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ABSTRACT

The aim of this paper is to explore the advice inherent in policies of international organizations. Central America is taken as the empirical case, and the paper tries to connect recent theoretical and conceptual developments with the understandings of poverty reduction and citizenship enhancement within international organizations. These issues have for some time been framed by the so-called Washington Consensus within which trade liberalization featured prominently. The thesis is that policies advanced and the advices given by international organizations are beyond the Washington Consensus in its neo-liberal variant, and that even when free trade is still seen as a very important issue, it should not be confused with neo-liberalism. A new consensus seems to have developed within international organizations: the focus on and support of sustainable development. Sustainable development in turn has three dimensions: the (traditional) environmental, but also the economic and the social. Another (developing) consensus is the focus on human rights, and – more and more – human rights explicitly include social rights. Hence, recommended policies should, disregarding any other purposes, enhance the strengthening of institutions that safeguard or develop social citizenship. The paper tries to judge the different policies of and advices given by international organization with respect to what they mean for the development of social citizenship in Central America. It concludes that recommendations are beyond the former Washington Consensus and in strong support of enhancing social citizenship rights.
Introduction

The aim of this paper is to explore the advice inherent in policies of international organizations. Central America is taken as the empirical case, and the paper tries to connect recent theoretical and conceptual developments with the understandings of poverty reduction and citizenship enhancement within international organizations. These issues have for some time been framed by the so-called Washington Consensus within which trade liberalization featured prominently. Apart from the initial understanding coined by John Williamson (1990) The Washington Consensus became synonymous with neo-liberalism, and many – e.g. the anti-globalization movement such as ATTACK – also equaled free trade with neo-liberalism. Contrary to that understanding this paper forward the theses that the policies advanced and the advices given by international organizations are beyond the Washington Consensus in its neo-liberal variant, and that even when free trade is still seen as a very important issue, it should not be confused with neo-liberalism. Rather, free trade presupposes and pushes for institutionalization of rights including labor rights; enhanced transparency and limiting corruption; strengthening of the judicial systems, etc. Hence, free trade may indeed be advantageous for populations at large.


Needles to say, international organizations must be expected to have different policies reflecting their constituencies and background. Hence, Peter Katzenstein found with respect to the development in Eastern Europe following the fall of the Berlin Wall in 1989 that the organizations could be plotted in a traditional political continuum with the ILO on the left, the European Union and the World Bank in the centre and the IMF on the right (Katzenstein 2003: 22). This paper tries to judge the different policies of and advices given by international organization with respect to what they mean for the development of social citizenship in Central America.


Despite expected differences in policies a new consensus seems to have developed within international organizations, and that is the focus on and support of sustainable development. Sustainable development in turn has three dimensions: the (traditional) environmental, but also the economic and the social. A central concept underpinning a social sustainable development is that of social exclusion which has entered the vocabulary of international organizations via France and the European Union, and which has come to either substitute or complement the traditional concept of poverty. The renewed focus on poverty reduction is hence, informed by the connotations connected with social exclusion such as discrimination and marginalization and is very sensitive to issues of gender and ethnicity.


Another (developing) consensus seems to be the focus on human rights, and – more and more – human rights explicitly include social rights. Hence, recommended policies should, disregarding any other purposes, enhance the strengthening of institutions that safeguard or develop social citizenship. 


These theoretical and conceptual changes indicate in disciplinary terms a change of emphasis from economics on growth and poverty to social science and law exemplified with the sociological concern with exclusion and institution building, the political scientist focus on democracy and governance, and the legal perspective on rights. Even when this development is taking the form of institutions dominated by economists taking over concepts such as institutions and governance and making them their own as it seems to have been the case with respect to e.g. the World Bank (Burki and Perry 1998).

The Washington Consensus and Beyond

International organizations such as the World Bank (WB) and the International Monetary Fund (IMF) exercise considerable influence on economies and societies in the Third World and elsewhere. In Central America these institutions are complemented by the Inter-American Development Bank (IDB), the Organization of American States (OAS) and many more. During the 1980s (most of) these institutions advocated a neo-liberal approach to development, including scaling down of public involvement, privatization and free trade. This has been named the Washington Consensus and has met strong criticism from civil societal institutions, trade union movements and the political left. Simultaneously other international organizations notably those under the United Nations such as the International Labor Organization, the Economic Commission for Latin America and the Caribbean (ECLAC), United Nations Development Program (UNDP) and others advocated an approach to development that emphasized social equality, state involvement in expansion of citizenship rights and a more responsible approach of the haves to the haves not. It is, however no longer evident that the former organizations currently advocate neo-liberalism as the solution to social problems and economic development. 


