
Over a year ag(), the Itepublicans torrk ovt,r the legislature as most American
I"*u"*r;'":tii^1".Te An anti-Ref"uli."" backrash h", ,i;;" ensued, as theoncemorewoken"li1[:llll:?T.]:1ffi ftiltH:i*ffi::i,#ffifHeluidius too has takln a '"p.ur".,Gtiue turn: this issue presents the readers with arti-*:il#.f:i;.'ff :ffi'I***:m:;ffi ;'i;ilJilffi ;genera,,y,bu,

In this issue of Helaiditts *rit".J r"-.u" 
iT 

,l*1, issues of. finance arisingout of the RLpublican 
":tr. Jlu i.pri."ii"" ,f cuts to foreign aid, and, even closer tohome, of student financial aid are ;;il;i""d evaluated.

,no ,*,"tli Y:;n:,:!^111":"'.":,t" 
;;il;; has arigi-tJiite.est in women,s issues.therore.r-_.-"""1i"",i'f:Hiil,il"'.",H:X:;:[::X,I"U:,,"#T,'A,F"

;f;:lr?.Xffi"articles 
while thev co;i;r;'"" perceprions arso challenge several

The fiftieth anniversary of the United Nationsfras passed us by rather quiet_ly' sadly this issue reflecrs ,rr" rjt*"i""i"i"iir,o*"ros the uN: no one has cared towrite about the UN 
:ilrl:gjr 

ut.'tra"y.'a'irr:rr,q away from internationar issuesand foras and towards domestic irr,r", ,1"_rio bu tie ,"irr""l .i,i" a"y.Heladius has continued with it l"i'r"rri"r" section. our articles this issuewill particularly interest students f""Iirri *i" r"_ schools.There have baroundHetaidius,,;;;lr':ffi :l",llil?*H,tff :ilH,lf:ii?i*:*H,:,#:apologize to a' those *to"""p."rr"J 
"r".".*,a, bid-ius nas-ch;;;;, Iook, goingfrom the magazine format to i more;o.r..,ur--r-ir.",rg?r. w" hope tiat this goes downweI with you. In addition to the tra'diirotr)l'uaorauoarticles of substantiar lengthand in-depth research we have *"1";;;.ok_reviews and_op_eds: we hope thisyji;::$lliil*:j: 

:llj::1r"fi 
il;"sh ;anner, but rather add perspective to

! :^_- 
The primaries for party candidates ations are not ihat far away too. will the backlS -t"i"8.:.P' 

The presidential elec-pres i d en t Crinton r "t" o',." ro, u,,ot-i", *,;: * Ti iTJH":ix"T# ?LT:' ;iHover by the Repubrican ? The us r,"r 
""-r"iu?a o..fr; ff;":dr"t w'l become

::ii::TJixpect 
to read insightrui;#;;these and other important events in

Mohammad A. eayyum

Helvidius

i:!T:i:11.?y"#l ffiH ;',T[;l*:?tt*r mind, and sraunch uduo.u"v or repub-
vespasian, both of *h.,-,i n,.,.u-, r,* 

:ct.conflict with the emperors Nero andvespas i an, both o f whom bani sheir,r '". ri.i"r ii "l: ##::T:i ;ffli:??il::".,:1speech, as well as his opposition to dynartic su..;;;;"", evenrually led to his execurron. Thusne rs remembered as the first martyr for free speech.
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President Clinton versus Prime Minister Peel:
the Obsession with Reciprocity

By_Egdi$ tr!39'3ti

Bhagaati suggests tlat tlv Clinton administration abanilon its "obsession rpith
rtciprocity " and proceed unihterally to reiluce trade bariers.

In 1844 Prime Minister Robert Peel, speaking in the Parliament for a British
policy of unilateral free trade, had argued eloquently: "I trust the Government... will
not resume the policy which they and we have found most inconvenient namely, the
haggling with foreign countries about reciprocal concessions, instead of taking that
independent course which believe to be conducive to our own interests. [,et us trust
to the influence of public opinion in other countries - let us trust that our example,
with the proof of practical benefits we derive from it, will at no remote period insure
the adoption of the principles on which we have acted."

As US hade policy founders on the shoals of reciprocity, crippling the post-
war leadership of that great nation of the world trading system, "the proof of piacti-
cal benefits" from her "first mover's advantage" in unilateral deregulation and open-
ness in modem sector in modem sectors such as finance and telecommunications is
indeed beginning to move other nations to follow the US course. President Clinton
needs to ponder Prime Minister Peel's words, abandon the counsel of his current
advisors, and change course.

Indeed, except when it aggressively seeks unrequited trade concessions
from others under threats of sanctions, United states trade policy has now become a
prisoner of the doctrine of reciprocitp where no trade concession is made unless
matched by other nation's and access to one's market must be equal to that offered
by others.

This was manifest in the withdrawal of the United states from the wro
Pact on banking and financial services over a month ago because there were "insuffi-
cient" reciprocal concessions by other countries and it wished to discriminate against
these nations. Remarkably, leadership on the issue was seized by sir Leon Brittan
and the European Union; their efforts rescued the pact until 1997 with its non-dis-
criminatory MFN feature intact.

The same exaggerated concern with reciprocity, reflecting the assertion that
the Japanese markets are closed to the US whereas the US markets are open, has
prompted |apan-baiting Section 30L tactics with demands for instant gratifiiation in
the form of managed-trade targets such as on purchases of parts. It led to the thinly-
disguised debacle at Geneva in the us-Iapan car dispute. By threatening Japan wiih
punitive tariffs which were bound and whose imposition would thus be manifestly
wro-illegal, and by demanding that fapanese firms in the us buy more US-made
parts when in fact the TRIM agreement at the WTO forbids such domestic-content
pressures/ the United States wound up with the predictable outcome where the
Japanese govemment faced down these tactics and demands almost contemptuously.



