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The perils of a trade-first US foreign policy OMAR SANCHEZ



The end of the Cold War, the advent of globalization, and new horizons in trade theory, all seem to point out to the need for a new American economic strategy. Indeed, for many they beg for the implementation of economism as the new US foreign policy doctrine. The managed trade policy (1993-1996) of forcibly opening foreign markets for the benefit of corporate America showed much of what is wrong with a trade-first agenda in foreign affairs: it accomplished nothing in terms of economic gain while creating dangerous spillovers into other foreign policy areas—such as political and security bilateral relationships—thus endangering the broader goals of US foreign policy. A foreign policy that puts trade at the top of the agenda is unwarranted, probably unsustainable, and ultimately counterproductive. Moreover, it is hardly the most important tool by which the economic wellbeing of most Americans can be enhanced. The return of low productivity figures and a slowing American economy may well rekindle calls for a policy of managed trade. Such calls must be rejected and the lessons of the recent past must be heeded.



Introduction New York Times columnist Thomas Friedman has observed that globalisation is the next great foreign policy debate. Many in academia and in policy-making circles would not dare gainsay such statement. Globalisation is, by many accounts, changing the world’s economic rules of the game, and this, in turn, necessitates a new American foreign economic agenda. Or so the prevalent rhetoric goes. Those ‘changed rules of the game’ have been given more credence by research conducted in the 1980s by trade economists, which under certain conditions undermine the theoretical case for free trade. Paul Krugman, one of the economists responsible for this theoretical breakthrough, speaks for his academic discipline when he says that ‘free trade has lost its innocence; it is no longer the prescription that economic theory says it is always right’. That is to say, for many industries, the economic struggle appears to be a zero-sum game in which, much as in the security realm, one nation’s gain is another’s loss. The end of the Cold War, the advent of globalisation, and new horizons in trade theory, all seem to point out to the need for a new American economic strategy. Indeed, for many, they beg for the implementation of economism as the new US foreign policy doctrine. This article will contend that a foreign policy that puts trade at the top of the agenda is unwarranted, probably unsustainable, and ultimately counterproductive. It is hardly the most important tool by which the economic well-being of most Americans can be enhanced.



To acknowledge that trade is increasingly important to the US economy is a matter of statistical reading. Where the US economy was once largely self-contained, it is now increasingly interdependent with the rest of the world. The value of combined US trade (exports plus imports) is now equal to $US8 trillion, 28 percent of the US economy. This global economy offers tremendous opportunities for American workers. Over 11 million workers in that country owe their jobs to exports. These jobs pay higher wages, on average than jobs not related to trade. Every billion dollars of exports supports 17,000 jobs. Furthermore, exports are responsible for about one-third of US GNP growth. Expanding trade, therefore, is seen as critical in the effort to create good, high-wage jobs. Although protectionist quarters may wish it to happen, the global economy will not disappear. It is important to recognise, recent US trade chiefs have remarked, that only 4 percent of the world’s population lives within US borders. Ninety-six percent of the United States’ potential consumers live outside its borders. ‘It is a zero-sum game to continue to pursue a shrinking market here in the United States by numbers. We are almost at zero population growth’ remarked former US Trade Representative Mickey Kantor (US Congress 1995, 12). It is worth quoting him at length, for the speech he delivered to the US Congress is an excellent synthesis of the trade-first school of thought: Trade has become central to our foreign policy. It used to be, of course, we used trade as a tool to advance political and strategic interests during the Cold War. It was a correct policy; it worked. What we did it for was to make sure we built the economies of Europe and Japan. In order to do that we allowed those areas to protect sanctuary markets, export into the United States virtually unfettered, build a capital base, and create industry. And then, of course, we created the tripolar economic world, wherein Europe, Japan, and the United States would compete. Now they are as strong as we are. Now we compete on an equal basis. The Cold War is over. It is time, of course, that we level the playing field. We will no longer tolerate free riders in the global trading system. (Ibid, 13).



This obsession with levelling the ‘playing field’ and insistence on reciprocity led to an erroneous trade policy during the first Clinton administration, as will be explained later. So what to make of all the above evidence? Does it not point to a new age necessitating new policies? To be sure, the share of US trade in the American Gross National Product has been increasing since World War II. It has doubled since 1960. Never before since early this century, say globalisation preachers, has trade figured so prominently in US national accounts. That is a factual statement. However, it is a long way from here to asserting trade as the key to American prosperity (let alone the need for a new foreign policy agenda). Much is also made of that fact that exports are measured to account for a full one-third of US economic growth—again, a factual statement. Today, imports account for about 14% of GNP, exports for about 13%. What Washington policymakers and lawmakers must not lose sight of, however, is that the United States remains the most autonomous economy in the world. In a more integrated world economy than ever before, about 87 percent of the goods and services consumed in the United States are produced within its borders. If there is one country in the world that would remain relatively unharmed were trade flows to stop tomorrow, that country is the United States.