Initially the Washington Consensus referred ‘to the lowest common denominator of policy advice being addressed by the Washington-based institutions to Latin American countries as of 1989,’ (Williamson 2002) and it grew out of a conference in 1990 at the Institute for International Economics on economic policy reform in Latin America and the Caribbean. In the conclusion form the conference Williamson summed up that Washington had reached a substantial degree of consensus regarding the following 10 policy instruments: fiscal discipline; public expenditure priorities in education and health; tax reform; positive but moderate market-determined interest rates; competitive exchange rates, liberal trade policies, openness to direct foreign investment; privatization; deregulation; and protection of property rights (Williamson 1990 cited in Burky and Perry 1998: 7). 


However, as mentioned earlier the Washington Consensus has often been equated with neo-liberalism as summed up by the Center for International Development at Harvard University (2007): 

The phrase ‘Washington Consensus’ is today a very popular and often pilloried term in debates about trade and development. It is often seen as synonymous with ‘neo-liberalism’ and ‘globalization.’ As the phrase’s originator, John Williamson, says: ‘Audiences the world over seem to believe that this signifies a set of neo-liberal policies that have been imposed on hapless countries by the Washington-based international financial institutions and have led them to crisis and misery. There are people who cannot utter the term without foaming at the mouth!’ (Williamson 2002).

It is true that the IMF and the WB promoted neo-liberal policies during the 1980s and most part of the 1990s, but it seems that that no longer is the case, and as early as 1998 the WB published a document entitled Beyond the Washington Consensus: Institutions Matter (Burki and Perry 1998). In it is expressed that what is labeled ‘first generation reforms’ – those following the stipulated Washington Consensus – were expected to ‘significantly reduce poverty and inequality…[but] this has not occurred.’ Instead ‘wage differentials between skilled and non-skilled labor appear to have widened…which has resulted in poverty rates that are unacceptably high. In addition, economic insecurity for the poor and middle classes, linked to job insecurity and income volatility has tended to increase’ (Burki and Perry 1998: 1, emphasis added). The situation now calls for ‘institutional’ reforms it is suggested: ‘The globalization of national economies, the implementation of the first generation reforms, and the process of democratization in Latin America and the Caribbean are contributing to a rise in the demand for institutional reforms’ along three dimensions:

1. There is an increasing demand for institutional reforms on the part of the private sector, which now competes in a global marketplace and has realized that its profitability or competitiveness is affected by the quality and efficiency of delivery of financial and public services, the quality of education, and the effectiveness of the judicial system.

2. The rapid growth of volatile capital flows has increased the demand for institutional reforms that may help mitigate the risks associated with this trend.

3. Globalization has increased the demand for institutions that can help reduce income inequality and provide social safety nets for people who are rendered more vulnerable in the new competitive environment. (Burki and Perry 1998: 2).

This is hardly a neo-liberal agenda, even if it remains to be seen if such principles have in fact been guiding the WB’s lending policy.

Identifying the Problem: (Extreme) Inequality, and Poverty as Social Exclusion

Economic inequality and social marginalization

are the greatest risks facing Latin America.

These longstanding twin disappointments 

continue to hamper the region’s progress –

social cohesion and inclusive economic development

are joined at the hip –

one cannot exist without the other.

(World Economic Forum 2007: 12)

Incomes are extremely unequally distributed in Latin America with many countries having gini-coefficients close to 60, and apart from a few places in sub-Saharan Africa, Latin America is the most unequal place on earth. As the Economic Commission for Latin America and the Caribbean has it: ‘The Latin American and Caribbean region has the unenviable distinction of being the most inequitable region in the world’ (ECLAC 2005: 8). This has been so at least since 1950 as available data demonstrates (Ferranti and Ody n.a.), but the issue actually dates back to colonial times:

Indeed the origins of current stratification in Latin American societies must in large part be sought in long-term historical patterns. The sixteenth century European conquest of the region’s pre-Colombian indigenous societies, supplemented by the introduction in selected parts of the region of African slaves, involved the creation of a range of mutually-reinforcing institutions, in labor management, land use, and political control that consolidated the colonists’ influence and wealth. In general, the subsequent achievement of independence from Europe in the early nineteenth century, and the later abolition of slavery, did relatively little to disrupt the effective control by small domestic elites and the high degree of social stratification (Ferranti and Ody n.a. 8).

So, the income inequality in Latin America reflects inequalities in access to education, public services, credit, and land use; and it is maintained, in part, by continuing discrimination in job markets. ‘Running alongside these racial and ethnic divides, and often overlapping with them is the dualism that characterizes many Latin American societies and the stark contrasts between the ‘formal’ and the ‘informal’ sectors of the economy’ (Ferranti and Ody n.a. 9). This dualism translates into a division of access to social protection. Workers in the formal economy usually have access to programs such as pensions, health care and unemployment insurance, while workers within the informal sector enjoy none of these benefits. ‘This limited coverage of the population is itself not unrelated to the relatively low share of fiscal revenues in GDP in most Latin American countries’ as David de Ferranty and Anthony Ody cautiously put it (for a detailed account of fiscal policy in Central America. see Abrahamson 2007a).


