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The world trading system is undergoing major
changes and challenges that are likely to affect
most countries as well as the current GATT-based,
WTO-led global trading structures. The significant
expansion of world trade in recent decades has
made trade central to the economic growth of more
countries, caused serious domestic dislocations to
many countries, and brought serious challenge to the
multilateral trading system. It is important to look
at some of the major factors involved and then look
at the United States, the world’s largest importer
and among the most transparent countries. This
will provide an opportunity to look at the apparently
contradictory developments that are likely to affect
every country over the next few years — as every
country struggles to adapt to expanding globalization,
especially the revolution in transportation and in
communication and information technologies. At the
same time, new concerns and interests, particularly
related to the environment and climate change, are
likely to superimpose themselves on top of many
policy and trading traditions.

The Multilateral

The major pillar of the multilateral trading system
is the World Trade Organization (WTO), formed in
1995, as a negotiated development from the General
Agreement on Tariffs and Trade (GATT) that had
been in existence since the late 1940s. Three major
attributes of the GATT were to create agreed upon
rules for trade, to have a system for resolving
disputes, and to extend the process of reducing trade
barriers through negotiations. Over time, more and
more countries have opted to join this rules-based
system — some of them looking for the obligations
and benefits that come from such membership and
others looking primarily to seek benefits without
submitting to many obligations. All countries,
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however, must struggle with domestic political and
economic pressures as they fulfill their international
obligations.

The negotiations referred to above have traditionally
taken the form of “rounds.” The current negotiation,
the Doha Round, is more correctly called the Doha
Development Agenda (DDA). It is the first such
Round since the WTO was created — and the first
negotiation since the number of members went from
104 (at the end of the Uruguay Round) to the current
151. Additionally, in order to get all these countries
to agree to pursue the negotiation, countries
agreed at the beginning to accept different levels
of obligations, a lack of reciprocity among some
countries and a commitment to serious reductions
in trade-related agriculture programs (among many
other things.) The previous round — the Uruguay
Round — was the first to provide the wherewithal
for future agriculture liberalization and to bring
services trade under a multilateral umbrella. With
the inclusion of services, it opened for international
scrutiny many aspects of a country’s economy that
had previously been considered primarily domestic.
Over the last decade or so, there has been a large
increase in the extent to which international trade
and domestic policy and implementation have come
under international scrutiny. This has caused many
countries to express concern and wariness over
matters of national sovereignty, and it has brought
a broader domestic review of (and concern for)
international trade rules.

Trade and Domestic Policy

Support for a policy that expands international
trade and advocates lowering barriers both at home
and abroad tends to suffer when economic times
are bad. This is clearly the case in the United
States today. However, the national mood began

moving negatively toward trade even before the
current US economic slowdown. Important portions
of the country have lagged the economic growth
that has been seen nationally. Many traditional
manufacturing areas have seen plants closed and the
size of workforces reduced. The reasons for these
developments are many, and international trade is
only one small factor. Still, a nationalistic reaction,
often led by organized labor (primarily the AFL-
CIO), has found willing supporters. Furthermore,
while the benefits of trade are national and often
general, those negatively affected by trade are often
industry-specific and geographically well defined
— and able to exercise political pressure. Thus, the
current irony — strong US exports today, spurred by
a weak dollar, may keep the US out of a recession or
at least lessen the impact of a recession.

In recent years, the malaise in the manufacturing
sector has been seen in some services sectors, as
complaints about “off-shoring” became prominent.
This was particularly true in the “call center”
industry, and citizens throughout the country have
had to contend with specialists on the phone with
foreign accents — something that has raised anger
in some places. In many places, these actions were
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seen as “moving jobs overseas.” These concerns
often overlap with unrelated immigration fears. The
resulting mood is negative.

Interestingly, a 2007 Pew Global Attitudes survey
shows that there are signs that an enthusiasm for
economic globalization still exists in most of the
world. However, it is waning in some countries in
the West, including the United States. In contrast,
there is widespread approval of global trade among
the publics of rising economic powers China and
India.

Pockets of high unemployment exist, ironically,
in an economy experiencing historically low
unemployment. Unemployment in the US usually
is associated with opposition to trade liberalization
and expansion. Additionally, widespread realization
of inadequate policy in several other areas affects
reactions to international trade. There is widespread
national frustration over lack of health care and,
when it is available, the high cost of health care.
There is growing awareness of the inadequacy of
education in the US and the shortage of important
skills to take advantage of a growing trend toward

knowledge-based industries; this has fueled
growing frustration, especially in certain parts of
the country and among lower economic classes. A
major problem is that the US government has not
developed a good approach to dealing with the
problems of economic change — especially a change
that has been brought about in a global context. In
fact, the national reaction to “globalization” — of
which the US is a prime beneficiary — is negative.

