Readings on free & fair trade
Spirited Dialogue, March 28, 2007
But first…An itty bitty trade primer…

For this dialogue, we’re mainly looking at the question “how much does free and/or fair trade help the world – and the developing world in particular?” 

Since trade is a doozy of a policy topic, before sending off our Spirited Dialogue guests to make head or tail out of the readings below, we thought we’d set a little trade context…

What’s doing with Congress, the Prez, and trade:

A few things are going on with trade and the US this year.  

Fast track: Most centrally, the president’s “fast track” trade authority is running out in June 2007.  Fast track lets the administration negotiate trade deals that Congress can only give its thumbs up or thumbs down to. The “take it or leave it”-ness of fast track makes it easier for the trade rep to hammer out deals with trade partners.  

If Congress doesn’t re-okay fast track for the president, then it’s expected that the US’ recent flow of free trade agreements (FTA) will dry up. Free traders also think it could sound the death knell for the Doha round of trade talks.
FTAs: NAFTA was one of the first of a steady stream of bilateral and regional “free trade deals” hashed out over the past few years – including ones with Australia; Bahrain; Chile; Israel; Jordan; Morocco; Panama; Singapore; South Africa Customs Union; the Andean group, CAFTA and Oman. Apostrophes are used because these deals usually don’t say “drop all tariffs and subsidies,” but instead are complex agreements that include tidbits to protect individual industries and companies. Four FTAs in the works – with Columbia, Peru, Panama and South Korea – have been put on hold by a Democratic Congress which would like to see them infused with more labor and environmental protections. The deadline for those deals to be reworked is March 31.

Doha: Doha is the latest round in the World Trade Organization’s trade talks, an ongoing dialogue that sets up multi-year goals for trade liberalization.  In the Doha round special attention was meant to be paid to developing nations and agriculture (poor countries’ bread and butter, as it were). 

To understand Doha – and to completely oversimplify things– first one needs to get handle on the two major barriers to free trade: tariffs and subsidies. Tariffs are taxes on imports – set in place to give homemade products an advantage at home.  Subsidies are cash supports doled out to home industries that give those industries’ products an advantage all over the place. Poor countries tend to prefer tariffs for the simple reason that they can’t afford subsidies.  The big beef in Doha are the generous subsidies the US and Europe give their farmers, although other trade issues abound in the talks as well.

Doha majorly fumbled last year, leaving many to despair that it would take years to get trade talks going again, particularly with US fast track disappearing.

Other important stuff that, alas, will be left to another dialogue

There are lots of other trade debates bouncing around the policy and political world, including a growing trade deficit, a lingering dispute with China over the value of it’s yuan and questions on how to soften the blow of globalization on US workers.  Although those are great issues, we’re not covering them in this Spirited Dialogue (or, at least, not in these readings).
Disclaimer: The author of above primer has zero credentials in economics or trade policy. If she grossly misrepresented anything, don’t shoot her.
What gives in DC

Democrats Give Bush The Business on Trade
Extension of Promotion Authority in Question

By Peter S. Goodman
Washington Post Staff Writer
Wednesday, January 31, 2007; D03

As President Bush was out in Peoria touting the virtues of foreign trade and asking for fresh authority to promote it, newly ascendant Democrats on Capitol Hill signaled just how tough it's going to be for the president to get what he wants.

In a hearing, Democrats repeated earlier warnings that they are unlikely to approve pending trade pacts with Peru, Colombia and Panama unless the administration agrees to provisions tightening labor and environmental protections in those countries. They pledged to demand similar labor rules before extending the president's authority to negotiate new trade deals.

"We have had trade policies in this administration that assume that trade is an end in itself, that market forces will work themselves out, that there isn't really an active role for government," said Rep. Sander M. Levin (D-Mich.), who chairs a House subcommittee on trade. "We've had a tremendous loss of U.S. manufacturing jobs."

The new chairman of the House Ways and Means Committee, Charles B. Rangel (D-N.Y.), presided over a wide-ranging discussion that touched on how to prevent companies from shifting production to exploitative factories in poor countries, how to confront China over allegedly unfair trade practices and how to help Americans who lose jobs.

The hearing took place as President Bush visited the Illinois headquarters of Caterpillar, the construction-equipment giant and a highly successful exporter. There, the president asked Congress to extend his so-called trade promotion authority -- his legal right to negotiate trade pacts that he can submit to lawmakers for a simple up-or-down vote. It expires at the end of June, and without it, trade deals stand little chance of getting through Congress as individual legislators pick them apart to protect jobs in their districts.

The administration is intent on gaining an extension in hopes of restarting talks aimed at lowering tariffs around the world. Those talks, known as the Doha round of trade negotiations, have been stalled for months over American and European unwillingness to pare farm subsidies and over claims from India and other poor countries that they will not benefit enough from opening their markets further to foreign goods.

