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period from about 1937 to the early 1940s; (4)
the dispersion of Institute members in the 1940s
and new directions sketched out by Adorno and
Horkheimer in Dialectic of Enlightenment; (5)
the return of the Institute to Germany and its
work in Frankfurt during the 1950s and 1960s;
(6) the development of critical theory in various
ways by Fromm, Lowenthal, Marcuse and others
who remained in the USA; (7) the continuation
of Institute projects and development of critical
theory in Germany by Jiirgen Habermas, Oskar
Negt, Alfred Schmidt and others in the 1970s
and 1980s; (8) contributions to critical cheory by
younger theorists and scholars currently active in
Europe and the USA.

In surveying the field of critical theory, one
observes a heterogeneity of theories, theorists and
projects loosely connected by commitment to
interdisciplinary social theory, and an interest in
social critique and transformation, all influenced
by the work of theorists like Adorno, Horkhei-
mer, Marcuse, Habermas or others. Critical
theorists tend to be critical of empirical and
quantitative social theory and more sympathetic
to theoretical construction, social critique and
social transformation. It continues to be an
active, though frequently marginal, tendency of
social theory and continues to influence a2 wide
range of disciplines and theorists throughout the
world.
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FREE TRADE

Free trade refers to an arrangement wherehy
international trade proceeds without tariffs o
quotas on imports, subsidies to exports, or other
types of government intervention that serve to
alter the volume or composition of trade. When
international trade takes place in the presence of
such interventions, protection is said to occur.
Arguments in favour of free trade typically derive
from Ricardo’s (1817) theory of comparative
advantage, which shows that all nations, even
those that are at an absolute disadvantage in the
production of all goods, will nevertheless benefit
from trade. This benefic takes the form of
increased world production due to specialization
in production and increased choices in the
atlocation of goods that may be consumed. More
precisely, if social welfare corresponds to the
welfare of individuals irrespective of their loca-
tion, then because free trade guarantces that no
production andfor consumption distortions are
present, a worldwide perfectly competitive equi-
librium yields a globally Parero-optimal alloca-
tion. This conclusion follows directly from the
first theorem of welfare economics, the hypoth-
escs of which are satisfied under free trade. Thus,
arguments in support of global free trade are
primarily based upon its normative properties.
Dating back to the work of Samuclson {1939,
1962), theoretical models illustrating the effi-
ciency gains that arise from free trade have
typically been static in nature. While empirical
estimates of these efficiency gains have, in a
number of instances, been non-trivial, recent
theoretical work on the links between trade and
economic growth suggest that these static esti-
mates most likely understate, perhaps signifi-
cantly, the efficiency gains that emanate from
free trade. In particular, the removal of trade
barricrs, be they tariffs or quotas, tends to
increase the volume of trade as well as the level
of international competition that producers face.

Qver time. this in turn climinates
rofits thar arc _earncd under pro
drives out ineftic_ifn.r producers
pehind the most ethcient produFer
sble 1o exploit scale econarmies
roduce at a lower pet umt cost.
A related source of. dynam‘lc ¢
occurs as increased mt‘emanon
forces domestic firms‘to innovate
raises their productivity. Tthe ir
occut in order that domes‘uc pr
Jose market share to _forcngn pt
ermain competitive with potent
cient international producers, To
grade flows capture the strengtl
sures, as Grossman and Hﬁlpman
the removal of trade barciecs, by
of trade, raises the flow of tec
ovets from one country to anol
spill-overs raisc the producnvu}
labour, it follows that trade ’h
jncrease not just an £CONOMY'S
put its rate of growth as well.
effects stemming from increas
growth of output far outweigh
from increasing the level of o
technological spill-overs represe |
new argument for the removal ¢

A third argument offered i.n
wade is one based upon polit
asmuch as the benefits of semov
are typically diffuse whereas d
so, to cerain industries say, are
wrated, the latter often play a
political process than do the £
wrade policy is beiog Eormu_lat
being advocated by special
Rather than succumb to such
argue that national welfare w
bv letting free trade scrve as
without exceptions. Whether
commuitment of this sort is pof
not obvious, however.