The above cited rather critical summing up of the social situation in Latin America was made by one of the vice directors of the World Bank responsible for that region, and the same David de Ferranti with a number of colleagues put together a publication in 2004 entitled Inequality in Latin America: Breaking with History? In it we find the following formulations: ‘in its modern form high inequality is rooted in exclusionary institutions that have been perpetuated ever since colonial times,’ as also explained above, and they continue:

High inequality has major costs. It increases poverty and reduces the impact of economic development on poverty reduction. It is probably bad for aggregate economic growth, especially when associated with unequal access to credit and education, and with social tensions…For all these reasons Latin American countries must make an effort to break with their long history of inequality (de Ferranti et al 2004: 1; emphasis added).

The publication is optimistic that the suggested imperative can be accomplished (reducing inequality), and a number of specifications are made: ‘First and foremost there is a need to reduce inequality in access to productive assets. Equalizing access to quality education is central because its influence on economic opportunities, social status, and political influence…Second there is a need to make market institutions work better for everyone through deeper financial and product market, and more inclusive labor institutions that balance flexibility with protection of workers. Third the state needs to enhance its capacity to redistribute...this will imply increasing its (low) tax efforts, and, over the longer term, making taxes more progressive through effective collection of personal income and property taxes’ (de Ferranti et al 2004: 1-2).

High levels of inequality usually also means high levels of poverty or social marginalization as the World Economic Forum had it. Poverty head counts and rates are, needless to say, dependent upon definition; but this debate is not central to this paper. It is sufficient to state that measured as absolute poverty (food basket method) it varies from around 20 percent in Uruguay, Chile and Costa Rica to 75 percent in Honduras. Calculated as relative poverty (households with an equivalized income less than 60 percent of the median) it hardly varies but oscillates around 30 percent (for comparison the level in Europe is half of that of Latin America – 15 percent – with a variation from eight to 21 percent) (CEPAL 2006a: 13; EUROSTAT 2006). Yet: ‘In the last four years (2003-2006), Latin America has turned in its best performance in 25 years in economic and social terms. Progress with poverty reduction, falling unemployment, improving income distribution in several countries and a strong upswing in numbers of jobs are the main factors underlying the positive trend’ (ECLAC 2006a: 5). Whatever measure, as the World Bank report had it: these levels are unacceptably high even if for once the trend is toward less poverty. What is more important in the context of this paper is how poverty is understood, and in this respect a conceptual import from Europe can be detected when poverty is either substituted or complemented by the concept of social exclusion. So, this is what I turn to next.

A comprehensive understanding of social exclusion and the reference to human rights

The poor are socially excluded not by neglect,

but by the way more powerful actors in society

channel the access of the poor to resources.

Inequality of opportunity, rather than poverty,

becomes the major research issue

from the social exclusion perspective

(Roberts n.a. 9)

Especially within the European Union institutions, but increasingly also in Latin America exclusion has taken over as the central concept when it comes to discussing contemporary misery and deprivation. It has convincingly been argued that, indeed, poverty and exclusion are separate phenomena, and that social exclusion is strongly related to processes of discrimination (Abrahamson 1997). This applies very much to the condition prevailing in Central America when it comes to the indigenous population which is not only deprived because of unemployment and low paid jobs but very much so because they are discriminated with respect to institutions providing (conditions for) inclusion such as education, justice and land (Wood 2005). The vocabulary of exclusion has already been taken onboard e.g. in Guatemala where the European Union supports a program entitled Programa Lucha Contra Las Exclusiones De Las Mujeres en Guatemala (Fight against the exclusion of women in Guatemala) which is targeting indigenous women. So, the concept of exclusion is now incorporated in the policy and inequality vocabulary in Latin America. According to Charles Wood (2005: 299) the refocusing on social exclusion has meant ‘a growing consensus regarding the social and economic significance of human rights and citizenship, as well as racial, ethnic, and gender disparities in Latin America and the Caribbean’ (emphasis added). He summed up what he viewed as the promises of the social exclusion approach thus:

· Its emphasis on process rather than a focus on outcomes;

· Its attention to human agency, rather than a reliance on structural mechanisms that operate “without subjects;”

· Its attempt to conceptualize the offsetting and amplifying interconnections between different axes of exclusion, rather than aggregating the various domains of exclusion;

· Its promotion of targeted proposals that promote legal protections and opportunities for particular individuals and groups, rather than relying on the redemptive qualities of macroeconomic growth; and

· Its commitment to social networks and mobilization in the struggle for visibility and rights, rather [than] treating marginal groups a[s] passive victims of impersonal forces (Wood 2005: 311). 