In recent days, trade ministers have been meeting at the World Economic Forum in Davos, Switzerland, to try to jump-start the talks. Though most analysts assume the prospect of a breakthrough remains dim, U.S. Trade Representative Susan C. Schwab offered tempered optimism yesterday.

"This was the first time we had a large group of trade ministers gathering in one venue where there was clear agreement on the need to move forward with the Doha round and a sense of urgency that if at all possible we need to identify a means of achieving a breakthrough," Schwab said at a news conference in Geneva.

During the House hearing, and in a flurry of written statements, Democrats said they would not readily give the president the extension he seeks, expressing skepticism about the administration's willingness to ensure that trade deals benefit American workers.

"It requires a great deal of trust," Rangel said in a statement. "Congress must have some key assurances before it is willing to extend this leverage."

But as the chairman acknowledged during the hearing, turning Bush down would carry political risks. The Doha talks have been aimed at extending the benefits of globalization to poor countries. If Democrats refuse to extend the president's authority, that could convince the Europeans that concessions would be futile, since any agreement could die in a quagmire of congressional amendment-making.

"If we don't give trade promotion authority, we have to have a good reason for not giving it," Rangel said.

Yesterday's House hearing, which ran for more than three hours, revealed the competing views on trade that now divide the nation.

Several Republican lawmakers from districts where companies enjoy strong exports called for congressional approval of the Colombia and Peru trade deals to extend the good times.

"We're not at the mercy of globalization; we control our own destiny," said Grant D. Aldonas, a former Bush administration undersecretary of commerce for international trade. He noted that Wal-Mart had become emblematic of the threats seen by foes of cheap imports, but those same imports help people living on limited paychecks. "Every day Sam Walton's store is open for business, it's delivering globalization to the American doorstep," Aldonas said.

Democratic lawmakers and some panelists kept the focus on the costs of expanded trade -- the steady move of manufacturing jobs to lower-cost countries.

Lawrence Mishel, president of the Economic Policy Institute, a research group critical of globalization, said the United States needed expanded benefits for laid-off workers and health care coverage to address the gap between rich and poor before embracing further trade.

"How are people going to accept further liberalization when they are anxious in their daily life?" he asked. "Let's get things right in the United States before we press further down this road."

The Big growth picture
Press Release: Growth Prospects Are Strong, but Social, Environmental Pressures from 
Globalization Need More Attention

World Bank 
December 13, 2006 

Globalization could spur faster growth in average incomes in the next 25 years than during 1980-2005, with developing countries playing a central role. However, unless managed carefully, it could be accompanied by growing income inequality and potentially severe environmental pressures, predicts the World Bank. 

According to Global Economic Prospects 2007: Managing the Next Wave of Globalization, growth in developing countries will reach a near record 7 percent this year. In 2007 and 2008, growth will probably slow, but still likely exceed 6 percent, more than twice the rate in high-income countries, which is expected to be 2.6 percent. 

On how globalization will shape the global economy over the next 25 years, the report's 'central scenario' predicts that the global economy could expand from $35 trillion in 2005 to $72 trillion in 2030. "While this outcome represents only a slight acceleration of global growth compared to the past 25 years, it is driven more than ever before by strong performance in developing countries," said Richard Newfarmer, the report's lead author and Economic Advisor in the Trade Department. "And while exact numbers will undoubtedly turn out to be different, the underlying trends are relatively impervious to all but the most severe or disruptive shocks." 

Broad-based growth in developing countries sustained over the period would significantly affect global poverty. "The number of people living on less than $1 a day could be cut in half, from 1.1 billion now to 550 million in 2030. However, some regions, notably Africa, are at risk of being left behind. Moreover, income inequality could widen within many countries, compounding current concerns over inequality between countries," said François Bourguignon, World Bank Chief Economist and Senior Vice President, Development Economics. 

Global trade in goods and services could rise more than threefold to $27 trillion in 2030, and trade as a share of the global economy will rise from one-quarter today to more than one-third. Roughly half of the increase is likely to come from developing countries. Developing countries that only two decades ago provided 14 percent of manufactured imports of rich countries, today supply 40 percent, and by 2030 are likely to supply over 65 percent. At the same time, import demand from developing countries is emerging as a locomotive of the global economy. 

Continuing integration of markets will make jobs around the world more subject to competitive pressures. "As trade expands and technologies rapidly diffuse to developing countries, unskilled workers around the world - as well as some lower-skilled white collar workers - will face increasing competition across borders," explained Uri Dadush, Director of the World Bank's Development Prospects Group and International Trade Department. "Rather than trying to preserve existing jobs, governments need to support dislocated workers and provide them with new opportunities. Improving education and labor market flexibility is a key part of the long-run solution." 

