, stable earnings and expanson of socia security.
Since the late 1970s, this trend was reversed, first in the United States, the United Kingdom,
Audrdia and New Zedand, followed gradualy by Scandinavian counties, the Netherlands and
Italy. There was a flattening out of the trend in France and in Finland. Since 1989, inequdlity has
increased sharply in the former Soviet Union, and more modestly in Centra Europe. In Létin
America, the Gini coefficents, which were traditiondly the highest in the world, Sarted to
decline in the 1970s in most of the region except the Southern Cone. But in the 1980s and
1990s, inequality rose again, owing to externa shocks, recesson and decline in wage share. In
ub-Saharan Africa the rurd-urban gep has been the main source of inequdity and during the
period of sagnation or declining income of the 1980s urban incomes deteriorated more than
rural incomes, imitating a process of “ equalization-downward”.

20. In short, the Cornia sudy shows that for the period of acceerated globaization of the
1980s and 1990s, 45 of the 77 countries studied, representing 46.2 per cent of world population,
recorded rising inequality, some continuoudy, and others, including the United States and China,
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in a U-shaped manner.  For 4 countries the rise in inequdity dowed down while for 16 countries
inequdity actudly declined. This dealy edablishes that there is no uniform or universa
relaionship between income growth in a globdizing economy and income equdity as it is
influenced by <specific conditions in the countries and the policies followed by ther
Governments.

1. INTERNATIONAL ASSISTANCE, TRADE LIBERALIZATION AND THE RIGHT
TO DEVELOPMENT

21. Among the internationa factors, besdes foreign assgance - trandfer of outright grants
and concessond flows - the role of the internationd community in encouraging trade and
foreign direct invesments in developing countries is critical for the redization of the right to
devdopment. The financia flows that the developing countries receive from trade (exports) or
foragn direct invesments are condderably more than the flows through foreign assgtance
During the 1990s the ratio of exports of goods and services to GDP in the developing countries
grew from 26 per cent in 1990 to nearly 34 per cent in 2000. Globa trade is, however, highly
regulated and the playing fidd far from level. The average poor person in a developing country
sling in globd markets confronts barriers twice as high as the typicd worker in an industria
country, where agricultura subsidies done are about $1 billion a day — more than Sx times tota
ad. These bariers and subsidies cost developing countries more in lost export opportunities
than the $56 hillion in aid they receive each year.!’

22. For most developing countries, the domedticdly available resources are insufficient and
0 ae the foregn cepitd inflows - both concessond and otherwise The flow of officd
development assistance (ODA) has been sgnificantly lower than the commitments made by the
donor community in the various internationd forums. Thus, for ingance, while there is an
agreement whereby the internationd community has pledged (at the Generd Assembly in 1970)
to reach a target of alocating 0.7 per cent of GNP for ODA to developing countries and 0.15 to
0.2 per cent of their gross nationa product (GNP) to the least developed countries, only a
handful of countries have come anywhere near meeting this target. The current ODA from
indugtrid countries amounts to only $56 hillion a year, just aout 0.2 per cent of their GNP. If
one takes into account the commitments made by the heads of the State a the Millennium
Summit, a further $40-$60 hillion in resources would be required to meet the codts of achieving
dl the Millennium Development Gods'® Together, this would ill amount to just about 0.5 per
cent of the GNP of OECD countries.

