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who prepares the annual report once a year 
and then turns to other tasks. Rather, it must 
be the foundation on which our bilateral rela-
tionships are based. 

The cornerstone of U.S. foreign policy must 
be the promotion of American values, which 
include the protection and advancement of 
fundamental human rights of people around 
the world. The moral character and depth of 
soul of any society will be measured not by its 
military might, technological prowess, athletic 
excellence or GDP, but by the respect it ac-
cords to the inherent dignity and worth of 
every person who lives within its borders. 
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Mr. FRANK of Massachusetts. Mr. Speaker, 
one of the most disturbing trends that we have 
seen recently is that of those who would adopt 
rules abolishing any restrictions on the 
untrammelled flow of capital around the world, 
taking away from countries their sovereign 
rights to impose restrictions that serve legiti-
mate national interests. This applies both to 
direct foreign investment, and even more to 
the notion that short-term purely financial in-
vestments must be allowed under any cir-
cumstances whatsoever. As Daniel Davies 
notes in a British newspaper, the Guardian, 
while it is true that the general rule should be 
to allow cross-border purchases of companies, 
‘‘there are, quite feasibly, a lot of uncommon 
but not impossible situations in which a demo-
cratic government might want to pass a law 
about the operations of a company, and not 
want to find itself being taken to a WTO tri-
bunal for doing so.’’ He correctly says in clos-
ing, ‘‘Of course, there is not really all that 
much to be said for local ownership restric-
tions in most cases . . . But on the other 
hand, nor is it ‘protectionism.’ The case for 
capital market openness is very much weaker 
than the case for goods market openness and 
we should all resist the attempt to define down 
protectionism.’’ 

[From the Guardian, Mar. 20, 2006] 
DEFINING PROTECTIONISM DOWN 

(By Daniel Davies) 
Economic ‘‘protectionism’’ is back in the 

news with a vengeance, with France object-
ing to takeovers in the steel sector, Spain 
putting together national champion utilities 
and the USA crying blue murder over Dubai 
Ports World’s proposed acquisition of P&O. 
James Surowiecki had an article in the Sat-
urday Guardian painstakingly setting out 
the conventional wisdom on this subject (ie, 
that it’s very bad). Trouble is, this isn’t real-
ly what ‘‘protectionism’’ means. 

Basically and historically, ‘‘protec-
tionism’’ (and ‘‘mercantilism’’ and related 
terms) always used to refer to tariff policy, 
with respect to goods markets and trade be-
tween buyers and sellers. The use of the 
terms to refer to policies about capital mar-
kets and ownership of companies is a new 
one; I spotted it beginning to arise in the FT 
and Economist around the beginning of the 
1990s and have been writing Mr Angry letters 
on the subject ever since. Because capital 

markets ‘‘protectionism’’ is much less bad 
than the goods market type and might not 
even be bad at all. 

It’s easy to explain why tariffs are bad. 
They’re a tax on a particular economic ac-
tivity—trade. Because of this, they cause 
people to do things that they wouldn’t other-
wise do in order to avoid the tariff, or not to 
do things they otherwise would do because 
the cost of the tariff means it isn’t worth 
their while. There is a deadweight loss asso-
ciated with this, and empirically it turns out 
that this deadweight cost is substantial. 
That’s why tariffs are bad, and why we have 
a WTO dedicated to removing them. 

On the other hand, ownership of a company 
isn’t an economic activity at all (because 
‘‘ownership’’ isn’t an activity, it’s something 
you can do while sleeping, in a coma or even 
dead). So it is much harder to see how any 
deadweight loss can be created by placing 
taxes or other kinds of barriers on overseas 
investment in domestic companies. The very 
fact that James Surowiecki in his article has 
to appeal to ‘‘the discipline of the takeover 
market on inefficient managements’’ ought 
to raise eyebrows here. If there is one thing 
we do know about the discipline of the stock 
market, it’s that it’s a very weak force for 
good indeed, if it’s a force for good at all. 
And the empirical evidence bears this out as 
well; while the gains from goods markets 
liberalisation are big and definitely there, 
the gains from capital account liberalisation 
are small and frustratingly difficult to de-
tect, no matter what econometric techniques 
you bring to bear. 