Globalization is likely to bring benefits to many. By 2030, 1.2 billion people in developing countries-15 percent of the world population-will belong to the "global middle class," up from 400 million today. This group will have a purchasing power of between $4,000 and $17,000 per capita, and will enjoy access to international travel, purchase automobiles and other advanced consumer durables, attain international levels of education, and play a major role in shaping policies and institutions in their own countries and the world economy. 

The next wave of globalization will likely intensify stresses on the "global commons," which could jeopardize long-term progress, the report warns. Nations will have to work together to play a larger role in issues involving global public goods - from mitigating global warming, to containing infectious diseases like avian flu, to preventing the decimation of the world's fisheries. 

According to the report, global warming is a serious risk. Rising output means that annual emissions of greenhouse gases will increase roughly 50 percent by 2030 and probably double by 2050 in the absence of widespread policy changes. To avoid this, policies will have to promote "clean" growth so as to limit emissions to levels that will eventually stabilize atmospheric concentrations. Moreover, poor countries will need development assistance to adapt to coming environmental changes, including support for their participation in the carbon finance market. 

The authors conclude that the challenges of rapid globalization put new burdens on both national policymakers and international officials. Nationally, governments need to ensure that the poor are incorporated into the growth process through pro-poor investments in education, infrastructure, and support mechanisms for dislocated workers. They need to support and invest in workers-all the while promoting rather than resisting change. 

Internationally, the report calls for stronger institutions for tackling threats to the global commons. It also calls for more and better development assistance. Reducing barriers to trade is vital as well, since it can create new opportunities for poor countries and poor people. "Revitalizing the Doha round of world trade negotiations and concluding an agreement that benefits the poor is urgent," said Mr. Dadush. 

The DC Naysayers – and others who say free trade ain’t enough
How Free Trade Hurts
By Byron Dorgan and Sherrod Brown
Saturday, December 23, 2006; A21

Fewer and fewer Americans support our government's trade policy. They see a shrinking middle class, lost jobs and exploding trade deficits.

Yet supporters of free trade continue to push for more of the same -- more job-killing trade agreements, greater tax breaks for large corporations that export jobs and larger government incentives for outsourcing.

Last month voters around the country said they want something very different. They voted for candidates who stood up for the middle class and who spoke out for fair trade. They did so because they understand what's at stake.

Over the past 100 years, Americans have built a thriving middle class. It's the envy of the world, and it didn't come easily.

At the turn of the 20th century, child labor was common; working conditions were often abysmal; there were no enforced workplace health, safety or environmental requirements; no unemployment insurance; and no workers' compensation. Workers were attacked and killed for the sole reason that they wanted to form a union; there was no 40-hour week, minimum wage, job security, overtime pay or virtually any other limit on the exploitation of employees.

America was split dramatically between the haves and have-nots. It was a harsh work world for many: nasty, brutish and, too often, short.

Worker activism, new laws and court decisions changed all that during the past century. As they did, a middle class grew and thrived. By mid-century, it became the engine that drove an ever-expanding economy in which benefits were shared by tens of millions of Americans. The American Dream of a secure, well-paid job with benefits, a nice house and a high-quality public education seemed within reach of everyone who worked hard and played by the rules.

That is what's at stake when we talk about trade policy: America's middle class and the American Dream.

The new mobility of capital and technology, coupled with the revolution in information technology, makes production of goods possible throughout much of the world. But much of the world at the beginning of the 21st century looks a lot like the United States did 100 years ago: Workers are grossly underpaid, exploited and abused, and they have virtually no rights. Many, including children, work 10, 12, 14 hours a day, six or seven days a week, for only a few dollars a day.

The result has been a global race to the bottom as corporations troll the world for the cheapest labor, the fewest health, safety and environmental regulations, and the governments most unfriendly to labor rights. U.S. trade agreements paved the way for this race: While rejecting protections for workers or the environment, they protected investors and corporate interests.

The results of such trade agreements are skyrocketing trade deficits -- more than $800 billion this year alone -- and downward pressure on income and benefits for American workers. Why? Because these agreements enable countries to ship what their low-wage workers produce to the United States while blocking many U.S. products from entering their countries.

Equally important, by enabling this kind of trade, the agreements force U.S. workers to accept cuts in their pay and benefits so their employers can compete with low-wage foreign producers. And those workers are the lucky ones. Millions of others have lost their jobs as corporations moved overseas to build the same products with cheap foreign labor. It is no coincidence that salaries and wages today are the lowest percentage of gross domestic product since the government began keeping track of this in 1947.

It took a century to build a thriving middle class and economic security here in America. We need to protect that for which we have sacrificed.