Without doubt, the U.S. needs a major rethink of its
policies that promote international competitiveness.
Regardless of what policies are eventually chosen,
there is such lack of confidence in current directions
that the federal government must communicate an
intention to review current policies and create new
ones. These are first of all domestic policies. Yet,
an eventual “new” US trade policy will have to
grow from the broader economic review — even if it
does not look very different from current and recent
policies.

On the other hand, factually trade is currently
one of the bright spots in the US economy. Serious
policy makers cannot ignore that completely.

Trade and Foreign Policy

Successive US administrations have often pursued
most bilateral and plurilateral trade agreements for
reasons beyond purely trade ones. Several FTAs
with countries in the Middle East provide excellent
examples. Other FTAs combine economic and
political goals, especially those in South America,
Central America and North America. In the post-
Cold War era, economic diplomacy and regional
groupings have taken on increased importance.

The Bush Administration expanded the importance
of bilateral and regional agreements within its trade
policy. It did so after Congressional hearings and
legislation giving the President trade negotiating
authority, or Trade Promotion Authority (TPA), thus
leading the US government to believe that Congress
was supportive of this somewhat changed direction.

However, the current tension concerning whether
a Democratic Congress will approve certain
bilateral agreements negotiated in good faith under
the Congress’s own TPA mandate has taken on
major foreign policy overtones. Congressional
leadership, reflecting the interests of its organized
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labor supporters, points to crimes against union
officials as the reason not even to consider the FTA
negotiated with Colombia. The Bush Administration
has emphasized the likely serious negative impact on
US interests in all of South America if the Congress
refuses to consider (or proceeds to defeat) this FTA.
Other factors are used to explain the threat not to
pass (or even consider) negotiated agreements with
Panama and South Korea. This identifies a weakness
in the US government’s pursuit of its national
interests.

The irony is that many FTAs are with developing
countries, many of which benefit from unilateral
preference programs for access to the US market, and
a major benefit of FTAs with developing countries
is to give US exports an equivalent access into their
markets. There is no way to construe these FTAs as,
for the most part, other than “market opening”. The
domestic opponents to FTAs have no good answer
to that criticism — but the politics of the day don’t
require them to do so!

One example of the impact of the domestic factor
on trade-related policy can be seen in the issue
of providing food assistance for hungry people
throughout the world. The US is by far the largest
provider of such food aid, and food is provided as
part of development assistance policy, humanitarian
assistance, and disaster assistance. However, most
of the donated commodities result from a domestic
agriculture policy that rewards over-production and
reflects major subsidies in the agriculture sector —
the exact opposite of the “free market” thinking that
underlies much US rhetoric and even some policy
in other sectors. In fact, spending an equivalent
amount on regionally produced food rather than
on US grown and internationally shipped food
would lead to much more food at lower prices and
an encouragement to some developing countries to
expand their own agriculture and trade. Changing the
food program could be an incentive to development
— one of the purported goals in the first place. The
failure of the Doha Round to make progress in
agriculture has fueled the muscles of the subsidizers
— and made trade policy a continuing problem.

The increasingly vocal Congressional opponents
to the long US tradition of support for trade
liberalization not only express their opposition
directly by opposing trade agreements. They call
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additionally on a large variety of other policies
that can be obstacles to the free flow of commerce
— namely, “accountability”, food safety, Trade
Adjustment Assistance, labor standards, environment
concerns, currency manipulation and others. While
there actually is merit and reality in many such
concerns, what is important is that many of the
biggest advocates raise these matters primarily in
their efforts to oppose trade liberalization and more
trade agreements.

Particularly since it is likely that the Democrats
will maintain control over the Congress in the
coming period and may also control the Executive
Branch, the focus is more likely to be on addressing
the areas of problems to trade expansion rather than
looking for new liberalization agreements. And the
large number of items worthy of concern may be
sufficient at least to stall the progress toward further
liberalization and improved rules.