Despite the general stance
support of free trade, o, failir
the profession does argue one
tion may be warranted. Whe
enough that its actions can aft
for certain goods, it may b
purely nationalistic, 25 opp
welfare point of view, to impe¢
In such cascs, the imposihon
the world price of the import




e Frankfurt Schaol, Long
:Iz:z)l Theory, Marxism ;,né

i Dimensional Man, Rostan,
b 'y

be Frankfurt School, Cam.

farx’s theory of history

! arrangement whereby
:eeds without tariffs or
dies to exports, or other
‘exvention that serve to
position of trade. Whey,
Place in the presence of
sction is said to occy,
tee trade typically derjve
theory of comparative
¢ that all npations, eveq
lute disadvantage in the
will nevertheless benefir
fit takes the form of
on due to specialization
reased choices in the
nay be consumed. More
e corresponds to the
respective of their loca-
:ade guarantees that no
imption distortions are
fectly competitive equi-
Pareto-optimal alloca-
* lows directly from the
economics, the hypoth-
under free trade. Thus,
" global free trade are
101Mmative properties.
rk of Samuelson (1939,
s illustrating the effi-
from free trade have
ature. While empirical
ey gains have, in a
*en non-trivial, recent
nks between trade and
that these static esti-
state, perhaps signifi-
ns that emanate from
the removal of trade
of quotas, tends 0
e as well as the level
»n that producers face.

Over time, this in rurn eliminates the economic
proﬁts that are earned under protection and so
drives out inefficient producers while lcaving
behind the most efficient producers wha are then
able to exploit scale economies and therefore
produce at a lower per unit cost.

A rclated source of dynamic efficiency gains
occurs as increased international competition
forces domestic firms to innovate, which in tarn
raises their productivity. These innovations may
occur in order that domestic producers do not
lose market share to foreign producers and/or
remain competitive with potentially more effi-
cient international producers. To the extent that
trade flows capture the strength of these pres-
sures, as Grossman and Helpman (1991) suggest,
the removal of trade barriers, by raising the level
of trade, raises the flow of technological spill-
avers from one country to another. Since these
spill-overs raise the productivity of capital and
labour, it follows that trade liberalization will
increase not just an economy’s level of income,
but its rate of growth as well. As the welfare
effects stemming from increasing the rate of
growth of output far cutweigh those stemming
from increasing the level of output, increasing
technological spill-overs represent an important
new argument for the removal of trade barriers.

A third argument offered in support of free
trade is one based upon political realities. In-
asmuch as the benefits of removing trade barriers
are typically diffuse whereas the costs of doing
50, to certain industries say, are typically concen-
trated, the lacter often play a larger role in the
political process than do the former. If so, then
trade policy is being formulated along the line
being advocated by special interest groups.
Racher than succumb to such pressures, one can
argue that national welfare would be cnhanced
by letting free rrade serve as the nation’s policy
without exceptions. Whether or not political
commitment of this sort is possible in practice is
not obvious, however. :

Despitc the gencral stance of economists in
support of free trade, or, failing that, freer trade,
the profession does argue one case where protec-
tion may be warranted. When a nation is large
enough that its actions can affect the world price
for certain goods, it may be optimal, from a
putely nationalistic, as opposed to a global,
welfare point of view, to impose a positive tariff.
In such cases, the imposition of a tariff reduces
the world price of the import that is subject to it.
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The resulting improvement in the terms of tade,
that is the value of domestic goods in terms of
foreign goods, can sometimes be large enough at
the margin to more than offset the production
and consumption distortions associated with the
rariff, As the tariff is increased from zero say, the
marginal benefit declines while the marginal cost
rises. The ‘optimal tariff’ is such that it equates
these two values. Along a similar line, it follows
that, for export sectors, the ‘optimal subsidy’ is
in fact negative since a tax on exports raises the
world price of exports and so again causes an
improvement in the terms of trade for the
exporting country.

Although the theoretical arguments behind the
‘optimal tariff’ are clear, in practice such policies
may be quite difficult to implement. For one,
only a few countries are large enough relative to
world markets to be price setters and so be in a
position to impose such tariffs. Second, were a
country to pursue this policy, it would very likely
be subject to retaliation by other large countries
thereby triggering a so-called “tariff war'. In such
a case, Johnson (1933—4) has shown that all
participants will in fact experience a lower level
of welfare than had they chosen free trade
initially. Simply put, trade policy among nations
with market power corresponds to a prisonets’
dilemma. International co-ordination that sertdes
on free trade is the globally (and nationally)
preferred outcome.