We must insist that all trade agreements have labor, environmental and other protections so that American workers can compete on a level playing field. Trade agreements must also be reciprocal. The American market is the most desirable in the world. Every country wants access to it. That gives us a great deal of leverage, if only we'd use it. Barriers to U.S. products overseas should not be tolerated.

Free-trade agreements have protected drug companies, international investors and Hollywood films, yet failed to protect our communities, our workers and our environment.

We believe there is a better way. Fair trade is not the enemy of more trade. It's how we expand international trade without reversing U.S. economic progress.

Byron Dorgan is a Democratic senator from North Dakota. Rep. Sherrod Brown is a Democratic senator-elect from Ohio.
International Trade and Development
Globalpolicy.org

Capitalist economic theory holds that a completely liberalized global market is the most efficient way to foster growth, because each country specializes in producing the goods and services in which it has a comparative advantage. Yet, in practice, cutting trade barriers and opening markets do not necessarily generate development. Rich countries and large corporations dominate the global marketplace and create very unequal relations of power and information. As a result, trade is inherently unequal and poor countries seldom experience rising well-being but increasing unemployment, poverty, and income inequality. 

An additional problem is that free trade is not equally free. Agricultural subsidies and other trade barriers in the US and the EU prevent poor countries from gaining access to the most important markets. Meanwhile, poor countries open up their own markets to US and EU exports. Critics of free trade point out that many of the world’s richest countries sheltered their economies by protection when they were at the start of their own growth. Further, trade is so dominated by transnational corporations that new trade rules mainly benefit those companies. A number of NGOs have started to promote “fair trade,” arguing that trade can promote development if it is environmentally sustainable and includes respect for human and labor rights. 

Trade Liberalization and Its Consequences
- Supachai

By Supuchai Panitchpakdi, the Secretary-General of UNCTAD
South Centre 
April 26, 2006 

 “Having long been an admirer of the intellectual and economic work emanating from Stanford, and particularly your Center for International Development, I am very honoured to be addressing you this evening on the relationship between trade and development. This subject is, as you know, the centrepiece of my own career. 

Tonight I would like to tackle this relationship by focusing on the impact of trade, liberalization and globalization, particularly on developing countries. How can these countries benefit from the trends towards greater global integration, and what should their developed-country partners do to assist in this process? Does trade in fact accelerate growth in the developing world, and can that role be made even more positive, contributing also to sustainable development and poverty reduction? What does all this mean for the multilateral trading system, and what future for the trade talks? 

First, let me briefly review recent trends in trade and investment flows worldwide, with which I am sure you are all familiar. While it is generally true that the contribution of trade to any given economy is largely a function of the size of that economy, it is evident from the recent trends and experiences that trade remains a growth engine for developing countries. This is good news. 

Worldwide, merchandise exports grew by 22.5% in current dollars in 2004, partly due to increasing volume and partly to rising dollar prices, e.g. for oil and other commodities. As for developing countries, they now account for about a third of global trade, and some 40% of all their trade is between themselves. This South-South trade is also growing about three times faster than world trade. China and India, of course, are garnering a large share of this rise in trade, accompanied by soaring GDP. China´s average export growth rate rose fairly steadily - barring a few blips - from 12.8% in 1980-90 to 31% in 2003-04. In the same period its GDP has stayed largely on a growth course, climbing from 7.5% in 1980-90 to 9.5% in 2003-04. The Indian figures follow much the same pattern. 

Generally strong and rapid growth also characterizes recent flows in foreign direct investment. According to UNCTAD estimates, global FDI inflows last year were up 29%, to $897 billion, generated by the world´s 70,000 transnational corporations (TNCs) and their 690,000 affiliates abroad, employing 57 million people worldwide. Here as well, developing countries are getting a bigger and bigger piece of the pie. FDI inflows to these countries surged to $233 billion in 2004, up 40%, and by a further 13% last year. South-South investment flows now represent more than a third of all investment flows to the South, where 20,000 TNCs are based. 

But there is worrying news as well - namely, that not all developing nations are benefiting from this growth. Much of it is concentrated in a handful of countries, with many others becoming increasingly marginalized. Merchandise exports of sub-Saharan Africa, for example, have declined as a percentage of world exports, from 1.6% in 1990 to 1.35% in 2004. The share of the world´s 50 poorest countries - which we at the UN call the “least developed countries” - rose minimally over the same period, from 0.56% to 0.64%. The services picture is similarly bleak. These figures are extremely alarming, given the intertwined evils of poverty, economic instability and terrorism. 