These elements are the same as those referred to in the European context, but what is added is the reference to human rights. It is a new development to connect disadvantage and vulnerability to the obligations towards human rights. But, as shown below, UN institutions are currently thinking that social exclusion is a central human rights concern because it is a violation of human dignity and freedoms. For example the UN’s Office of the high Commissioner for Human Rights has developed a conceptual framework for discussing poverty reduction strategies from a human rights perspective (OHCHR 2004). Within this framework the term poverty is used, but it is conceptualized exactly the way social exclusion has been conceptualized. So even when the old concept of poverty is maintained, it is understood in terms of processes of social exclusion.


Some of the issues which have plagued Latin America in general and Central America in particular, such as corruption, violence and armed conflicts are also associated with inequality and social exclusion. As examples two scandals involving social security instutions in Central America are illustrative. One are the scandals surrounding the ten of millions of dollars embezzled by high-ranking officials from the Guatemalan Social Security Institute – the former director is currently serving a 15 year jail sentence –, another concerns the former president of Costa Rica, Rafael Angel Calderón, who at the time of the interview was held in the La Reforma Penitentiary, charged with accepting a kickback of 440.500 dollars as payment for having arranged a 39 million worth of medical equipment for the Costa Rican social security authority. He was later released and his case is pending at time of writing (June 2007). Commenting these cases the director of Probidad (an anti- corruption NGO based in El Salvador) Jaime López explained: ‘It has been demonstrated that corruption in Central America affects the right to health and education among other basic rights and therefore contributes to fostering social exclusion…[because] corruption disrupts the laws of the market’… (López quoted in Mora 2004: 1). It is interesting to note that an anti-corruption NGO holds the view that free trade, abiding to the laws of the market, is one way of fighting corruption, and that corruption is seen a violation of rights and fostering social exclusion.


In the United Nations Report on the World Social Situation: The Inequality Predicament it is stated that ‘democracy and the rule of law are essential for the elimination of institutionalized inequalities that have prevented the successful integration of marginalized groups into society,’ and it is further mentioned that ‘violence is more common where inequalities are greater, and trends suggest that growing up in poverty often leads to social exclusion [sic!], which can contribute to crime, [and]…the likelihood of armed conflict is also greater under such adverse social conditions’ (UN 2005: 4, 6).


Democracy and to some extent rule of law have been restored to Central America after the end of the armed conflicts, but corruption and violence are still major problems in the region (for estimates of the magnitude of corruption, see Transparency International 2006). It is the understanding that these issues can only be dealt with by strengthening social rights. Which we shall turn to now.

Identifying the Solution: Sustainable Development Including Social Inclusion via Enhanced Social Citizenship

Some years ago sustainable development meant environmentally sound behavior; now it also includes socially sound behavior. Thus, the fight against social exclusion has been incorporated into the concept of sustainable development by many international organizations. This can be illustrated by the Inter-American Development Bank which in its latest Sustainability Review wrote  

For the IDB, sustainability means promoting development that is equitable and sustainable, both socially and environmentally. It is a concept that frames the Bank’s work toward economic growth and poverty reduction in Latin America and the Caribbean. We recognize that ecosystems are critical to national economies and local livelihoods, and that the inclusion of traditionally excluded groups, such as indigenous peoples, women, or those with disabilities, is fundamental to meaningful development (IDB 2007).
 

Likewise, when the newly appointed director of the World Bank, Robert Zoellick made a statement June 25th 2007 just before beginning his new job, he, among other things, said: ‘The world has changed enormously since the creation of the Bank some 60 years ago. This accomplished institution of development, reconstruction, and finance not only needs to adapt: It must lead the way to achieving sustainable globalization, founded upon inclusive growth, opportunity, and respect for personal dignity’.
So, when sustainable development is promoted it also, at least on paper, means trying to include the excluded. Actually, most international organizations refer to sustainable development as three-fold, as it is the case within the United Nations: ‘Sustainable development has three pillars—economic development, social development, and environmental protection’ (UN 2002). A similar understanding is expressed by the International Monetary Fund: ‘The achievement of sustainable development — combining economic development, social development, and environmental protection — is a key challenge facing the international community’ (IMF 2002: v).
Similarly, in a document from the Organization for Economic Cooperation and Development (OECD) we learn that sustainable development entails

…balancing the economic, social, and environmental objectives of society… integrating them wherever possible through mutually supportive policies and practices and making trade-offs where (this) is not possible. This includes, in particular, taking into account the impact of present decisions on the options of future generations (OECD 2001).

And the OECD is echoed by the President of the European Commission, Barrosso when he wrote: ‘The European way of doing things is well suited to the challenges of the 21st century. The combination of market dynamism, social cohesion and environmental responsibility is a unique mix. Unlocking its potential is the surest path to growth and jobs in Europe’ (Barroso 2006: 4).

