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US Trade Policy Credibility Undercut by Congress

C. Fred Bergsten explains how the credibility of the United States as a negotiating trade partner has been
undermined by the House of Representatives decision to change the rules for Congressional action on trade

agreements.
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Welcome to Peterson Perspectives. Our subject today is the abrupt decision
by the House of Representatives on April 10, 2008, to change the rules for
House action on trade agreements under the fast-track process established in
1974 and renamed Trade Promotion Authority in 2002.

Under those rules, Congress agreed to vote on trade agreements submitted
by the President within a fixed period of time and without amending the
terms of those agreements, as long as Congress authorized the negotiations
for the agreement in advance, and the administration consulted closely with
key legislators throughout the process.

Fred Bergsten, director of the Peterson Institute since its creation in 1981, is
with us today to discuss the significance of this unprecedented action by the
House. In addition to founding the Institute, Fred has been one of the most
widely quoted think-tank economists in the world over many years. He
testifies frequently before Congress; he is cochairman of the private sector
advisory group to the United States India Trade Policy Forum; he was
chairman of the Eminent Persons Group of the Asia Pacific Economic
Cooperation Forum for a number of years, and authored its three reports
recommending free and open trade in the region. This, of course, was
adopted at the APEC summits in 1993 and 1994. Fred was Assistant
Secretary of Treasury for International Affairs and has authored, coauthored,
or edited 38 books.

Fred, let me begin by asking you how this abrupt April 10 House action
affected the prospects for future bilateral or multilateral US trade
agreements.

The House action has a devastating effect on the prospects for US
participation in any kind of international trade agreement. Other countries
will only negotiate with the US administration if they know that the
Congress will then, subsequently, take up the negotiated agreements, give
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them a fair hearing, deal with them in a reasonable period of time, and not
try to renegotiate the deals.

All that was worked out in the fast-track process created over 30 years ago;
it has now been abruptly shunted aside by the Congress and, therefore, the
rest of world has no sense of whether it can negotiate with the United States.
Top, current, and former officials from three of the major trade partners of
the United States have told me that they would simply not negotiate with the
United States now.

Since the United States plays such a central role in the global trading
system, | think this is a major blow to global trade prospects and, therefore,
an extremely serious problem both for the United States and for the world as
awhole.

What does this mean in economic terms, do you think, going forward for the
United States?

We here at the Institute have done extensive calculations of the benefits of
trade liberalization to the United States economy. Our team concluded that
the US economy today is about one trillion dollars per year richer as a result
of the trade liberalization and trade expansion of the last 60 years. They also
calculated that our economy could gain another $500 billion per year if
further negotiations would reduce and eliminate the remaining barriers to
world trade. These are huge amounts of money, major contributions to the
strength of our economy today, and offer very high prospects for the future.
| believe all that is now jeopardized because the House action means that
other countries now will not negotiate seriously with the United States, and
the United States will essentially be out of the global trade negotiating
game.

But it’s even worse than that because other countries will not stop
liberalizing their trade arrangements just because the United States backs
out. The rest of the world will now move on without the United States;
we’ve seen that they would do so, and they will surely do so now. That
means that the European Union and many Asian countries like Korea, India,
maybe Japan will do bilateral deals that will discriminate against our trade
in some of the biggest markets in the world. It adds impetus to the likelihood
that the Asian countries will create a free-trade area among themselves.
Those are the biggest economies in the world: China, Japan, Korea,
Southeast Asia, maybe India.

If they do that without the United States, it would discriminate severely
against our trade, cost us tens of billions of dollars worth of exports and the
associated high-paying jobs, and be very bad news for our economy. So, this
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is serious stuff in economic terms, let alone what it would mean for US
foreign policy.

What do you think are the foreign policy implications of this turn of events?

Trade is central to foreign policy, certainly here in the United States but
even more so for other countries. Most countries around the world are even
more dependent on international trade than we are. They place it very high
on their priority list of overall foreign policy and even national security
objectives.

They, therefore, want to have good trade relations with the United States,
expanding trade relations, and want to work cooperatively with us. If that is
not possible because of internal procedural problems here within our unique
constitutional system of government, then our foreign policy will have a big
hole in it.

I think that’s a particular problem over the next couple of years. Whoever is
elected president here in the November election and takes office early next
year is going to want to overcome the widespread perception that the foreign
policy of the Bush administration was unilateralist, uncooperative, not very
much in sync with the proclivities of our major allies.

I think either an Obama administration or a McCain administration would
pursue that objective, and it would be central to their foreign policy.
However, if this impasse on trade means that the United States is unable to
pursue a cooperative approach in the trade area and is unable, for example,
to participate in multilateral negotiations in the World Trade Organization,
bringing the Doha Round toward a conclusion or work on new issues that
need to come to the WTO, then it’s going to make it very difficult for that
new president to have a multilateral, cooperative foreign policy approach
that will really turn the tide from the past.

One specific example, | think, illustrates the point. Any new US president is
highly likely to undertake a big initiative on global warming. Both
candidates have indicated that will be very close to the top of their priority
list, and that will be one way they’ll try to restore a cooperative, multilateral
US foreign policy.