However, assuming we agree that trade in fact promotes development and economic growth in much of the developing world, then we need to ask why it is that some countries gain more, and others gain less, or even lose, from trade liberalization and globalization. Aside from the sheer comparative advantage of some countries in terms of location, natural resources and so forth, it would appear that trade liberalization has had its costs - and that openness to trade is simply not enough. There have been some optimistic forecasts of tremendous income gains, export revenue gains and new jobs to come from the expiration of the ATC, for instance. But there have also been some dire predictions of how devastating these same reductions in trade barriers, and removal of preferences, will be for a number of textile-producing nations. 

Thus, as I said, openness alone is not enough. What else should developing countries do to ensure that liberalization boosts trade and helps them to generate higher income, which is essential to kick-start development and reduce poverty? UNCTAD´s Trade and Development Index, introduced last year with the active support of Professor Lawrence Klein, attempts to measure the complex relationship between trade and development in a precise and quantitative manner. It shows that, in addition to trade liberalization measures, other factors are needed to guarantee that openness brings concrete benefits. These include macroeconomic discipline, good governance, infrastructure, skills, institutional capacity and investments in health and education. In effect, this implies that in conjunction with liberalization, developing countries must develop their comparative and competitive advantages and their capacity to deliver goods and services efficiently. They must also diversify and move away in particular from volatile commodity markets. They must increase their share of the global export revenues, move up the value chain by tapping into world distribution networks and create backward linkages from multinational investments to the local economy. Furthermore, they need to reduce their dependence on fossil fuels, especially given the rise in oil prices as well as environmental imperatives. 

At the same time, they must aim to attract the right kind of foreign investment and avoid the wrong kind. By the right kind, I mean investment that brings know-how and transfers technology; investment that creates skills at home and prevents brain drain. The right kind of FDI, in short, creates a virtuous circle: it brings capital and knowledge that stimulate domestic investment (both public and private) in productive capacity, skills and physical infrastructure, thereby building a strong nation. The wrong kind means investment that favours enclave development, where profits tend to be repatriated back to the home country and where there is no value-added or know-how passed onto the local economy, whether in terms of new skills, new industries or new enterprises. 

I referred at the outset to the future of the global trading system, and the more immediate future of the current Doha Round of trade talks. Most would agree that this ambitious Round, intended as the so-called “development round”, achieved only modest progress at Hong Kong last December. The next deadline is April 30, but it appears there will be further slippage. Accordingly, there is much to do if the negotiations are to be completed before the expiry of the US fast-track negotiating authority next March. 

Naturally, we at UNCTAD - and I imagine all of us in this room tonight - hope the Round will create ever-greater opportunities for developing countries. Rising trade trends suggest that the multilateral trading system is indeed working. What is missing is the political will and commitment to see through the rest of the negotiations and realize the development objectives promised in the Doha Ministerial Declaration. 

The delays in concluding the Round are especially frustrating for poor nations, such as the cotton producers in West Africa, who had hoped the trading system would lift them out of the poverty trap. Brinksmanship does not help to yield the development dividend. 

However, let me take issue with one argument that is often heard these days. It is said that the inability to reach agreement will affect the credibility of the WTO as an institution. I do not believe that this is a fair assessment of the situation. In fact, today the WTO-centred multilateral trading system has become the main body of law governing international economic relations across a wide spectrum of activities. The institution and the body of WTO law provide for security and predictability in international trade and investment. It provides for scrutiny through its Trade Policies Review Mechanism, and it offers a forum for resolving disputes in the Dispute Settlement and Appellate Bodies, in a system that was unified and made binding as a result of the Uruguay Round negotiations. This framework facilitates trade and investment as the foundation for sustainable economic growth, and apart from some further spelling out of rules, none of this will change as a result of the current negotiations, no matter what the outcome. 

Regardless of how the Round turns out, developing countries will still require help in coping with the ongoing reforms and meeting the costs of adjustment to market openness and globalization. Removing subsidies, barriers and preferential trade terms can be harmful, causing the loss of livelihoods and tariff revenue as well as greater vulnerability for infant industries. International support is desperately needed to help poorer economies build their capacity to compete, retrain the workforce, shore up their infrastructure and facilitate trade. It is also essential that such funding be in addition to current levels of international aid, and that it not create new debt. In this regard, it is timely that at the Hong Kong ministerial conference, “Aid for Trade” was recognized as necessary for facilitating the smooth integration of developing countries into the international trading system. But if aid for trade is to be meaningful, it must be relevant, targeted and adequate and, as I just said, it must be additional to resources currently being made available. As the case with all aid for development, aid for trade should also reflect the priorities of the recipients. It must be demand-driven. 