The fallacy of free trade as panacea The above would seem to suggest that the future of the US workforce hinges largely on the ability to maintain an expansive export industry, and thus on opening markets abroad that now remain effectively closed. Most economists, however, would consider that a rather distorted picture of reality. A brief incursion into conventional economic theory is justified here in order to place the importance of trade to US economic well-being where it really belongs—anywhere but the top of the pile. It is pertinent here to recall what the debate about competitiveness has yielded. First, the idea that a country’s economic fortunes are largely determined by its success on world markets or on opening foreign markets is wrong; second, trade is not a zero-sum game—the US and her trading partners are all winners via the dynamics of comparative advantage. For any economy, three variables stand above all others in importance: productivity, income distribution, and unemployment. We worry about other variables insofar as they affect these three. ‘Productivity isn’t everything, but in the long run it is almost everything’ (Krugman 1997, 13). A country’s ability to improve its standard of living over time depends almost entirely on its ability to raise its output per worker. If the US economy had no foreign trade (not a bad approximation to reality, as many economists point out) the only way in which sustained, long-term growth in living standards could be achieved is by raising productivity. With the advent of trade, there are two ways, other than productivity increases, in which consumption per capita can rise: one is to import more without selling more abroad (that is, to borrow); the other is to get a better price for exports. Only the second is an option for the long term, and an improvement in the US terms of trade can only come about by improving the quality of American goods and services—an increase in productivity. In conclusion, with or without trade, what determines rising median incomes in any economy is productivity. The doubling of productivity from World War II to 1973 also doubled real incomes; the stagnation of productivity from 1973 to 1995 held real median family incomes stagnant (Rapkin 1995). If you want to ask what really matters for the economic welfare of large numbers of Americans, productivity, income distribution, and employment are probably 90 percent of the story. If you ask what motivates actual legislation and administration initiatives, however, these issues are probably less than 5 percent of the agenda (Krugman 1994, 41).



We are left with the paradoxical reality that productivity, for all its critical relevance, is not a key political issue. Even among think-tank intellectuals or academic economists the stagnant productivity observed in the US in the past has not been a fashionable topic. The bottom line is that issues revolving around productivity remain one the mysteries of economic science. Economists have not been able to settle on a convincing explanation of the post-1973 slump. Likewise, no economist can yet conclusively explain the 1995-2000 productivity increase—although theories abound. However, not all is hopeless. Students of the American economy concur in a number of prescriptions for the United States: The required macro-steps (constraining consumption, rewarding savings and



investment, reducing the federal government deficit) are relatively straightforward. The difficulty springs from the political task of putting them into place...in the comforting absence of clear and present dangers [after the end of the Cold War] there appears to be less need for uncomfortable solutions that require discipline, sacrifice, and concerted purpose (Moran 1994, 13).



This incursion into productivity and ‘getting things right at home’ aims to emphasise that which really holds the key for a brighter economic future for Americans. The future of the US economy, then, is not truly contingent on what trade deals the US brokers or what foreign markets she forcibly opens, as the overwhelming commentary on trade—be it in journals, newspapers, or TV media—would suggest. In short, trade agreements are no substitute for the macroeconomic remedies needed to improve the economy. Analysts and observers often focus upon the trade balance as the measure of US competitiveness. It is wrong. As Quinlan and Chandler (2001, 88) have written, the debate surrounding the trade deficit ignores a basic and crucial fact: US global sales are no longer captured by exports. US foreign sales in 1998 amounted to $2.4 trillion while US exports did not quite reach $1 trillion. That is, American companies do most of their business through affiliates, rather than via exporting. Furthermore, most commerce nowadays takes place within companies rather than between countries. For instance, twothirds of US imports to Mexico is trade between multinational firms and related affiliates (ibid. 96-97). All of which lead Quinlan and Chandler to conclude that, if a more rational debate about US trade policy is to take place a ‘more complex understanding of America’s economic engagement with the world is needed (97)’. The post-Cold world, analysts never tire of saying, still awaits its ‘X’ article: an agenda that sets the course of US foreign policy in the future. As a matter of fact, many have endeavoured to undertake such a task. Larry Diamond, for instance, has written that the exporting of democracy abroad should be the new policy. Anthony Lake has likewise advanced a similar conception of the US’s overarching interest: his ‘enlargement’ policy calls for the inclusion of as many countries as possible into the community of market democracies. Others see security issues as predominant still. Economist Fred Bergsten, on his part, articulates a vision for the new world that counts with a rather large mass of followers: ‘America’s national interests’, he asserts, ‘have shifted sharply in the direction of economics (1992)’. Bergsten depicts a world in which the tripolarity brought about by three equal economic superpowers (US, Japan and the EU) has replaced the two equal military superpowers and the concomitant bipolarity. ‘With the elimination of the principal threat to world peace, the priority most countries attach to economic issues will rise substantially’ (1992). From this premise, the argument is carried forward to persuade the reader that the United States would be foolhardy not to follow this trend as well. In the same vein, Jeffrey Garten argues that hitherto trade policy has been a tool of foreign policy. It is high time, he says, that the reverse comes true. The reasons he adduces for arriving at this conclusion are the following. To begin with, the health of the American economy is more closely linked to foreign markets than ever before. The country can no longer generate enough growth, jobs, profits, and savings from domestic sources. More than one-third of America’s economic growth now derives from exports. By the turn of the century, more than 16 million jobs will be supported by overseas sales. From Coca-Cola to Caterpillar, many