23. An important means of releesng resources for a rights-based development process,
paticularly in those countries that need such a process most urgently, is by addressng ther
problem of indebtedness, especidly to the internationd community. The debt reduction
initistives of the multilaterd indtitutions date back to the Heavily Indebted Poor Countries
(HIPC) initigtive in 1996, which was different from earlier efforts a rescheduling officia debt
(the Paris Club) and commercia creditors (London). As of July 2002,%° debt-reduction packages
under HIPC have been approved for 27 countries®® the mgority of which are in Africa, and
assigtance has been provided or committed in an amount of over $41.5 hillion. This is equivaent
to nearly haf the burden they shoulder.
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24.  The initidl HIPC drategy was criticized as being too dow and inadequate on account of
the complexity of the process, i.e a country must have undergone a least two Enhanced
Structurd Adjustment  Facilities (ESAFs) under IMF supervison, which amounted to Sx years.
There was dso an ingppropriate definition of debt sudainability levels, high threshold levels
(with the ratio of debt service to fiscad revenues a 25 per cent) and, findly, inadequate funds to
support it.  The initiative was modified in 1999 in recognition of the deficiencies and in a bid to
grant relief to more countries. The core of the new programme was its odensbly
“growth-oriented strategy” daborated in the country’s Poverty Reduction Strategy Papers
(PRSPs) which were to emerge directly from the country’s own poverty reduction sStrategy. On
the whole, the initiative, though criticd in the short to medium term is not adequete in itsdf to
address the dructurd condraints that impede the process of a sudtainable rights-based
development process in the concerned countries.

25.  The experience of trade liberdization in the period of acceerated globdization has been
different for the different regions. Condder the case of Africa While Africa needs to expand
imports of capitd and intermediate goods, as wel as a variety of consumer goods, the import
tariffs have remained high, averaging 25 per cent, which is more than four times the average rate
of dl developing countries.  The man condrant on the expandon of the volume of imports in
Africa is the lack of resources to finance it, first because the growth of African exports has been
less than hdf that of other developing countries and because of severe budgetary condraints that
only debt relief programmes can remove.  Africa’s share of world exports declined from 3.9 per
cent in 1980 to 1.5 per cent in 1997, owing largey to protectionism in the industria countries
againg goods exported from Africa If dl trade barriers to African exports in Canada, the
European Union, Japan and the United States were diminated, non-oil exports from Africa,
according to a World Bank study, would expand by 14 per cent.?* The countries in Asia and the
Pacific have often been cited as successful cases of trade liberdization with incressed growth
and poverty reduction. This success, as Dani Rodrik points out, was due to an effective
invesment-promotion strategy and export-led growth but not the import liberdization which
usudly followed such growth. Korea and Tawan, for example, “protected the home markets to
rase profits, implemented generous subsidies, encouraged their firms to reverse-engineer foreign
patented products, and improved performance requirements such as export-import baance
requirements and domestic-content requirements on foreign investors (when foreign companies
were dlowed in). All of these drategies are now severdly redricted under the WTO
agreaments’. %2

26.  Libedization of trade and integration into the world markets was mogt far reaching in
the so-cdled trangtion economies. Prior to 1989 most of the foreign trade was conducted
amongs themsdalves, within the Soviet bloc. Only around 40 per cent of foreign trade in Eastern
Europe and 10 per cent in the former Soviet Union was conducted with market economies
outsde the Soviet Union. Deregulation of domedtic prices, priveizaion, inditutiond change
and reduction of State subsdies to enterprises led to a sharp rise in unemployment and a large
decline in output, leading to a condderable increase in the socid cods of trangtion. In Eastern
Europe the fal in red wages was contained more than the fdl in output and employment, but in
the former Soviet Union, employment declined more gradudly than did eanings. Trade
liberdization affected the revenues and the capacity to mantain the socid safety nets, except in
relatively richer trangtion economies outsde the former Soviet Union.  Absence of safety nets
delayed enterprise restructuring in the countries of the Commonwedlth of Independent States
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(CIS) as workers stayed on in the old enterprises, accepting lower wages. Poverty increased with
much-delayed recovery.

27. In Latin America, average tariffs fell from 50 per cent in 1985 to about 10 per cent in
1996. Non-taiff barriers affected 38 per cent of imports before reforms but only 6 per cent by
1996. But their impact on growth and income inequdity varied substantidly between countries.
Wage disparities increased in Brazil, Chile, Colombia and Venezuda. In Mexico, the gep
between the wages of the unskilled and those of the skilled increased sharply after the
liberdization of foreign trade. The link between trade liberaization and poverty or growth was
not well established though in generd, inequdities increased.