At a recent UNCTAD meeting on this subject, I said that aid for trade is not a panacea for all trade-related problems. Nor should it substitute for development benefits that must arise from a successful outcome of the Round, as the Hong Kong declaration itself pointed out. It must, rather, complement any such outcome; it must, in short, keep the development promise of the DDA. That means that if it is adequately designed, managed and implemented, it can help developing countries to really use trade and trade liberalization as an engine of development and poverty reduction. We look forward to the recommendations of the Aid for Trade Task Force established by the WTO´s Director-General, pursuant to the mandate given in Hong Kong last December. 

And this brings me to my final point this evening. We hear a lot in the news these days about creeping protectionist tendencies in both developed and developing countries. An op-ed in the Financial Times of April 6 warned that eroding the WTO principles could “risk unleashing a vicious spiral of beggar-my-neighbour nationalism” and increase the risk of “economic conflict”. Some fears of job losses, high adjustment costs and so forth are well founded; but others are simply not justified. I am reminded of the famous satire by the 19th-century French economist Frédéric Bastiat, who wrote of candle makers petitioning Parliament to block out the sun because of unfair competition. But the sun can be stopped no less than the relentless march of globalization. As the Federal Reserve Bank of Dallas wrote in an April 10 op-ed in the New York Times, “nations can no longer sit within their borders and pursue policies incompatible with an increasingly integrated world economy”. 

In the long run, I think that we as internationalists would agree: protectionism is a dead end. The Dallas Bank article said that “the more globalized nations tend to pursue policies that achieve faster economic growth, lower inflation, higher incomes and greater economic freedom”. 

The bottom line is self-interest, which must be enlightened. John F. Kennedy, in a sentiment echoing Franklin D. Roosevelt, famously said that if a free society cannot help the many who are poor, it cannot save the few who are rich. 

I believe that trade can, and should, contribute to this goal.” 

Free trade is doing its job just fine
ANDRES OPPENHEIMER    THE MIAMI HERALD
Free trade is benefiting hemisphere, March 2, 2007 

Anti-free-trade zealots – from Venezuela's petro-populist President Hugo ChÁvez to CNN's isolationist fear-monger Lou Dobbs – can scream as loud as they want, but the cold figures show that free trade has been good for Latin America, and good for the United States. 

The newly released U.S. Commerce Department trade figures for 2006 show that Latin American countries that have free-trade agreements with Washington have substantially increased their exports to the U.S. market. The United States, in turn, has increased its exports to most of its regional trade partners at a somewhat slower but respectable pace. 

Consider the latest figures: 

Since the United States signed a free-trade deal with Mexico, Mexican exports to the United States have risen from $40 billion in 1993 to $198 billion in 2006, a nearly 400 percent increase. Conversely, U.S. exports to Mexico over the same period have risen from $41.5 billion to $134.1 billion, a 223 percent increase. 

Since the United States signed a free-trade deal with Chile, Chile's exports to the United States jumped from $4.7 billion in 2004 to $9.5 billion in 2006, a 104 percent increase. Conversely, U.S. exports to Chile went from $3.6 billion to $6.8 billion, an 88 percent increase. 

Since the United States signed a free-trade deal with five Central American countries and the Dominican Republic, overall exports from the so-called CAFTA-DR countries to the United States went from $18.1 billion in 2005 to $18.6 billion in 2006, a 2.8 percent increase. Conversely, U.S. exports to CAFTA-DR countries climbed from $16.9 billion to $19.6 billion, a 16.1 percent increase. 

U.S. officials note that it's too soon to judge the results of the CAFTA-DR treaty, because it was only ratified by four countries – Guatemala, El Salvador, Honduras and Nicaragua – and has only been in effect for about six months in most member countries. 

Guatemala saw its exports to the United States grow by only 1 percent last year, while its imports from the United States rose by 24 percent. This was largely because of red tape problems that have since been corrected, U.S. officials say. In addition, the free-trade deal has already boosted foreign investments in Guatemala, they say. 

“By 2007, our trade with Central America will show the same kind of impressive growth that we've witnessed with Mexico and Chile,” says Walter Bastian, a senior U.S. Department of Commerce official. 

How can Venezuela's ChÁvez claim with a straight face that free trade with Washington is hurting the region, when Mexico alone went from having a $2.5 billion deficit in its bilateral trade with the United States in 1993 to a $64 billion surplus last year? 

(My guess: ChÁvez can afford lashing out against Latin American countries' free-trade agreements with the United States because he already has one: He sells virtually all of Venezuela's oil to the United States, duty-free.) 

And how can U.S. free-trade critics seriously claim that free-trade agreements with Latin America are bloating the U.S. trade deficit? 

Latin America as a whole accounts for only 13 percent of the $836 billion U.S. trade deficit, the bulk of which originates in China and Japan. If you lump together the 18 countries with which the United States has free-trade agreements – including Australia and Israel – together they account for only 17 percent of the total U.S. trade deficit. And most studies show there has been no net loss of U.S. jobs to Mexico, or other Latin American countries. 