US companies are taking in more than 50 percent of their revenues abroad (Garten 1997, 69).



Therefore, he continues, the drowning of the fire and aggressiveness with which the first Clinton administration undertook trade negotiations is a most unwelcome development. It is imperative that they be retaken. ‘The administration needs to reach a renewed consensus about the centrality of commercial interests in foreign policy...the United States should use all its foreign policy levers to achieve commercial goals (ibid, 72)’. The first mistake Garten and others make is to suppose that it is in the US interest and that of trade liberalisation to seek multilateral and regional trade agreements in a complementary manner. This sloppy thinking has been refuted by many trade economists, including Columbia’s Jagdish Bhagwati and LSE’s Brian Hindley; Free Trade Areas (FTAs) are trade-creating and trade-distorting at the same time. They are inherently discriminatory towards third parties (those outside the FTAs) and undermine the cause of multilateral free trade. (On this basis, FTAs should be renamed Preferential Trade Agreements, says Bhagwati, so as to underscore their discriminatory nature). Furthermore, the precepts of results-oriented trade are dubious. The idea of pursuing ‘comparatively open markets’ abroad is a meaningless enterprise. Marc Levinson, economics writer for Newsweek, puts it best: Differences in countries’ laws and practices mean that no two markets can ever be made comparatively open. Even if the United States has an overall trade surplus with a country, exporters of particular products are likely to assert that the other country’s regulations and market structure prevent free competition and that the US market is more open (Levinson 1996, 4).



But more fundamentally, should foreign policy become ‘foreign policy, Inc’. indeed? An emphatic ‘no’ is the answer. There is a more basic concern: order between nations. Trade cannot be had without stability and peace. Joseph Nye has famously said that ‘security is like oxygen—you do not notice it until it is missing’. That poignant insight is ignored by economists, who take this and other variables as exogenous to their analyses, as a ‘given’. Nye counters the democracy, human rights, or human welfarecentred approaches to foreign policy with his oxygen simile. Indeed, all depend on a more basic foundation that cannot be taken for granted. As for an economic-based policy he notes that ‘political order between states is not sufficient to explain economic prosperity, but it is necessary’ (Nye 1990, 24). This is water-proof reasoning. Proclamations that trade has never been more important for our economy, or that other nations are diminishing our export potential reducing our market shares abroad via ‘unfair’ barriers to entry, powerful as they may be, have to surrender to Nye’s impeccable logic. Taken to its last consequences, this logic suggests that trade can never hope to supersede security. Predictably, Bergsten, Strange, Garten and others would counter this argument by saying that, as a matter of fact, it is reasonable to take security for granted in this postCold War world of ours. During the Cold War most US global economic initiatives were primarily motivated by security concerns, assert these analysts. In the new world order,