IV. DEVELOPMENT POLICY IN A GLOBAL ECONOMY

28. In order to design an appropriate development policy to redize the right to development,
it is important to take into account not only the opportunities but aso the congraints imposed on
a country becoming increasngly integrated into the globa economy. A magor condraint of the
market-based globdization of the last couple of decades is that it tends to favour those with a
higher initidl stock of assets and greater command over resources and this tends to increase
inequaities It is possble to overcome this condraint through gppropriate desgning of
economic reform, but without such reforming policies, the growing inequdities will frudrate the
redization of the right to development. 2 24

29.  The other mgor condraint imposed by the process of increased integration of a country
into the market-based world economy is tha its autonomy in policy-making becomes severdy
redricted.  Severd policy options that were earlier available to many of the now-indudridized
countries a ther initid stages of development or to severad developing countries in the years of
the import-subgtitution indudtridization of the earlier globdized period ae no longer avalable to
most developing countries.  The impact of their policies on other eonomies in the world and the
potential response of other economies to these polices must be taken into account before the
policies are even formulated.

30. For example, when incressed integration implies liberdization of foreign capitd flows
and deregulation of the domegtic financid sector, together with a lowering of tariff and non-tariff
bariers, some of the traditiond instruments of macroeconomic policy, such as interest rates,
exchange rates, tax rates or public expenditures, would have to be used much more cautioudy
than before. Raisng interest rates above the world market rates may trigger a large foreign
capitd inflow, leading to an exchange rate appreciation, loss of internationa competitiveness
and increase in trade deficit. If that leads to a loss of confidence in the strength of the currency,
there can be capitd flight and the end result may be a financiad criss, leading to a stock market
cash and economic depresson, especidly if the domedtic financid maket is inadequately
regulated. This has been the generd experience of the East Adan financid crigs in the second
haf of 1990s. Setting the interest rates below the world market level, on the other hand, may
trigger an immediate capitd outflow and, depending upon the portfolios of the financid
inditutions, precipitate a crigs. Or, congder a policy of running a fiscd deficit to finance public
invesment to stimulate growth or to provide for development of the socid sector or to protect
the socid security of the poor. If thereis an increase in inflation as aresult, it would redigtribute
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red income away from the poor and if it generated expectations about risng inflation and a fear
of devaudion, there could be an outward capitd fligt and a fdl in domedtic investment,
precipitating a financid and economic criss.  Similaly, if the exchange rae is st bdow its
equilibrium level as perceived by the market, it will induce capitd flignt. Conversdy, if the
exchange rate is set a too high a rate, increased current account deficit might undermine
confidence in the value of the country’s currency, seiting the stage for acrisis®

31l. There is dealy no uniform policy prescription that can be followed by dl countries in
pursuing the objectives of devdopment.  The macroeconomic policy insruments must be
desgned in accordance with the specific context of an economy. Furthermore, policies tha
affect different aspects of economic performance have to be applied together as a package or as a
programme of reform, so that they reinforce each other in the process of redizing the outcomes
of development.

32. Indeed, in the 1990s, when macroeconomic crises pushed a number of countries in Latin
America and Africa to IMF and the World Bank, they were pressed to adopt, for assstance,
comprehengve programmes of reform in the name of dructurd adjusment that combined
policies in severd aess, raher than only addressing the problems of fiscd and bdance of
payments imbaance as practised under the earlier Fund programmes This, in effect, was the
beginning of the process of integrating these countries into the world economy that soon covered
most of the developing countries. These programmes differed in terms of the details between the
different countries. some were to lower taxes, others to raise them; some were to reduce redl
wages, other to alow them to increase.  But in terms of broad policies, they dl combined
exchange rate adjusments, public expenditure reductions, tax reforms lowering the rates but
broadening the tax base, liberdization of foreign trade and investment, abolition of price controls
and deregulaion of the financid sysem. These were essentidly the policies that were implied in
this so-called Washington Consensus.