My conclusion: Brazil, Argentina and other agricultural exporters have legitimate reasons to resist entering free-trade deals with Washington as long as the United States maintains its ridiculous farm subsidies. U.S. critics, too, have legitimate reasons to worry about the U.S. trade deficit. And both sides are right in stating that some industries get hurt by free trade. 

But, generally, free trade is passing the test. In addition to drawing investments and reducing consumer prices, it boosts trade both ways. If Washington wants to reduce its trade deficit, it should focus on China. For national security reasons – including the need to help its neighbors grow and reduce illegal immigration – the United States should have more, not fewer, preferential trade deals with Latin America. 
The Coming Democratic War on Free Trade

By Steve Chapman
It's an elementary axiom of economics that if Person A sells something to Person B, it's good for each of them. Otherwise, why would they bother? It should follow that if Country A sells something to Country B, both again benefit. But Democrats have turned against that basic insight. They think if Americans buy something from abroad, it makes us worse off, and they want to protect us from such folly.

"Free," when modifying "trade," is a four-letter word on the left. Bill Clinton favored breaking down barriers to international commerce, but the idea has lost favor in the Democratic party, and in the November elections it sunk further into disrepute. The American Prospect, a liberal magazine, reports with glee that "every single newly elected Democratic senator is a critic of free-trade orthodoxy."

Among the most vocal critics of open commerce is Sen. Sherrod Brown of Ohio, who has never met a trade deal he liked. In a recent interview with National Public Radio, he said, "People feel these job-killing trade agreements have really squeezed the middle class and caused lots of people to lose their middle-class status. . . . [Most Democrats] think our trade policy encourages more companies to leave the country. They think our trade policy has caused more and more businesses to outsource." And he vows not to vote for any agreement that doesn't impose strong labor and environmental standards on our trading partners. 

Brown reflects the views of labor unions, but you shouldn't conclude that organized labor is merely concerned about low-paid workers in Mexico and Guatemala. The AFL-CIO opposed the 1989 free-trade agreement with Canada . If Canadian workers are a threat, who isn't?

Demanding the imposition of American-style labor and environmental standards on poor nations is merely a ruse for rejecting trade liberalization altogether. To say developing countries shouldn't be allowed to take advantage of their workers' willingness to accept low pay or hard conditions is like saying we shouldn't be allowed to make use of our high-tech factories or our skilled labor force.

It's the equivalent of telling them they shouldn't produce anything until they've advanced to our standards -- which they can't do unless they start from where they are and work their way up. Sort of like we and every other rich country did. Likewise with environmental rules. Poor people can't afford to put a priority on clean air and water until they stop being poor, a process for which trade is indispensable.

The Best ‘Anti-Sweatshop’ Policy: Expanding U.S. Trade with Developing Countries

Testimony by Daniel Griswold
The Cato Institute 
February 14, 2007 
Mr. Griswold: Chairman Dorgan and members of the subcommittee, thank you for inviting the Cato Institute to testify today on global working conditions.

First, we should reject any notion that American workers are pitted in zero-sum competition with workers in poor countries. There is no race to the bottom in labor standards. Global incomes and working conditions can rise for workers in all countries that participate in the global economy. As America has become more globalized in the last 25 years, American workers and their families have enjoyed significant increases in real compensation, disposable incomes, and wealth.

Nor has trade with developed countries undermined America's manufacturing base. Output of America's factories last year was more than 50 percent higher than it was in the early 1990s, before we joined NAFTA and the World Trade Organization. American factories are producing more aircraft and pharmaceuticals, more sophisticated machinery and semiconductors, more chemicals, and even passenger vehicles and parts, than 15 years ago. We can produce more with fewer workers, because manufacturing productivity has been growing so rapidly.

When U.S. multinational companies invest abroad, their primary motivation is not a search for low wages and low standards. More than low costs, they seek wealthy consumers, skilled workers, an infrastructure that works, the rule of law, political stability, and the freedom to trade and repatriate profits. That is why more than 80 percent of U.S. outward manufacturing direct investment flows to other high-income, high-standard, economies, such as the European Union, Canada, and Australia.

Trade and globalization are lifting wages and working conditions for hundreds of millions of people in developing countries. The pay and working conditions in foreign-owned factories and export industries are usually much better than in the local domestic economy. Those jobs offer poor workers, especially young women, their best opportunity at financial independence and the simple pleasures and dignities of life that we take for granted.

According to the World Bank, the share of the world's population living in absolute poverty has been cut in half since 1981; from 40 percent to 19 percent, and poverty has fallen most rapidly in those areas of the world that have embraced globalization the most aggressively, including China. By raising incomes in poor countries, free trade and globalization have helped pull millions of kids out of the workforce and helped them enroll in school, where they belong.