the reasoning follows, the opposite is true: security initiatives must be primarily motivated by economic concerns. Like-minded thinkers concede that traditional security issues such as proliferation and regional conflicts will of course remain important. Rogue countries will have to be deterred and, if necessary, repelled. Other new global issues such as the environment, migration and refugee flows, population growth, arms transfers, support for development, and others, must also be on the agenda. Let the US deal with these on the side, goes the chant. The problem, of course, lies in what a trade-first, takeno-prisoners policy would bring: the erosion of the very foundation on which commercial relations are based—a cooperative international arena. The managed trade agenda followed during Clinton’s first administration is illustrative of this point. Dangers of a trade-first policy: the example of Japan ‘We’re weak in the world’, said Clinton in the 1992 campaign debate with George Bush and Ross Perot when the subject turned to economic matters. The soon-to-be president made trade a major issue in the campaign trail. Other countries, ran the sentiment among administration officials, were getting the best of the United States. Dogma had it that US trade policy in the 1980s had failed. Laura D’Andrea Tyson, the new President’s chairman of the Council of Economic Advisors, published a book that summed up much of the sentiment of the times: the United States, the thesis ran, was being victimised by other countries’ subsidies and trade barriers and needed to fight back. Similarly, US Trade Representative Mickey Kantor called for a strategy focused on achieving not necessarily freer trade but rather ‘comparatively open markets’ in other countries. In fact, this was the strategy actually pursued during Clinton’s first administration (1993-96): ‘results-oriented’ trade. Commercial policy was measured by the success of US companies in penetrating the foreign marketplace. A review of the trade agenda pursued during the first Clinton term in office is not gratuitous. Given that rarely has trade loomed larger in the foreign policy agenda of the United States as in those years (1993-96), these serve as a litmus test by which to judge the appropriateness of economism as the agenda for US foreign policy. Indeed, the Japan-US trade relationship during the first half of the 1990s is geoeconomics in its essence. Until very recently, the leading national object of American trade policy was Japan. American frustration with the Asian economic giant reached a climax in the early 1990s. It was compounded by a fear that the Japanese were ‘taking the lead’, to paraphrase the title of Prestowitz’s book, moving to the top of the rankings of industrial economic powers by a combination of fair and foul means. The notion that Japan practises ‘adversarial trade policies’ (in the expression coined by management guru Peter Druker), gained widespread acceptance and it is still is taken as dogma by US business and government people. Once in office, the Clinton administration was quick to declare Japan a primary target of its trade and economic policy. The President publicly backed the USJapanese Semiconductor Agreement of 1986, which set the goal of a 20 percent Japanese market share for the products of foreign-owned companies. By the time Clinton made his remarks in April of 1993, this level had been reached. This agreement exemplifies as no other does the essence of what was to become official policy: distorting the workings of the price mechanism by the setting of a priori market share quotas. This new trade policy can be said to have started when Clinton’s National



Economic Council led in negotiating with Prime Minister Miyazawa a July 1993 ‘framework agreement’ which centred negotiations on particular product sectors and included a general commitment to ‘evaluating progress achieved in bilateral agreements through the use of objective criteria, either qualitative or quantitative or both as appropriate’ (Destler 1997, 20). Treasury and USTR officials were exceptionally united in pursuing a tough Japan line. Meanwhile, Japanese politicians and bureaucrats likewise joined forces in resisting the US bully behaviour and American insistence on ‘numerical targets’ which they rightly condemned as a form of ‘managed trade’. To the surprise of American officials, the Japanese won international acceptance of this label and won active support from European and East Asian governments against the US approach. Talks were resumed with the US side formally renouncing numerical targets but persisting in its emphasis on numerical indicators. In the autumn of 1994 a settlement was reached on all but the most important and contentious issue—trade in automobiles. But spring 1995 saw the two nations move to the brink of a ‘trade war’. The United States threatened multibillion-dollar sanctions against imports of Japanese luxury automobiles. Fortunately, in a desperate attempt to avoid mutually destructive retaliatory measures, both sides took their cases to the World Trade Organisation (WTO). The fading of economic conflict was a product of cyclical factors, economic and political. By 1996 security issues regained prominence. Perhaps the fundamental change was in the relative economic fortunes of the two countries. For the US, the period 199296 was one of economic resurgence. On the other hand, for Japan the 1990s have been stagnant years. (The country searches desperately for new formulas to jumpstart its economy as this is being written). Scenarios of incipient Japanese dominance are no longer credible. The ‘managed trade’ formula can be said to have been an unmitigated failure. To say the least, it is sterile and imprudent on both economic and political grounds. The concept stems from a focus on correcting bilateral imbalances. There are good economic reasons why bilateral trade imbalances should not be a primary focus of a nation’s trade diplomacy. During the time that their bilateral conflict occupied centre stage in both countries, the United States and Japan found themselves driven toward all-out economic antagonism in other areas, such as macroeconomic policy coordination. Not surprisingly, there were spillovers into politics also, making the relationship a burden for international bureaucrats and politicians in both countries. Indeed, one can say that the difficulty in coming to a consensus on security arrangements draws in no small measure from a tense environment. Unfortunately, undue preoccupation with trade imbalances occurs because large deficits command political attention. What must be acknowledged is that trade conflicts are not ‘us vs. them’ issues but inevitably involve winners and losers within both nations. Trade expert Mac Destler points to a more realistic way for both Japan and the US to look at their economic relationship: That is to see their two nations’ economic progress as a positive-sum game, with economic actors in each country making major contributions to the other. [This view]...recognises that economic conflicts will regularly emerge, and that these affect the distribution of the benefits between the two countries, but that many of these also represent particularistic interests within the two societies. Japan does not benefit if its consumers pay higher prices for a wide range of products. America would not have gained if its consumers were denied Japanese automobiles, not to mention the



improvements which quality foreign cars forced in the quality of Chrysler, Ford, and General Motors products. (Destler 1997, 27) [emphasis added].