33. There is condderable literature, by now, critiquing these polices of dructurd
adjusment.?®  Empiricd attempts to evaluate the impact of these progranmes on the economic
performance of the countries adopting these policies - ether for economic growth, poverty
reduction, or even the improvement of fisca or bdance of payments baances - have not been
unequivocd, as it is very difficult to edablish a causal reationship between the many variables,
moving differently at different times, without fdling into the post hoc ergo propter hoc fdlacy.
However, on the bass of some dudies, both by the saff of IMF and by outsde experts,
induding the Botchwey report,®’ it may be argued that while the content of these programmes or
policies may not be objectionable, their outcomes depended essentidly on the adequacy of the
design and sequencing and putting the required inditutional arrangements in place to address the
problems of those who may be adversdy affected.  For example, in severd countries with high
deficits, when financid deregulation preceded dabilization policies, interest rates shot  up,
reducing private investment and raisng the interest burden of the Government, incressing the
fiscd deficit. In some countries, capitd account convertibility and interest rate liberdization
were started before the inflation rates were reduced. A sharp increase in the price level, besides
generdting further expectations of risng inflation, reduced the red vaue of government revenue
and as the Government tried to reduce public expenditures, the socid development programmes
were totaly disrupted.
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34.  Sometimes, dructurd reforms of an economy should precede its liberdization. A price
decontrol or a remova of input subsidies may raise the prices of severa products, but may not
leed to the divergfication of production, unless dructura reforms had dready expanded the
trangport network and provided the inditutional support for access to credit and expanding
markets.  Similaly, trade liberdization, which could be eventudly very beneficd, may have to
be phased in gradudly, especidly when the supply responses of new export industries are much
smaller than the contraction of industries that had been earlier protected.

35. A mgor citicism of such adjusment polices has been that an overemphass on fisca
retrenchment in most programmes led to severd cutbacks in public expenditures, especidly on
hedlth, education and other sociad services?®  Although it may not be possble to establish with
cetitude that the reduction of such expenditures accounted for a deterioration of the socid
indicators, an increase in poverty or a reduction in economic growth, because of the presence of
other severe digtortions in these economies, for any programme that promotes growth and socid
devdlopment provison has to be made for rasng public expenditures, efficiently and cost
effectivdly, a an ealy sage of the country’s development. Indeed, such increases in public
expenditures have to be the cornerstone of any scheme for realizing the right to development.

36.  While IMF and the World Bank have generadly guided developing countries in desgning
and implementing these macroeconomic policies, WTO is now setting and overseeing the rules
governing international trade. These rules are much more comprehensve and drict than the
ealier Generd Agreement on Taiffs and Trade (GATT), and have imposed severe condrants
on the policy autonomy of most developing countries. Earlier, many developing countries used,
just as the indudtridized countries of today did during their comparable phase of development,
tariffs, quotas and sector-specific subgdies, and draegicdly built up ther comparative
advantage and developed their industry. They cannot do so any more, nor can they rase the
profitability of the export sector through subsidized dlocation of credit or foreign exchange
because the effective exchange rate has to be the same for exports and imports and across the
sectors.  Granting exporters a monopoly in the domestic markets would attract antidumping
procedures. The WTO regime of intelectual property rights might congrain the development of
a country’s technological capabilities and raise the cost of the technology-intensve inputs in the
production process. The proposed multilaerd agreement on investment (MAI) would dso
reduce the bargaining power of the developing countries vis-& vis the multilateral ingtitutions?®

37. In effect, following the WTO rules of the game tha tend to equdize domestic prices with
international  prices - which ae exogenoudy given for most developing countries - the
devdoping countries lose ggnificant manoeuvrability in terms of microeconomic  policies
affecting the relative prices and consequently the domedtic dlocation of resources.  The role of
tax policies aso becomes limited as using them extensvely would tend to digort the redive
prices of goods, services and factors of production compared with international prices. That is
why in most cases tax-reform programmes form a part of the adjustment policies and the generd
trend has been to reduce the tax rates, both of direct and indirect taxes. As a result, developing
countries following the policies of integration into the world economy have been left with
macroeconomic policies of exchange rate devaluation, interest rate changes and wage redraints —
dl of which are condrained by deveopments in the world market. The only instrument which
these countries can 4ill use with some flexibility is public expenditure, provided it can be
properly financed. It can be used to catalyze private investment, to promote socia investment in
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educetion, hedth, rurd development and infragtructure that do not attract private investment and
to build up socid safety nets. But problems of finandng- putting a limit on sudanable public
deficit and the buoyancy of tax revenues especidly when import tariffs are cut down across the
board- impose congtraints on the amount of such public expenditure in a globaized economy,.