The United States did, rrot merely krse face; it also lost t lrc res;rect of tht, worlt1 com_munity as a trade leader, mindfui of rules u.d ."rp".tfri ; il;,1;;.atirm.But even as this obsession or tne ctinton administrali"^ *irt reciprocitycarried well beyond 
llir l:3y,,."0 

fy tf,u fofiti"al necessity which dictates sonoc ele_ment of reciprocity t:,::"^t::ot" *rtl" gJ";nments *ork o., the twin assumptionsthat trade is good but imports are bad, elonomists have come to recog.nize that peel,sassertion of the virtues of unilateralism i, 
"omi.rg 

into its o*rr. 
a ̂ --",

Thus, for some years now, many inwarilookirrjJ"rufopi.,g countries, hav_ing leamf from the example of the succe's. oi,rr" outward oriented economies of theFar East, have been opting for "autonomo*,, trad" liberalizations outside of reci_procity framework of the CetT negotiations.
Then again' cross-country studies of manufacturing firms by McKinsey &Company's Globll Institute, as reclntly .upor*a uy *,e 

"co.,Bmist 

-riu.ti., 
Bairy andHans Gersbach in the Brookings paper irilii'n"".;";ir;;;i;;.rio.,r, *,ut vigo._ous competition in open mariets is a surefire recipe for the adoption of best_practiceproductiqgm:r|=|r r1",, wiU make firms truly competitive.

rn rne financiar sector as we', the openness and flexibirity of London andNew York' maintained-regu.at"rr.or r""tp;ly to date, has crearly enabled them toattain and retain the status as world class financial centers. By conirast, the excessiveand counterproductive regulations .r i"tf. rr""e now created the serious prospectof Tokyo's loss of businerr=to th" *or" a"rlg,rlated Singapore.For these reasons, and not b".urr"?J go1 pressures, one now detects consid-erable nervousness and. desire r". a"."g..iltio. u.ra freeing of protected markets inJapan and' for that matter,.in Europe l"J 
"ir"-r,"re..one may be abre to protectone's own market, O"i:l:l* *f,"i tn" e"r.peans call ,,national 

champrons,,. Butthese champions w'r nry" 
fy"t muscres; they willnot b" rbil;;;;;"te against thelean and mean firms of the'Uniied i*"i", *niJr. is ahead 

"r,n" ""*" 
t openness andderegulation. This recognition is no* murrifest in Japan,s famed Ministry of rradeand Industry where visi'iors, including 

"ryr"ii, 
r..""" .ur"*J-ii"t ora*,yr" concernswith industry policy have. now been ipr"."J *i*, concerns ," 

""rr." 
industry,s for_ergn competitiveness bv deregulation that wourd match that ,r ir," ui. wh ire gaiatat(foreign pressure) exeried thlugh goi ,r"ii.J'n"s failed miserably in recent years,evidently the gaiatat of external eiampre rri"grr,t rrrg to work well instead !Unfortunately the infatuation with r3"ipro"ity that grew to gargantuan sizein the late 1980s will not 

$sappear 
e"rlfy. O""f*ism, the "ar_r*r"f*a 

giant syn_drome" as I called it then,.has partly prompted it, just as it had *h";;""y similarlyurged reciprocitv on uniraterarisi 
'sri"lr 

., the end of the rsih .".,t.rry *n"nGermany und the'us emerged as rivals. rori.rnatety Decrinism has disappeared withAmerica's economic tumar6und u"a yupu"f u"J.o*i" difficulties.But there is also.the insidiousiegacy 
"r 

u*r.".""^,#'iia p.or"rrionar eco_nomic theorizing of the time. Thu u_u;;;A;thatJapan'sk;J";'-.,r"tr"'*ui,tilt#:f ilt";;"r:ffrtH,T."ii:1,"i:'fi :ers, the Japanese firms are assumed to eam sizable monopoly profits which then areused to compete their riva.rs into bankruf"r;"" lending force to our demands forreciprocal access' The problem wi*r tttis'.Jnt".,tion i, simply that it has no factualbasis. Serious analvsts ;i::::!, -.rr"ir."l"panese indusrries are fiercely competi_tive; besides, theiriates ot return are generally low and below ours.But the professionar theorizi-ng i" f;;;; of reciprocal access is more serious.
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l l  ro r r r t ' s  f ro rn  rny  b r i l l i an t  MIT  s tu t len t ,  I ' u r . r l  Krugman,  who fo rmal ized  the  S i l i con
\ ' ,r l l t ,y cntreprerreurs' reciprocitarian complaints. In essence they argued that, with
t lrr.rr own mirrkets ckrsed while the US markets were open, theJapanese f irms had
trvo rnlrkets (and hence larger production) while the US firms had one. So, Japanese
Ir lrrrs would have lower costs, ref lect ing the higher production levels because of
l r ' , r rn ing  by  "do ing" .

Whatever the model's merits at the time, it can be seen now as ludicrous as
rts assumptions. Learning depends critically on the environment. A policy of open-
n('ss and deregulation, especially in modern industries such as present-day finance
,r ntl telecommunications, leads to the leaming and efficiency that build competitive-
rrt'ss. The model, and the unfortunate support it provided for hypersensitivity to reci-

lrrocity, only serve to remind us of the witticism that illogic alone can protect the
t'conomist from the unfortunate consequences of making wrong assumptions.

(A shorter op. ed. version appeared in The Financial Times on August 24, 1995. This
prece is printed with permission from the author.)
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