Needless to say, America’s trade policymaking community would do well to heed the above advice in its relations with the new object of American ire in the global trading system: China. Destler also hints at a problem inherent in managed trade: the real danger that trade policy be held hostage to particular sectors (usually noncompetitive sunset industries) of the US economy. As everyone knows, the interests of these sectors, more often than not, do not coincide with those of America as a whole. Ultimately, conventional economics holds insights into why deficit-reduction as foreign-economic policy is unfeasible. ‘Trade measures can affect the volume of trade. They can influence the composition of trade. But...they will have little impact on the overall surplus or deficit of a nation’ (Destler 1995, 264). In fact, a nation’s commercial imbalances stem from an imbalance between saving and investment within its borders. This does not need to be ascertained as it is an accounting identity. There are three objections in pursuing a so-called (euphemistically) ‘active trade policy’ approach: security interests are compromised; American leadership is eroded and bilateral relationships are strained; and finally, there is little gain in way of economic welfare while other economic interests are undermined. The 1995 US-Japan auto dispute illustrates all three points. In the brawl US trade policy was stripped of any significance for broader US security and economic policy interests and focused exclusively on promoting exports and jobs in the important but limited automobile sector. For the first time in postwar history top administration officials actually suggested that this specific trade dispute, if not resolved satisfactorily, could undermine the entire US-Japan security relationship... Not only were US security interests threatened and broader economic problems such as the declining dollar exacerbated by the dispute, but also the agreement that ended the dispute yielded less in terms of quantitative results than a comparable automobile dispute when George Bush was president (Nau 1995, 1).



In short, the single-minded pursuit to capture exports and high-wage jobs for the American economy is quite simply unrewarding when a cost-benefit analysis is made. American legislation such as Section 301 and the so-called ‘Super 301’ of the Trade Act of 1974 allowing the USTR to unilaterally address ‘unreasonable’ or ‘unjustifiable’ foreign practices affecting US commerce, should be scrapped from the books. They are reminiscent of US annual drug certification process, where the United States sits as sole judge (by self-appointment) of other countries’ efforts in fighting drug cartels. Much the same can be said about extraterritorial laws that affect third parties dealing with demonised countries such as Cuba or Iran. In the eyes of much of the rest of the world, all these legislative initiatives underscore American arrogance—and in many cases contempt for international legal agreements. US leadership is eroded as a result. And so is its credibility in establishing rule-based international security and trade regimes. Multiple interests in foreign policy Ironically, the idea that trade policy should be more closely monitored in this new world



of globalisation is made because of an opposite claim: free trade is hurting tens thousands of American families in sunset manufacturing sectors because they are forced to compete with low-wage third world country workforces that are driving their wages down. The most salient example of this view is found in the old debate about NAFTA. There was an extensive debate over the prospective job impacts of NAFTA. Labour organisations claimed that the inflow of imports from, and the outflow of capital to, Mexico would eliminate hundreds of thousands of American jobs. Many supporters, on the other hand, claimed that a booming post-NAFTA Mexico would provide a market for sharply increased US exports, adding hundreds of thousands of jobs. Sufficient time has elapsed since the agreement came into effect to say comfortably that neither view has materialised. As many economists have reiterated, the whole issue of counting jobs lost or gained by joining Free (Preferential)Trade Areas is a misunderstanding of how an economy works. Such claims overlook the fact that other economic policies, especially monetary policy, will almost surely neutralise any potential net impact of NAFTA on jobs. To be sure, trade agreements can indeed create a short-term partial equilibrium of jobs. The Federal Reserve, however, will offset via the setting of interest rates the possible net effect of the FTA. The basic point is that, in the aggregate, trade liberalisation has zero impact on the number of jobs. Some view the administration’s drive to sign NAFTA as proof that a ‘foreign policy, inc.’ is feasible and lucrative. However, for the United States NAFTA is not about jobs, or even about economic efficiency and growth. It is, rather, an eminently political act. Because of the size of the American economy compared to that of Mexico (and Canada) the economic rewards in terms of efficiency gains would be minimal for the US, whereas they will be more substantial for Mexico. Clearly, NAFTA is a case where economic diplomacy is put at the disposal of political diplomacy and not vice versa. The International Labor Organisation (ILO) is keen to decry a policy geared towards free trade. Freer trade, with its concomitant expansion of the volume of exports and imports alike, says the ILO, is a policy that hurts the United States. The case against protectionism is so strong and has been laid out so often, however, that it need not be explained here. Let it suffice to say that the ILO and like-minded organisations usually represent sunset sectors that need protection because they are not competitive by world standards. Freer trade is exposing these sectors’ weaknesses and is forcing them to either respond to the challenge of increased competition, by upgrading their competitiveness, or to close business. Either alternative is a positive development for the health of the American economy as a whole. As has been noted infinitely, the benefits of freer trade (more purchasing power, wider consumer choice, higher standard of living) are invisible and diffuse; the costs, on the other hand, are visible and highly concentrated. To be sure, the impact is devastating on the families and societies that bear the costs (unemployment). However, protection to shield industries that cannot meet the test of international competition is not the answer. Creating adjustment programs that will allow these people to put their skills to use in other industries is. ‘Our trade policy is interconnected with the entire field of foreign policy’, former national security adviser Brent Scowcroft said, advertising a ‘yes’ vote in the fast track debate. In a similar vein, senior foreign affairs analyst Richard Haas concedes that open trade is not a panacea for the world’s ills, but because it promotes market reforms and democracy, it is one of the philosopher’s stones of US foreign policy. Such contentions