V. CONCLUSION AND RECOMMENDATIONS

38. In light of the discusson about the impact of internationa developments in the recent
period of accelerated globdization, the following conclusons may be highlighted. Fird, the
opportunities provided by globdization and integration into the world economy to developing
countries have not, by and large, resulted in improved enjoyment of the right to development.
That right implies a process of development, with a participatory, equitable and just process of
economic growth with the progressive redization of dl the recognized human rights. It entals
achieving human development in a manner conagent with human rights norms and laws. The
increasing globaization of developing countries has not aways resulted in increased economic
growth and where it has, it has not been associated with increased equity and socid justice and
has not even adways resulted in reduced poverty, the worst form of deprivation of human rights.
There has not been any systematic association of that process with the advancement of the
human development that, when conducted in a rights-based manner, could be seen as reflecting
the redlization of the right to development.

39.  Second, this has not happened because appropriate polices for redizing the right to
development have rarely been adopted. The right to development approach does not deny that
globdization and the related liberdization of market forces and trade and investment flows
provide expanded opportunities for the developing countries. In fact, the increased potential of
expanding the frontiers of production and consumption and sustainable growth should fecilitate
the redization of the right to development. Indeed, some of the countries which have utilized
these opportunities and increased their economic growth and even reduced poverty clearly show
how, with some improvements in ther policies and inditutiond frameworks they could make
much headway in redizing the right to devdopment. The experiences of other countries dso
show that policy mistakes could have contributed to the inadequate redization of some rights.
The one lesson that we have clearly learned is that globdization per se or done does not result in
the fulfilment of the rightsimplied in the process of the right to devel opment.

40.  Third, in desgning and implementing the appropriate policies, the objectives should be
cdearly st a redizing the rights-based process of development. Trade liberdization,
deregulation or globdization as such are not ends in themsdves, but are means to the end of
rightsbased development.  Therefore, there can be tradeoffs between them, they can be
sequenced and phased over time, and they can be supplemented by earlier polices. But
sequencing does not mean violaion, and care must be taken not to introduce distortions that
negate the benefits of those policies  For example, trade liberdization implies increased
equdization of domestic and internationa prices, and sequencing and phasing of tha process
does not imply the reintroduction of protectionism in any sense*  Similarly, deregulation of the
market forces cannot yield to increasing interventions and distortions of those forces, because
deregulation may not have worked in specific cases.  Supplementary policies have to be bund
to strengthen the process of deregulation so that it can yield the desired results.
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41. Fourth, as has been daborated by the independent expert in his earlier reports, redizing
the right to devdopment implies the fulfilment of the obligations of States, the internationd
community and other agents to carry out gppropriate development policies.  Such policies must
be rdated to the particular context in which they are applied, and within the framework of
globdization they must respect the condraints imposed by that framework in order to achieve
the maximum benefit and not work againgt that process. Opting out of globdization would be
giving up these opportunities, and would definitely be inferior to policies that respect the
congraints and maximize the redization of the right to developmen.

42. Fifth, the dam of the right to development approach is that it is feesble to desgn and
implement a development policy that can achieve the right to development while respecting the
congraints of the process of globdizaion and making maximum use of the opportunities
provided. Such a policy should be based on a coordinated programme of different polices to
redize the individua rights (to food, hedth, education, work, socia security, etc.) with policies
to redize sugtainable and participatory economic growth with equity. The experience of the
adjugment policies and economic reform followed by many developing countries clearly
supports the basic logic of the right to development policy built on the interdependence and
interrelation between different policies for redizing different objectives.