In connection with the twenty-eighth session of ECLAC which took place in Mexico City in April 2000 the secretariat had prepared a document entitled Equity, Development and Citizenship, which provides a comprehensive view of the institution's thinking concerning the development challenges facing the region in the world of today. In it we find the following formulation: ‘This integral concept of development entails more than simply the complementarity of social, economic, environmental and democratic governance policies, on the one hand, and of human capital, social well-being, sustainable development and citizenship, on the other. In fact, it should be viewed as embodying the core meaning of development’ (ECLAC 2000). One heading from the publication (abridged version) makes it quite clear what this understanding hinges on: ‘the ethical frame of reference: human rights and equity’ (ECLAC 2001: 18).
What has happened is that the commitment to human rights has begun to include social rights. The position of ECLAC was further underlined in a publication from 2006 entitled Shaping the Future of Social Protection: Access, Financing and Solidarity. Here we can read that ‘the starting point for this study is the principle that a rights-based approach should be used in framing public policy. The civil, political, social and cultural rights enshrined in binding national and international agreements should form the normative framework for development…social protection is not simply something that society or governments achieve: it is an imperative which citizens have a right to demand’ (ECLAC 2006: 14). Furthermore

The position of being poor or excluded is, above all, a lack of citizenship or of the preconditions for citizenship associated with the denial of social rights and the right to participate. In this context, being socially protected is the consequence of a basic right to belong to society, the right to participate and inclusion. Based on this fundamental notion of belonging, citizens’ rights are understood as the ability to enjoy a standard of living that is in keeping with the average levels of progress and well-being within a society. Social citizenship, in the sense of belonging to a community, means that deliberate state action can be taken to rein in the economic inequalities that, beyond a certain point, prevent many members of society from truly belonging to it (ECLAC 2006:18).

The document stresses the importance of the principle of universality, but makes a strong point of stating that targeting of provisions is not in opposition to universalism. This might reflect that the most recent social policy innovations and initiatives exactly are much targeted programs toward children’s’ school attendance etc. (See e.g. two of the papers for this conference Draibe and Riesco 2007; Moreno 2007).


ECLAC is quite elaborate and comprehensive when specifying what the exercise of rights demands:

The exercise of economic, social and cultural rights calls for progress in the areas of social policy, tax structure, the targeting and scale of public social spending, the regulation of capital and labor, policies for promoting the formation and maintenance of human capital and the effects in terms of redistribution and increased opportunities, mitigation of social costs through the use of countercyclical policies to dampen economic volatility, efficiency in policy management in order to optimize the effect of programs and policies that target disadvantaged groups, family welfare policies (including childcare and elder care) that facilitate women’s entry into the labor market, limits on financial predation and speculation, and strong anti-discrimination policies designed to reverse inequalities based on ascriptive traits (ECLAC 2006: 20).

The document refers to earlier proposals for a social covenant or contract regarding social cohesion which included insurance coverage for unemployed, disability, old age and death, and access to health care, and it goes on to stress that such a social covenant must be based on the principles of universality, solidarity and efficiency (ECLAC 2006: 37). It then sums up that a covenant must seek to reflect a consensus regarding the following elements:

· A minimum threshold of social protection to which all members of society are to have access simply by virtue of their citizenhood.

· The rate at which this basic minimum is to be increased, together with the sequencing and progressiveness of the steps taken to do so.

· Tangible manifestations of solidarity.

· State-enforced regulatory procedures to guarantee the effective use of solidarity-based mechanisms.

· A progressive social expenditure and taxation system that clearly defines the intended use of any increases in spending or taxes, which should be directed toward social investments that will clearly benefit the most vulnerable groups.

· Agreed standards in relation to the social impact of funding increases.

(ECLAC 2006: 40.)

ECLAC is a UN organization and is, or seems, informed by the human rights approach to social protection.


The same is true for another UN organization, the ILO which at its 89th session of the International Labor Conference in June 2001 formulated 21 conclusions concerning social security. These are taken further in a document from 2006 entitled Social Security for All: Investing in Global Social and Economic Development.  It starts out by stressing that social security has been a core element of ILO’s mandate since its beginning in 1919, but it also mentions the 26th session in Philadelphia in 1944 where the need to provide an adequate level of social protection was enshrined in the declaration. Since then the ‘notion of social security as a basic human right has gained wide acceptance’ it is stated (ILO 2006: 1). The document does not recommend one single model of social security to fit all countries and eras, but it states that a vital role for social protection is to provide income security in the event of such contingencies as old age, sickness, invalidity, maternity and unemployment, and the provision of appropriate medical care for all. Regarding developing countries the major problem is considered the coverage of those working in the informal economy.