shift this paper’s debate in a whole different direction—away from economics. What trade-centred policy advocates choose to ignore is that the United States has multiple interests in the world that are often in contraposition to one another. The case of China is paradigmatic of this dilemma of conflicting interests. Issues the US identifies as central in its rapport with China include (but by no means are limited to): promoting human rights, limiting arms and nuclear technology trade, fostering democracy, expanding American exports, encouraging market reforms, and deterring Chinese use of force (Tibet, Taiwan). ‘Our China policy is overloaded’, remarks China expert Casimir Yost (1997, 4), ‘because everything is important, nothing is vital’. A China policy that upgrades trade relations from important to vital is not the solution, however. Today the US has a bilateral trade deficit with China that is more significant, in proportional terms, than that vis-à-vis Japan. The argument strategic traders are making is predictable enough: it is imperative that this deficit be reduced; intense pressure on the Chinese government must be exerted with the goal of expanding our market share in the lucrative Chinese marketplace. A polity of 1.3 billion people growing at a 7-8% rate of economic growth is a lucrative market indeed. But can increased access to it be gained without undermining the rest of our ‘important’ interests with the Middle Kingdom? The answer is ‘yes’ granted we do so by multilateral means (i.e. via WTO). ‘[The Chinese] respond to pressure, particularly when it is multilateral, not unilateral (Yost, 6)’. Not only are bilateral measures unlikely to work and likely to strain our relations and compromise our other interests, but the argument that there is no other solution to address our trade concerns with China is bogus: We should facilitate China’s entry into the World Trade Organisation on commercially viable terms. Doing so will force Chinese leaders to confront difficult economic reform issues sooner rather than later. It will also provide the United States with a multilateral forum in which to raise issues of market access with China (Yost 1997, 7).



Regrettably, strategic traders are not too fond of the WTO. In any case, US China policy should not be held hostage to any domestic constituency, let alone trade-first advocates and their constituencies. It is fair to concede something to the ‘geoeconomics’ school of thought: the idea that nation-states confine their economic national interests to raising their absolute standard of living without concerning themselves about the impact their economic policies might have on their position vis-à-vis major rivals, is off the mark. It is a known truism, that, in the long run, economic power is translated into political (and military) prowess. In any case, they say, absolute economic strength will not necessarily lead to such political supremacy, relative strength will. This reasoning was the bedrock of works such as Lester Thurow’s Head to Head. Do absolute gains matter more than relative gains, or vice versa? This was the debate between mercantilists and liberals of the 17th and 18th centuries. Economists agree that it is absolute gain that enhances well being, and that insistence on relative economic performance will almost always shortchange countries, and lead to less-than-optimal outcomes. This article takes the concept of ‘national interest’ in a broad sense (that is, not exclusively economic). Hence, questions of security and power cannot be sidelined. Using data from an eighty-year period starting 1908 to test the impact of security alliances on trade, Princeton scholar Joanne Gowa concludes, ‘the play of power politics



is an inexorable element of any agreement to open international markets, because of the security externalities that trade produces’ (quoted in Moran 1990, 182). This study reinforces popular conceptions: trade has been made to serve security throughout the twentieth century—not just during the Cold War period. Presumably, one can safely extrapolate this observation to previous centuries. The new proposals for economiccentred foreign policy approaches, quite simply, stand in the face of decades of carefully crafted diplomacy, a diplomacy that has always deemed security (and thus peace) paramount—confirming Joseph Nye’s dictum. The pre-1914 and interwar periods were arguably unipolar moments (Britain being the hegemon in the first case; the United States, in the second), much like the post-1989 epoch. Trade also represented at that time more than a quarter of American GDP, and American growth rested largely on trade; yet, security was never subordinated to other concerns. Past reasoning remains sound—and applicable to today’s international arena. Moreover, is it really accurate to assert that threats to world peace have receded? This reading of the world made by many in 1990 (and it continues to be made!) does not stand the test of scrutiny. Events since then are eloquent enough: the Iraqi invasion of Kuwait, the violent dissolution of Yugoslavia, the nuclear missiles quandary in North Korea, the Rwandan ethnic cleansing, the East Timor conflict, all attest to the unstable nature of the world. This calls for a pro-active security policy, one that prevents conflict and averts threats. Economism is happy to deal with such problems as they arise, a sure formula for disaster. The sensible prescription: multilateral trade Ultimately, a healthy environment for US exporters lies in the health of the world economy. The recent Asian financial crisis should drive home a lesson for proponents of an aggressive American stance in trade negotiations. In the final analysis, US exports as a whole would stand more to gain had a new ‘world financial architecture’ been built and such a crisis averted. The lesson is that without a healthy international economy there will be no demand for US exports, no matter how open the markets of US partners happen to be. A crisis such as Southeast Asia’s puts sectoral disputes and their (rather insignificant) weight into perspective. It, once again, reminds all the parties concerned of the true nature of the economic game. It is a game best described as positive-sum when international trade flourishes and negative-sum when it is stagnant. And for international commerce to flourish, a long term multilateral approach to trade— scrapping quotas and lowering tariff and non-tariff barriers (NTBs)—is imperative. Based on both considerations of general national (foreign policy) interest, and national economic interests, American trade policy needs rethinking. What are some of the actions that could be taken to remedy the mistakes of the past and promote US interests? The first one is negative: remove the current practices (such as managed trade or the linking of trade to political behaviour) that most irritate US trading partners and earn disparagement from the international community. Second, the US should do more to endow with credibility and strengthen the World Trade Organisation (WTO). Finally, the American trade agenda should, insofar as possible, limit the influence of special economic interest groups that are by definition protectionist. Campaign finance reform is one way forward.