That may also mean that the US government
will approach international trade with new agendas,
ones not previously found acceptable by negotiating
partners. Some may be willing to pursue new
directions in trade negotiations, while others will
not be. Thus, a change in the dynamics surrounding
US trade policy will affect the entire international
environment for trade negotiations. No country
will escape having to contend with the changed US
landscape. These changes are likely to mean a new
dynamic in trade diplomacy. That dynamic will
affect bilateral trade relations with most countries,
Japan being no exception.

At present, I doubt if anyone has sketched out
the way by which the pursuit of matters of domestic
importance will take place; that will come after a new
Administration is in place. Thus, the commitment
of candidate Hillary Clinton to “freeze” trade policy
implementation is likely to be pursued by whoever
is the next US president. Nevertheless, there are
important differences among the three remaining
candidates. Barack Obama and Clinton hew closely
to the line of those concerned about — or willing
to use — globalization as a justification for major
changes in US trade policy. Obama, however,
may be more willing to provide domestic policies
to “cushion” the effect of trade expansion, while
Clinton has pronounced herself “skeptical” of the
traditional thinking of “free trade economists.”

John McCain, on the other hand, is a committed
free trader. Still, in my view, all three remaining
presidential candidates talk about the need for a
more collaborative foreign policy, and most actively
favor greater multilateral collaboration. Under such
a situation, developing a non-collaborative, less
multilateral trade policy would be contradictory and
counter-intuitive.

A New Direction for Trade -- Environment
and Climate Change

Finally, there is one clear area where trade
will likely increase under the next President — the
environment. No matter who wins the White House,
the U.S. will adopt a cap and trade scheme aimed at
slowing the carbon emissions thought responsible
for global warming. Many of these details will only
become known in 2009 and 2010, as the program is
put together in the U.S. by the new president and the
Congress.

My bottom line: by 2010, we will have a significant
change in policy affecting multiple industries that
consume energy in manufacturing, mining, or
producing electricity.

A cap and trade program has the likely potential
to be the largest income transfer program the US
has ever seen -- bigger than social security. Perhaps
$500 billion in the early years, growing to more than
$1 trillion once the program is fully in place. This
will be a long term program, aimed at reducing
greenhouse gas emissions by 50 percent or so of
current levels by 2050. If you assume that the US
GDP will double over that time, you are talking
about a real reduction of 75 percent. We believe that
the US will link up with other countries to create a
global marketplace for carbon. Companies that can
operate efficiently will have “allowance credits” they
can sell; companies that cannot reduce their carbon
emissions easily will buy them. Recognizing that
warming is a global problem, companies will be able
to reduce carbon emissions in developing countries
(which are not covered under Kyoto, and probably
won’t have binding targets for many years to come
under a successor agreement) and sell these credits
in the developed world marketplace.

If, as is likely, the US and Japan are both creating

new post-Kyoto carbon policies, the opportunity
to coordinate policies and create a massive market
could well be the touchstone for an expanded
economic agreement between our two countries.
Whether there will be a global marketplace — and
whether it will function as part of the WTO — or
independent of it — is just one of the many questions
that will be addressed by our governments in the
post-Bush era.

In the early years of such a program, some
industries will be able to meet their carbon targets
by efficiency gains. But eventually, these will run
out. Clean energy (nuclear, wind, solar, geothermal,
natural gas) will play a bigger role, and new
technologies must be developed for coal. The
technologies that would be required to reduce the US
carbon footprint don’t exist today on a commercial
scale (carbon sequestration, for example, which is
often touted as a solution for coal burning generators,
doesn’t really exist yet.) Democrats will take some
of the money they will generate by auctioning off
carbon allowances and use it to fund new research
and development. Republicans would likely rely on
the marketplace to develop these solutions, or make
carbon reductions dependent upon having working
technologies available before these reductions come
into place.

The potential liability for corporations that will
have face higher prices based on their “carbon
footprint” is very real. The non-profit Carbon
Disclosure Project (CDP) is now doing some surveys
with cooperating companies (Hewlett-Packard, Pepsi,
Procter & Gamble are some) to identify their carbon
footprint, including their suppliers. The analysis will
be shared with investment banks and analysts, such
as Goldman Sachs and HSBC, which might use it
to analyze who might win and lose based on current
practices. CDP wants to try and convince these
companies to do more to reduce carbon emissions, of
course, by using financial pressures. (I would note
that Hitachi is a participant in this project. http://
www.cdproject.net )

Importantly, this is a clear area where the
domestic and the international coincide and could
reinforce one another. Significantly, it is an area
where cooperation is necessary; walking alone
makes no sense.
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