43. In the right to development approach, the obligations of the duty bearers, especidly the
nation States of the international community, have been dearly spdt out. When the right to the
process of development is being implemented by a country, the obligation of the internationa
community to facilitate that implementation becomes paramount. First of al, States must ensure
that protectionist barriers exiging in their countries agangt exports from developing countries
are removed as soon as possible. As Nick Stern, the World Bank’s Chief Economist, observed in
presenting a IMF-World Bank study on market access for developing country exports®:
“Improving market access for developing countries is one of the most important steps that the
rich countries can teke in fighting globad poverty. It's hypocriticdl to encourage poor countries
to open thar makets while imposng protectioniss messures that cater to powerful specid
interestsin therich countries. Rich countries should lead by examplée’.

44, In the following paragraphs the independent expert summarizes some of the bariers tha
the study notes need to be overcome, especidly in merchandise trade, in textiles and clothing and
inagriculture:

(@ Edimatesof the welfare gains from eliminating barriers to merchandise trade - in both
indugtrid and developing countries - range from US$ 250 hillion to US$ 620 hillion annualy,
with about one third to one haf accruing to developing countries.  According to the World Bank
andyds, more rapid growth associated with a globa reduction in protection could reduce the
number of people living in poverty by as much as 13 per cent by 2015;

(b) Between 6 and 14 per cent of Quad (Canada, the European Union, Japan and the United
States) tariff lines are subject to “tariff pesks’. In Canada and the United States, tariff pesks are
concentrated in textiles and clothing; in the EU and Jgpan, in agriculture, food products and
footwear. This pattern of protection creates hurdles for countries taking their firs steps up the
technologica ladder. The effect of these tariffsis aggravated by the subsidization of agriculture
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in OECD countries (which depresses world prices of commodities and increases their volaility),
by remaning quotas in textiles and clothing trade, and by high bariers to inter-developing
country trade;

(© About three quarters of the world's poor ill livein rurd areas, mostly dependent on
agriculture.  On agricultural exports to OECD they face tariffs that exceed those on typicd inter-
OECD exports (of dl products) by factors of 10 or more. Including subsidies, OECD agriculture
received support amounting to US$ 311 billion or 1.3. per cent of GDP in 2001. Much of this
support increases with the level of output, contributing to excess production that competes with
developing country farmers for markets;

(d)  Agriculturd liberdization in both indudtrid and developing countriesis likdy to have
long-term, dynamic effects on developing country production and trade. Static gains done
would be on the order of US$ 30 hillion inincome and US$ 120 billion in exports per year;

(¢) Developing countries account for some 50 per cent of world textile exports and 70

per cent of world clothing exports. Severad have developed a high dependence on these exports.
Taiff bariers far exceed those on other manufactured products, in industrid and developing
countries dike. Despite an international agreement to phase out quotas on textile and clothing
trade, the vast mgority are gill in place. The back loading of quota removal by Canada, the EU
and the United States is set to cause sharp adjustment pressures at the end of the implementation
period in early 2005, as quotas have protected less-competitive suppliers in both industrid and
developing countries,

0] In developing countries, barriers to exports of labour-intensive goods have dowed job
cregtion. It is estimated that industria country redrictions on trade in textiles and clothing have
prevented the cregtion of wel over 20 million jobs in deveoping countries, many of which
would represent a step out of rurd poverty;

(9) Antidumping messures have become far more common in recent years, with developing
countries increesingly activee.  There is a risk that this trend might intensfy as datutory
protection declines.  Furthermore, technicd barriers (including hedth, safety and product
dandards) have been accumulating a a fast pace, and many developing countries are ill prepared
to meet their complexity and cog;

(h) Mogt deveoping countries have preferentid access to indudtrial country markets
through Generdized System of Preferences (GSP) schemes, but the benefits are often limited.
Preference margins are smdler for “sengtive’ products - which are dso the most protected.
Utilization rates of GSP schemes tend to be low, patly owing to redtrictive rules of origin or
socid and environmental requirements.