Set against this, there are on occasion 
quite legitimate reasons why one might 
want to put curbs on the foreign ownership 
of domestic industries. Most particularly, 
you might want to be absolutely sure that 
you can govern them via domestic national 
laws. There is a lot of ill-founded paranoia 
about ‘‘multinationals’’, but it is true that a 
company with multinational operations has 
a lot more wriggle room when it comes to 
regulations it doesn’t like. Furthermore, you 
can keep a lot more control over the tax 
base, and over things like shipping records 
and accounts which are usually stored in 
head office. Even the Thatcher governments 
recognised this, which is why the govern-
ment used to have a ‘‘golden share’’ in a lot 
of privatisation companies. There are, quite 
feasibly, a lot of uncommon but not impos-
sible situations in which a democratic gov-
ernment might want to pass a law about the 
operations of a company, and not want to 
find itself being taken to a WTO tribunal for 
doing so. 

And this is what the root of the problem is, 
I think. The rise of cross-border ownership of 
companies has gone hand in hand with the 
rise of a lot of bogus WTO cases trumped up 
by multinational companies which don’t like 
the way in which they are being regulated in 
one of their countries of operation, and have 
managed to convince someone that it is a re-
straint of international trade. At about the 
time that the new usage of the word ‘‘protec-
tionism’’ was being popularised, the inter-
national civil service was trying to negotiate 
something called the Multilateral Agree-
ment on Investment (MAI). If it had been 
passed, this would have more or less guaran-
teed to foreign investors in any country that 
they would be able to carry out business in 
the same way in which they did in their own 
country. The fact that this would lead to a 
lowest-common-denominator effect pretty 
quickly was, of course, not an unintended 
consequence—this was the grand high era of 
neoliberalism, after all. However, more or 

less for this reason, the MAI was incredibly 
unpopular (particularly in the USA, where 
there are all sorts of local regulations and 
industry sweetheart deals which everyone 
wanted to preserve) and it died the death of 
a thousand committees. 

Ever since the death of the MAI, global 
civil servants at places like the EU and the 
WTO have been trying to resurrect it. 
They’ve been doing this, as far as I can see, 
by attempting to blur the distinction be-
tween goods market and capital market pro-
tection. I’ve mentioned that the WTO is 
chock full of bogus cases where regulations 
on a local subsidiary of a large company 
have been portrayed as a restraint of trade, 
but the EU is if anything worse; the office of 
Charlie McCreevy and the Single Market Di-
rectorate Generale of the EU have a really 
nasty habit of claiming that the ‘‘right of es-
tablishment’’ of the Treaty of Rome gives 
them the power to force through any cross- 
border merger in Europe in the face of gov-
ernment opposition. So the linguistic confu-
sion between ‘‘protectionism’’ in the sense of 
tariffs and ‘‘protectionism’’ in the sense of 
local ownership restrictions is not really all 
that innocent. 

Of course, there is not really all that much 
to be said for local ownership restrictions in 
most cases. If someone wants to buy shares 
in a company, the fact that he comes from 
overseas is usually not a very good reason to 
stop him. But on the other hand, nor is it 
‘‘protectionism’’. Even Adam Smith had very 
different opinions on free trade in goods mar-
kets, versus international investment. The 
case for capital market openness is very 
much weaker than the case for goods market 
openness and we should all resist the at-
tempt to define down protectionism. 
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CONGRATULATING CLIFFORD AND 
RUTH MELBERGER AS THEY RE-
CEIVE THE DISTINGUISHED COM-
MUNITY SERVICE AWARD FROM 
THE ANTI-DEFAMATION LEAGUE 

HON. PAUL E. KANJORSKI 
OF PENNSYLVANIA 

IN THE HOUSE OF REPRESENTATIVES 

Wednesday, March 29, 2006 

Mr. KANJORSKI. Mr. Speaker, I rise today 
to ask you and my esteemed colleagues in the 
House of Representatives to pay tribute to 
Clifford and Ruth Melberger, of West Pittston, 
PA. This year, the Anti Defamation League of 
Eastern Pennsylvania has selected them to be 
the recipients of the Distinguished Community 
Service Award. 

Both Ruth and Clifford have been long time 
champions of the greater Wyoming Valley, the 
community in which they were both born and 
raised. They have consistently committed 
themselves to their family, educational pro-
grams and the growth of the region for current 
and future generations. 

Since her days as an art teacher in West 
Pittston and East Pennsboro High Schools, 
Ruth has worked with many community asso-
ciations. She is presently on the board of di-
rectors of the Scranton Cultural Center, the 
West Pittston Cemetery Association, the West 
Pittston Historical Society and she has been a 
volunteer for the Meals on Wheels program for 
14 years. She is also an elder in her church. 

Ruth also served on the President’s Council 
of Wilkes University, the boards of directors of 
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