The following guiding principles for ILO’s work in social security are given (ILO 2006: 3):

· Coverage should be universal and benefits adequate

· The state bears the ultimate and general responsibility of guaranteeing a framework of good governance and the assurance that benefits will be paid as and when due

· Social security should be organized on the basis of social solidarity between, inter alia, men and women, different generations, those in and out of work, and the rich and poor

· Social security systems must be sustainable

· The rule of law must prevail at both the national and international levels

However, the main problem is that more than half of the world’s population is excluded from any type of statutory social security protection ILO found according to Townsend (2007: 36).


The ILO which understands itself as ‘the UN specialized agency which seeks the promotion of social justice and internationally recognized human and labor rights’ uses very directly the human rights perspective to argue for social protection, as do other UN organizations. The following example is illustrative. One of the headings of the before mentioned document reads: ‘Social security is a basic human right!’ (ILO 2006: 5). And organizations such as ECLAC, OHCHR, UNDP, WHO etc. all have rather elaborate suggestions to enhancing social citizenship rights. However, they are also well aware that social protection must be financed; that the necessary resources must be provided. The international organizations dealing with that aspect in more detail are some of those promoting social and economic sustainable development as briefly mentioned above. This is what I turn to now.

Is Free Trade Part of the Problem or Part of the Solution? The Case of Central America

Even if we are beyond the neo-liberal version of the Washington Consensus free trade is one of the original recommendations still being held high. Free trade is seen by many organizations as a way to increase economic growth and thereby provide the means for reducing poverty. And, presumably, governments across the globe have listened to this advice. At least it is a fact that the last decade has seen an unprecedented increase in regional institutionalization of trade. In 1996 there existed 60 regional trade agreements; in 2005 they had increased to 170, and another 142 have been notified to the WTO (Crawford and Fiorentino, 2005: 2). Central America is no exception to this pattern. In 2004 the heads of states of Central America and the USA signed the Central American Free Trade Agreement (CAFTA-DR) in the Organization of American States in Washington DC. It has been ratified by all parties except Costa Rica and has been in force for a little more than a year (depending on country).

Thus, one of the more tangible advices and recommendations from international organizations to Central America has been the creation of the free trade agreement. Below I shall discuss these advices, recommendations and considerations given with respect to CAFTA-DR in a social citizenship perspective.

International Monetary Fund

Two senior analysts with the International Monetary Fund put together a volume on global integration and regional cooperation in Central America in 2005 (Rodlauer and Schipke 2005) in which they try to predict the consequences of CAFTA-DR and give some advice in this respect. One central suggestion is that of fiscal reform, i.e. the need to strengthen countries’ tax effort, reduce budget rigidities, and improve budgets so that they better reflect the priorities in infrastructure, human capital and support for the poor. They also point to the need for strengthening the rule of law, and they support the effort to increase transparency and fighting corruption which they find governments already are trying to improve; but they also state that

For the growth and stability benefits of CAFTA-DR to materialize, however, the agreement needs to be supported by reforms to strengthen key institutions such as regulatory bodies, dispute resolution and property rights, and labor market flexibility…The growing regional trade integration heightens the need for greater cooperation on tax policy and administration – in particular to avoid a ‘race to the bottom’ among countries trying to compete for foreign direct investment through additional tax incentives (Rodlauer and Schipke 2005: 5).

It is speculated that the GDP of the Central American countries could increase by as much as 1,5 percent as a result of the agreement; it could have a positive effect on productivity growth and institutional quality, and it could reduce the adverse effects of macroeconomic instability (volatility) on economic growth; but ‘the degree to which CAFTA-DR will lead to strong growth and improve the long-run growth potential of the region will depend critically on supporting policies’ (Rodlauer and Schipke 2005: 19-21). It is suggested that the agreement should be used to accelerate reforms within the areas mentioned above. It is furthermore suggested that ‘complementary policies should be in place to maximize the effects of CAFTA-DR for the poor. In particular, policies are needed to strengthen social safety nets and help poorer households take advantage of the benefits of CAFTA-DR’ (Rodlauer and Schipke 2005: 23). 


In another paper the fund takes stock of what it labels expenditure issues and governance in Central America and one of the conclusions is that the ‘high and rising level of inequality is an impediment to pro-poor growth and call for reforms in several areas including the composition and level of spending, the quality of education and health, the design and implementation of safety-nets, and reforms in the areas of governance and transparency.’ The paper ends with the following formulation: ‘Governments should concentrate on improving the effectiveness of public spending and reducing corruption, as these are critical for increasing the effectiveness public spending and social safety nets, and can lead to improvements in quality and distribution of human capital, promoting higher levels of pro-poor growth’ (Corbacho and Davoodi 2002: 25-26).