We know, however, that there must be a major trade dimension to any
climate-change initiative. That’s because all the major countries are going to
have different national policies toward climate change; they will impose
different degrees of cost on their industry that will cause international
competitiveness questions and level playing-field concerns. There will have
to be trade regimes worked out that will complement the climate-change
policies in order to reconcile the different national approaches.
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That’s going to be very contentious. If it cannot be carried out in a
cooperative, multilateral way, then the whole climate-change initiative will
probably fall apart, and the centerpiece of our new administration’s foreign
policy will flounder. If this problem with the Congress is not worked out, |
don’t see how the trade dimension of climate change could be pursued
credibly by the United States, and therefore, something much bigger even
than trade, namely the whole global-warming initiative, I think, is at risk
from this.

This is a pretty gloomy picture. Is there any way you can see for Congress
and the President to undo the damage that’s been done, either this year,
hopefully, but perhaps not until next year?

There are certainly some short-term fixes. The administration and the
Congress could get together this year, do some deals that would permit
Congress to approve the outstanding free-trade agreements that are before it,
the one on Colombia that was the trigger for the current crisis, but also the
others on Panama and South Korea. | doubt that’s going to happen. My
guess is that the current Congress wants to wait for the new administration
to work out deals that would address some of the broader issues, like the
adverse distributional consequences and job insecurity, that are of great
concern about globalization. But it is possible to put together deals that
would resurrect the current unapproved agreements.

The broader issue, however, I’m afraid is much more difficult. Even if they
could find a way to pass the Colombia Agreement and the other outstanding
agreements, the damage has been done in the sense that the Congress has
now indicated that it can change the rules any time it wants. The rest of the
world has been proceeding for over 30 years on the presumption that the
United States had a system that could be counted on, that when the President
submitted a bill, the Congress would vote on it and would not try to
renegotiate the deal.

The House of Representatives has now said that they can change the rules at
any time they want. So, even if they patch up the current unfinished
business, I think that underlying structural problem will have to be resolved
in some more definitive way. What it really means, at a minimum, is
renewing the Fast Track Authority in some more foolproof way where the
Congress votes some kind of self-denying ordinance to itself that says,
“Well, yes. The constitution permits us to write our own rules, but in this
case, there are overriding reasons why we won’t do so.”

| suppose constitutional lawyers will then have to determine whether that’s
actually binding on future Congresses. The cat may be out of the bag
indefinitely, but I think something of that type is essential if US trade policy
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Is to get back on track, if any president or administration is to have
credibility with its foreign negotiating partners, and if the United States,
therefore, is able to get back into the global trade negotiating game.

What do you think created the environment where Congress and the
administration are so much at odds on trade policy? How do you think we
can improve that environment?

Again, there are some short-term factors and some long-term factors. The
immediate trigger, of course, was the seizure of control of the Congress by
the Democrats in the latest congressional elections and the subsequent
confrontation with the administration, the Republican Administration, over
trade. It didn’t have to come to this degree of confrontation even so, but that
factor certainly headed in that direction.

In part, this is because, when the Republicans controlled the Congress for
the previous several years, they ran the operation on trade in a very partisan
manner. They did not reach out to Democrats. In fact, they shunned
Democrats very explicitly. So, whereas their majority enabled them to get a
few things through by one or two votes in the House, they sowed the seeds
for sharp partisan conflict, which has now come home to roost and created
an enormous stalemate in the process.

So, that’s the immediate stuff. There are, however, real underlying
problems. Ever since the NAFTA debate in the early 1990s, there has been a
growing challenge to globalization in the United States. Many polls show
that a majority of the population opposes globalization and thinks additional
trade agreements are bad for America. That’s despite the numbers |
mentioned earlier, where serious study shows that trade agreements have
been enormously helpful to the United States. In the aggregate, | don’t think
anybody disputes that. But the opponents say that globalization and trade
liberalization have added to income inequality, contributed to job insecurity,
and undermined wage expansion for large percentages of the population,
and therefore, the losers are a significant number, maybe even outnumber
the winners, in terms of numbers of people.

Whatever the precise outcome of that analytical debate, the undeniable fact
is that the United States has done a very poor job as a country in dealing
with the downside and the cost of globalization and taking care of the losers
from the process. We simply must do a better job of providing safety nets
and better transitional cushions so that the adjustment to dislocation from
globalization can see its cost reduced. Moreover, and more important for the
longer run, we simply have to improve our education and training systems
so that our workers can take advantage of the opportunities offered by
globalization, rather than feeling victimized by it.



Until the United States takes the domestic steps necessary to both cushion
adjustment costs and improve our capability to adapt to globalization, we’re
going to have this ongoing internal battle. We may not be able to
reconfigure a domestic political foundation in support of an open trade and
foreign economic policy. That is going to be a huge challenge for whoever
the next president is and for the next Congress. Without it, US foreign
policy will be badly jeopardized and our economy will suffer considerably.

Sherman Katz: Thank you very much for those insights. We have a big challenge ahead of
us, and we appreciate your sharing your thoughts.