45, Besdes taking steps to overcome these deficiencies, it is necessary to have a close look at
the functioning of WTO and other trade arrangements - the Trade-Related Aspects of Intellectua
Property Rights (TRIPS), the Generd Agreement on Trade in Services (GATS) and MAI, as
wdl as “safeguards’ of specid and preferentid treatment of the poor countries and the dispute
setlement mechanism - with a view to enabling trade and liberdization policies to redize a
rights-based process of development. It is necessary for this purpose to set up an expert group of
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professonds and experts from WTO and the Commisson on Human Rights. The independent
expert would be happy to present a postion paper on this subject for the consderation of the
expert group, if so decided, to help take the discusson beyond the stage of advocacy to some
concrete proposals for action.

46.  The respongbility of States would be to formulate a plan or a programme of development
policy on the bass of the discussons in the previous reports of the independent expert. Initialy
it could address the problems of poverty reduction, both in terms of income and of capability,
and target the redization of some of the rights that a country could prioritize, without violaing
any other rights. It should, however, set these policies in a framework of sustainable economic
growth with reduced inequality and improved socid justice.

47. Besdes the different elements of macroeconomic policies, tax and market reforms and
supportive inditutiona changes, in dl likeihood the most important policy instrument would be
public investment and expenditures. Without crowding out private invesment, these instruments
should am a channeling and attracting and, when necessary, supplementing domestic and
foreign investment in sectors and aress that affect the lives of most of the poor whose incomes
and cagpabilities mugt improve in a sustainable manner by their being adle to participate fully and
effectively in the production process. In addition, such public expenditure should supplement
polices that take care of the vulnerable people who may be adversdy affected by these reforms.

These socid safety nets should accompany the measures that bring about changes in structures of
production.

Box 1 — Four Basic Elements of Right to Development-Development Compact (RTD-DC)

There are four basic operationa elements of the RTD-DC modd:

Rights-based Development Programme — A development approach of coordinated policies to
redize progressvely dl the human rights and a process of economic growth with equity and
jusice. It is rights based, which implies a process that is equitable, non-discriminatory,
participatory, accountable and transparent.

Poverty Reduction and Social Indicator Targets — A system of identifying appropriae
indicators and benchmarks to monitor the status of redization of each of the rights, as well as a
mechanism for eva uating the interaction among indicators.

Development Compacts — A development compact is a mechanism for ensuring the recognition
among dl dakeholders of the “mutudity of the obligations’, so that obligations of developing
countries to carry out these rights-based programmes are matched with reciprocal obligations of
the international community to cooperate to enable the implementation of the programmes.

Monitoring Mechanisms - A mechaniam for monitoring the right to development would have to
asess implementation of various rights both individudly and in a compodte manner. The
development compact is one proposed internaiond instrument (separate from the treaty bodies)
to fadlitate implementation of the right to devdopment, as wdl as financing of specific
Measures.

48.  To fulfil the requirements of a rights-based approach, these policies will have to be
caried out with good governance, accountability and trangparency and with empowerment of the
beneficiaries, especidly women and those who are discriminated againdt, through a process of
participatory development. The independent expert has proposed that this whole exercise be
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done through a development compact, so tha when a developing country formulates such a
progranme and tries to implement it fathfully, the internationd community should accept the
obligation of cooperating with that country, providing dl the assstance and policies that may be
necessary to enable the country to implement the programme. For example, if increased public
expenditure is seen to be the main indrument for carrying out the programme, the internationa
community should ensure that it is fully financed. If the poverty reduction drategies are suitably
adjusted to redize the right to development, the internationd community should be prepared to
augment the flows from the finendd inditutions to fully redize these programmes. If economic
reforms or adjustment programmes are adopted by a country to integrate into the globa economy
in a framework for implementing the right to deveopment, the internationad community should

take the regpongbility of mitigeting the obstacles of the trade, debt and financia restructuring
problems of that country.
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