World Bank
A central factor in determining

the future of Central America

will be the ratification and

implementation of DR-CAFTA

(World Bank 2005: 1)

Parallel to the document discussed by the IMF above the WB also put out an analysis of opportunities and challenges associated with CAFTA-DR,
 and it concludes, not surprisingly, that the free trade agreement is likely to improve growth levels for the Central American countries and DR, because of the expected positive effects on trade and investment levels. But the report also stresses that the magnitude of benefits depends critically on the ability of the countries to pursue a complementary policy agenda regarding trade facilitation, institutional and regulatory reforms, and innovation and education. Time and again the report mentions the inadequate progress in improving education and governance. The latter refers among other things to corruption. In general, ‘…the treaty should strengthen commitments to upgrade enforcement levels of domestic legislation. This represents significant challenges in areas like labor, environment and intellectual property rights, which will require decisive efforts and resources to modernize and boost the capacity of public agencies’ (World Bank 2005:5; emphasis added). The indirect reference to sustainable development is clear from this quote.


Based on its econometric analyses The World Bank report is not overly optimistic regarding the impact of the agreement on inequality and poverty. Only a very small positive effect is calculated for poverty reduction in Nicaragua in general, and a negative effect for the rural poor is foreseen; and it is stated that ‘DR-CAFTA might not be enough to reduce poverty’ (World Bank 2005:6). Nevertheless, the majority of households are viewed as winners when the anticipated price changes regarding ‘sensitive’ agricultural commodities occur, simply because the majority is net consumers and not producers of them. Hence, calculations indicate that 90 percent of Nicaraguan households, 84 percent of Guatemalan households and 68 percent of Salvadoran households can be expected to gain from the DR-CAFTA related price changes, while only 9 percent of Nicaraguan, 16 percent of Guatemalan and 5 percent of Salvadoran households could be experiencing welfare losses. In this case the report suggests that policy makers consider 

(i) ‘decoupled’ income support payments to farmers of sensitive crops (e.g. as in Mexico’s Procampo program), (ii) technical assistance programs to farmers of sensitive crops, (iii) conditional cash transfers to rural families effective only as poor families make investments in their children’s education, health and nutrition, and (iv) provision of public goods…targeted to households and/or regions that are expected to be particularly affected by DR-CAFTA (World Bank 2005: 8-9).

 
Further, and again parallel to the advice given by IMF, the report insists that the fiscal losses created by CAFTA-DR (which stems from the reduction/elimination of tariffs) be compensated ‘in  all Central American countries to avoid further deterioration of public finances…A more comprehensive response to DR-CAFTA requires efforts to raise revenues above and beyond fiscal losses, as some of the key measures needed to optimize its effect require increases in public investments’ (World Bank 2005: 9-10). Part of the gains could be accomplished by strengthening the institutional capacity of tax collection agencies and by doing away with exonerations from VAT and income tax. 


A number of detailed studies of poverty and social impact analysis of CAFTA have also been carried out by the World Bank in El Salvador (Marques 2005), Guatemala (Pörtner 2003) and Nicaragua (Monge, Castro and Saavedra 2004), and they all recommend that the governments develop and implement an effective social protection strategy for the most vulnerable groups, and that they strengthen labor and environment frameworks, and improve the security situation (see, e.g. Marques 2005: 23).

Organization of American States

The Organization of American States has a trade unit which publishes analyses on trade and development in the Americas. Among such publications are one authored by the Costa Rican ambassador for trade, Annabel Gonzáles, who negotiated the agreement. She writes about the application of CAFTA and states that ‘there will now be a new dimension to integration among the countries of the region. This is the case of intellectual property rights, as well as labor and environment’ (Gonzáles 200X: 33; emphasis added). Again we see the sustainable development vocabulary in use. Further, it is speculated that CAFTA will influence governance issues:

Together with the greater transparency that the DR-CAFTA brings (and the effect this will have in strengthening the rule of law in each country of the region), the foregoing will have a major impact in terms of promoting new productive investment originating in Central America, the United States and other countries in terms of production patterns and trade flows within the region (Gonzáles 200X: 33).

In another paper the staff of the Trade Unit has felt compelled to address the criticism of free trade agreements generally voiced by civil societal organizations (to this issue, see Abrahamson 2007b). They have produced a document entitled ‘Trade Issues of Concern to Civil Society’ (OTGC/Trade Unit Staff 200Y). Of particular interest in connection with the issues discussed in this section we find an echoing of earlier stated formulations that the agreement introduces new rules regarding labor, environment, and government procurement (OTGC/Trade Unit Staff 200Y: 58). It goes a bit further, however, when it is stated that ‘all countries can benefit from increased trade liberalization, and it is an accepted truth that smaller countries can benefit more than do larger countries’ (OTGC/Trade Unit Staff 200Y: 60).  This is a comment to the NGO’s criticism of the asymmetry involved in an agreement between small states of Central America and the Caribbean and a big state like the US. The document also acknowledges that there might be losers in connection with free trade, and it suggests that e.g. social safety nets can cushion the effects of unemployment, and it goes on saying that:

Although trade agreements can have positive effects on the poor, it is not an automatic solution to poverty. Country governments must develop and strengthen domestic policies to increase opportunities for the poor. This means reducing inequality, developing human capital and increasing opportunities and access for the poor so that they can be integrated into the economy and global trading system (OTGC/Trade Unit Staff 200Y: 62). 