Because the United States commands such a presence in the international trade arena, the future of the WTO hinges largely on whether Uncle Sam does more than pay lip service to it. President George W. Bush's visit to Quebec and his insistence upon the creation of a Free Trade Area of the Americas does little for the cause of multilateral trade, for instance. The WTO promotes the very rule-based trade regime the US has supported ever since the Bretton Woods Conference over fifty years ago. The institution, barely six years old, is now taking the shape that it will have for the future. What the US does or does not do now will greatly affect the Geneva organisation. Actions that bolster the institution need to become the norm. Instead, Debates in Congress centre on the ‘loss of sovereignty’ implicit in enabling WTO dispute settlement procedures to be strengthened (despite earlier statements that the United States had to act bilaterally because of the absence of such procedures)... As late as November 1994, there was even some doubt as to whether Congress would approve the Uruguay Round in time for the WTO to begin its existence according to the Uruguay Round timetable on January 1, 1995 (Krueger 1995, 115).



Earlier, it was said that there exist two types of considerations that should inform which grand trade strategy the US should pursue: (1) broad non-economic US foreign policy considerations and (2) economic welfare considerations. After these two have been dealt with, a third yet narrower category will be added: the interests of particular interest groups within the US that may deserve special attention. It does not require great powers of analysis to acknowledge the benefits that would accrue to the United States if it honours previous commitments and resolves its problems not by taking unilateral actions (often backed by unilateral legislation such as Section 301 or the Super 301 variant) but by resorting to international dispute mechanisms. As concerns economic relations, it would lay the basis for regaining the respect and credibility that it has lost in the past two decades. Security, human rights, or democracy promotion, are all areas that require some degree of international cooperation. That cooperation is more likely to be forthcoming when relations on the economic front are not strained. Because an issue such as security does not command a market price, a costbenefit analysis is simply out of the question: no meaningful tradeoffs between economic benefits and non-economic foreign policy ‘losses’ exist. To be sure, in strict terms those tradeoffs do arise, but they constitute a false choice because one of the ‘options’ is not an option at all. As an international organism created for the good of the world economy that establishes a system whose rules are non-discriminatory, understandable to everyone, and whose rulings on disputes are impartial, the World Trade Organisation best serves US interests in the pursuit of international acceptance. It is the way to retaking moral high ground in trade issues. If by way of its actions the United States accords the utmost legitimacy to the organisation (by following its rulings, by relying upon it to reduce barriers to trade, etc.), other big and small players in the international arena will follow suit. Again, the example America sets is paramount, and will lead to a virtuous circle. Emulation from US partners has historically occurred on both fronts: the Europeans, the Japanese and others have both imitated US trade vices (often codified in similar laws) and virtues. It is often said that Japan is a great economic power that does not play by the same rules as the other great economic powers. Be that as it may, it is the World Trade Organisation, not the US Trade Representative that is more likely to bring Japan into the