A second argument offered for protection, but
not one that is generally accepted by economists,
is based upon the presence of market failures.
Examples of this include the so-called ‘infant
industry’ model and the existence of large and
persistent differences between urban and rural
wage rates in developing countries. In cases such
as these, for one reason or another there is a
wedge berween private and social marginal ben-
efits (or costs) in either production or factor
markets. When this occurs, the imposition of a
tariff, by raising the price of the import, also
raises domestic production of the good. If the
production increase raises the social benefits
enough to cover the loss of private producer and
consumer surpluses, then (again from a purely
nationalistic welfare point of view) the tariff may
be desitable. However, as Bhagwati (1971} and
Corden (1974} have shown, attacking an internal
market failure with trade policy is not a first-best
response since, in effect, the tariff is adding an
additional distortion beyond that due 1o the




388 FREEDOM

original macket failure. Rather, welfare can be
increased beyond this second-best solution by
correcting the marker failure at its source. For
example, if marginal social benefits exceed mar-
ginal private bencfits, then output can be in-
creased by subsidizing production. Of course, if
financing the subsidy itself is distorting, the case
against wsing tariffs is weakened. Nevertheless,
more often than not the net benefics of the direct
approach exceed those of the indirect approach.
Thus, it is preferable to adhere to free trade in
these cases as well.

Despite the arguments in favour of free trade
noted here, global free trade most certainly does
not exist. Indeed, even nations that routinely
espouse free trade frequently do not behave as
such when they perceive their national interests
are at stake, or, as often happens, even when the
benefits of free trade excced the costs since the
former are diffuse while the latter are concen-
trated and so impact the political process tv a
greater extent. In light of this, the increasing
number and size of free-trade areas {FTA), such
as the European Union (EU) and the North
American Free Trade Agreement (NAFTA), has
been viewed by some as a positive step in the
direction of global free trade. This position
reflecrs the fact that for trade between member
nations of the FTA, tariffs are set to zero.
However, because there often exist other barriers
to trade within FTAs and they do not set tariffs
to zero for trade with countries outside of the
FTA, whether they in fact itnprove the prospects
for complete world free trade is unclear. If one
views the FTA as a single economy, and if the
FTA is large enough to influence world prices (as
may be the case for both the EU and NAFTA),
then, absent co-operation between FTAs, tariff
wars could become more likely with the growth
of FTAs. If so, then the goal of global free trade
would appear to become less likely. Ultimately,
whether global free trade ever does come to pass
may well depend upon the ability of the World
Trade Organization to confront the many com-
peting interests and interest groups that comprise
it internally and lobby it externally.
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FREEDOM

Freedom in its original meaning in the ancient
Greek and Roman languages referred 1o the
status of 2 man as not being a slave [Mulgaa
1984). To be a frcc man was not to be subject 1o
a master. A reasonable cotollary of this is that
the free man is his own master He, and not
another, is in charge of his life. This twin idea
constitutes the core element in the concept of
freedom. The various disputes about the idea of
freedom in the philosophical literature arise from
a focus on one or other of these two aspects, The
first aspect is negative in form — the absence of
another’s controlling will - while the second is
positive in that it refers 1o the presence of the
person’s own active will in directing himself.
Isaiah Berlin in his famous lecture Two Concepts
of Liberty (1969) designates these two aspects as
two concepts. He admits that they are at no great
logical distance from each other but nevertheless
thinks that they lead to very different political
consequences. Negative freedom supports a hb-
eral society while positive freedom gives suste-
nance to totalitarianism. However, if we have
here not two different concepts, bur two inter-
connected aspects of the one concept, Berlin’s
claims must be rejected.

If we focus on the negative side, we cap see
that the generic idea is that of not being
constrained by the will of another Several
puzzles arise: first, is it better to describe the
constraint as operating on what a person actually
wants or on his options (Benn and Weinstein
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