Concerning inequality which the staff does not see being exacerbated by free trade they write that ‘The solution is not to restrain trade liberalization, but to develop global and domestic policies that are more inclusive so that the poor can benefit more from trade liberalization and growth’ (OTGC/Trade Unit Staff 200Y: 62). 


The director of the Trade Unit of the OAS, José Salazar-Xirinach, published an article in 2002 explaining the proliferation of sub-regional trade agreements in the Americas. In it he points to what he considers the most important analytical political issues. Like many others he points out that what has become known as the second generation free trade agreements, as for instance CAFTA, have moved beyond the standard WTO agreements and into such areas as environment and labor standard (Salazar-Xirinach  2002: 5). Along the way he also comments on the so-called Washington consensus, without using that phrase, when writing: ‘As the 1980s unfolded, country after country, often under pressure from International Financial Institutions, but also actively led by a new generation of local political leaders, adopted a new vision of economic policy based on market forces, international competition and a more limited role for the state in economic affairs’ (Salazar-Xirinach 2002: 1). However, he seems to indicate that the era characterized by the second generation trade agreements have, to some extent moved beyond the above characteristic of economic policy. Anywhichway, he comments that what characterizes this new regionalism is that it typically involves small countries linking up with larger ones; and he continues that the new regionalism does not have an exclusively economic rationale, it also has a political and strategic one:

In Central America, some intellectuals and political leaders have tried to stear the process beyond economic integration and toward a more political project. Although this has not happened, the force of this tradition is one of the reasons why the region has a relatively heavy infrastructure of integration institutions including a Parliament and a Central American Court of Justice (Salazar-Xirinach 2002: 3). 

Salaxar-Xirinach views the whole process of establishing trade agreements in the region as reflections of an agenda including ‘areas that go from the protection of democracy and human rights to the fight against corruption and drug trafficking, and from hemispheric infrastructure to sustainable development and labor issues’ (Salazar-Xirinach 2002: 3).

Conclusion

The debate over linking trade and workers rights

 is often a dialogue of the deaf,

 with advocates on either side paying little attention

 to the scope for positive synergies between

labor standards, development, and globalization

(Elliot 2004: 1)

Similar diagnoses are made by the different international organizations when it comes to the situation in Latin America in general and in Central America in particular: there exist unacceptably high levels of inequality and poverty caused, in part by discrimination and uneven access to resources such as education and other public services and land. The extreme inequality also feeds: corruption, violence, crime and social exclusion. The problem of dualism is, furthermore, identified as a double one: the existence of a large informal sector means on the one hand side a) no social protection for those working there; and b) on the other hand no possibility of taxing the economic activities taking place there. Hence poverty and social exclusion are viewed as a violation of human rights and implementation rather than violation of political, social, cultural and economic rights are what are needed.


The organizations are obliged to the promotion of human rights and from this follow an obligation toward poverty reduction – ideally: poverty eradication – and the three-dimensional sustainable development. Social development means a fight against social exclusion and discrimination and supporting institutions of social inclusion.

 
Among the suggested remedies are more and better fiscal policies in order to increase public budgets so that more social protection, infra structure, education and governance can be financed. A better public performance is viewed as a prerequisite for fighting the evils associated with corruption, violence, crime etc. In short: the sustainable economic growth promised by free trade has to go hand in hand with a strengthening and expansion of the public sector, particularly in areas of direct effect on social citizenship.


Relatively detailed and comprehensive measures of social rights are suggested based on the principles of solidarity, universality and efficiency. All international organizations included in the above survey have unanimously advocated more not less government; more not less social citizenship rights. Judging from rhetoric we are, indeed, beyond the Washington Consensus. There is, however a long way to go from these ideal expectations and to the reality of half of the earth’s population without any social security coverage.
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�  Paper prepared for presentation to the ISA RC 19 annual conference, University of Florence, Italy, 6-8 September 2007.


� The formulation below from the Organization of American States does not talk about sustainable development, but holds some of the same promises: ‘The General Assembly of the Organization of American states (OAS) during its most recent session, held in June 2006 in Santo Domingo, approved a new Strategic Plan for Partnership for Integral Development 2006-2009, which will guide OAS actions in this area. Its principal goal is to support member states in their efforts to reduce poverty and inequity, to provide equality of opportunities and to eradicate extreme poverty, through building human capacity and strengthening institutions’ (OAS 2007).


� The report was later expanded and developed into a book published in 2006, see 
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