conventional mould of other trading nations. How about the welfare of American people? Should this concern not command more attention from US policymakers than glib talk of harmony among nations? What those who pose these queries often ignore is that trade policy is not made in a vacuum: gains (or losses) may accrue to the US from a particular trade action but that gain has to be squared off both against the effect that action has on the international economic arena and against its long-term implication. Say the US was able to impose optimal tariffs on all imports that would immediately raise US real income (because of improved terms of trade). Other countries, faced with reduced real incomes, would no doubt retaliate with a similar set of import tariffs of their own. Their imports (part of which are US exports) would be reduced as a result of their lowered income. The outcome is clear enough: the cumulative effect on world trade would be such that the US would no doubt end up worse off materially than at the beginning—not to speak of political relations. Again, the material well-being of the US is anchored to that of her trade partners. What has accounted for a many-fold increase in the volume of world trade for the past fifty years (and continues to do so) are GATT multilateral rounds of trade negotiations (Dillon, Kennedy, Tokyo, Uruguay...). The WTO is now GATT’s successor. Estimates of the gains to the world economy from the increased integration achieved under the Uruguay Round vary, but one recently used number has been an additional $200 billion annually. Economists disagree over many issues, but there is unanimity in labelling Uruguay as an engine to world economic growth. Particular groups in society push for specific trade interventions because of their own special circumstances. In most instances, one can conclusively argue that catering to their demands serves no national interest and protection may not even protect the industry from its downward spiral towards extinction. Protection for specific industries (automobiles, steel, textiles and apparel, etc.) becomes a powerful political argument when there is job dislocation and unemployment. Yet, there are two definitive reasons for not yielding to particularistic demands, even when there are jobs at stake. First, there are cheaper ways to deal with job dislocation that improve the lot of the workers at risk (retraining programs, adjustment assistance, etc.); second, protection per se only addresses one of the problems that declining industries face—competitive imports. ‘Industries in serious difficulty that seek protection of jobs normally face several adverse conditions: productivity is rising rapidly; demand is rising slowly; and imports are increasing (and exports decreasing)’, notes Edward Lincoln, a fellow at Brookings Institution (1997, 35). ‘In consequence, imports are only one source of dislocation (ibid)’. Therefore, not only will trade protection leave unresolved the long-term plight of these workers, but also the rest of American society will pay dearly for it (among other things, in more expensive and sub-optimal quality goods, and reduced choice). The Buchanans and Perots of America remain significant obstacles to the cause of free trade. They have not come to grips with the forces of globalisation. As Columbia scholar John Ruggie perceptively notes, these leaders and many holding similar views Are trapped by their own ideological predispositions, which make it difficult for them to see the contradiction between espousing an increasingly neo-laissez-faire-attitude toward government and the desire to safeguard the nation from the adverse effect of increasingly denationalised economic forces (Ruggie 1996, 173).



Because of the ‘collective action problem’ (see footnote 5), pressures from society for protectionism will usually be stronger than pressures for freer trade. Nevertheless, political pressure coming from sunset sectors can always be assuaged via policies that have little to do with trade, as it has already been alluded to. Political pressures on US trade policy to engage in bilateral arm-twisting negotiations also come from the fact that America displays a sizable current account that does not sell well politically. In the past, there has been an undeniable correlation between high current account deficits (trade deficits) and widespread bilateral dealing. Again, these pressures can be assuaged by means other than trade. As trade economist Anne Krueger (1995) points out, despite the fact that fiscal policy is not trade policy, a fiscal policy action might have more significant consequences for trade policy than any direct trade policy measures that may be contemplated. There is indeed a strong element of causation between both types of deficits, as a high fiscal deficit bids up the value of the dollar, hurting export competitiveness and thus the trade balance. As concerns trade policy per se, however, multilateral channels must be retaken and strengthened. The gains to the world economy and, by extension, to the United States’ are too great to sidestep. Conclusion This article has argued that a US foreign policy based primarily on economic considerations is unwarranted and counterproductive. It is unwarranted because opening markets abroad is, to put it mildly, not the best way to promote American economic prosperity. It is counterproductive because an aggressive, self-serving stance in the world economic arena antagonises US allies and produces negative spillovers into broader political and security dimensions of American diplomacy. A policy dear to the ‘economics-first’ school was in fact tried during the first Clinton administration. Washington was not able to achieve most of its market-opening targets, while the negative repercussions it generated in other areas of the multifaceted US-Japan bilateral relationship were all too evident. A fixation with correcting bilateral trade deficits, opening foreign markets, and achieving particular numerical targets generates a political backlash on the part of targeted nations, undermines the cause of multilateral trade liberalisation, and brings negligible or no economic returns. As every nation participating in the international arena sooner or later discovers, once foreign policy goals have been set there remains the task of justifying them in the international arena. Nowhere is this truer than in trade relations—where a country’s policy stance directly impinges upon others—and particularly so for a nation-state that represents 20 percent of world trade and 25 percent of the world economy. What the managed trade experience showed was that a neomercantilist, arm-twisting economic agenda could never hope to gain justification in the international arena. Trade cannot guide foreign policy if Washington also aims to promote broad American security and political interests. First, crucial US bilateral relationships will be strained if that formula is adopted. Second, more exports are not the means by which to cure American economic ills. US economic afflictions are overwhelmingly homegrown. Ultimately, trade can never hope to be at the top of the American foreign agenda because, as it has been argued, economic interaction is contingent upon a favourable political
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