The International Labor Organization recently reported that the number of children in the world, ages 10 to 14, who are working rather than attending school, has dropped by 11 percent since their previous report in 2002. There are 20 million fewer Halimas today than there were just 4 or 5 years ago. And it's not because of a legislative billy-club, it's because of trade and growth in developing countries. The number working in the most hazardous jobs has dropped even more steeply, 26 percent.

Parents in poor countries love their children just as much as we love our own. When they rise above a subsistence income, the first thing they do is remove their children from the workforce and put them in school. Studies confirm that labor-force participation rates by children decline sharply with rising per capita GNP.

The overwhelming majority of child laborers toiling in poor countries work in sectors far removed from the global economy. More than 80 percent work without pay, usually for their family, and typically on subsistence farming. I notice we don't have any representative from a rural farming area, where most poor people live in the world, and most child laborers toil. Most others work for small-scale domestic enterprises, typically nontraded services, such as shoe-shining, newspaper delivery, and domestic service.

So-called sweat shop conditions persist in poor countries today, not because of globalization, which is a relatively new phenomenon, but because of poverty, poverty perpetuated by their own governments' failed policies of protectionism, inflation, corruption, hostility to foreign investment, and lack of legally defined property rights. Globalization is not the cause of bad working conditions, but the best hope for improving them.

Withholding trade benefits because of alleged sweatshops would, in effect, punish poor countries for being poor. Trade sanctions would eliminate the very export-oriented jobs that are pulling standards upwards, forcing workers into informal domestic sectors, where wages and working conditions and labor-rights protections are worse. Lower wages paid to parents would make it more difficult for families on marginal incomes to keep their children in school and out of factories or fields. If Members of Congress want to encourage higher labor standards abroad, they should support free trade and investment flows so that less-developed countries can grow more rapidly and make more progress against poverty. Congress should seek a more robust International Labor Organization that could systematically monitor and report on enforcement of labor rights in member countries. Civil-society organizations can wage campaigns of education and put a spotlight on abusive situations, while importers can cater to consumer preferences for higher standards through labeling and other promotions.

If members of this committee want to see fewer sweatshops and child workers in the world -- and I believe you do -- then I recommend you support more open trade and investment ties with workers in developing countries.

Thank you very much, and I look forward to your questions.

Bhagwati – just because you need a little Bhagwati
Bhagwati: U.S. Must Rethink Doha Demands 
Interviewed by Lee Hudson Teslik, Assistant Editor
February 9, 2007

A group of ministers attending January's World Economic Forum meetings in Davos made a push to revive the Doha round of multilateral trade negotiations, producing a mixture of hope and skepticism. The previous round of talks stalled last summer, with all major parties entrenched on the issue of agricultural supports. But Jagdish Bhagwati, CFR's senior fellow in international economics, says the renewed talks can still be productive, even if they don't result in a deal.

Bhagwati points out that the modest accomplishments already pushed through in the Doha round have narrowed negotiations to the core issues, however difficult these issues might be. But he adds that for a significant deal to be cut between the United States and developing countries like India and Brazil, U.S. officials must move beyond traditional double standards in U.S. trade policy. “We are minimalists in terms of making concessions in the farm sector,” Baghwati says, and “maximalists in making demands on others in terms of agriculture.”

A number of ministers at Davos made a push this January to revive the Doha round of trade negotiations. Last summer, when the Doha talks were suspended indefinitely, things seemed pretty deadlocked. Were you surprised at all by this push to revive them?
I think you have to think of it as a process. Doha was started in 2001. At that time we pushed it through largely as an assertion against 9/11 intentions to undermine capitalism. So it was used cleverly by [former U.S. Trade Representative Robert] Zoellick to say “Look, we have to make an affirmation.”

So we got it going. Two years later we were going to meet in Cancun. Everybody wanted it to finish in Cancun, which was nonsense because in two years you can't finish. The previous round, the Uruguay round, took practically eight years; the one before, the Tokyo round, took five years. I think we did make progress in Cancun, if you look at it. Some very contentious issues were laid to rest, such as intellectual property protection. Then in Hong Kong [in 2005] we made further progress. We got export subsidies in agriculture eliminated by 2013. We also made one-way concessions to the least developed countries. So a large number of things got done. We were clearing the decks, as it were. We were cleaning out all peripheral things. Now it's a game between four major groups: the EU, the U.S., India, and Brazil. The reason I was optimistic is that all the issues that had cluttered things up had been cleared away. And it seems to me that you could make progress because everyone now knows what they need to do.
You mentioned agriculture. Obviously, U.S. agricultural subsidies have held things up in the past. Is there any reason to expect greater flexibility on the American side?
Well, that's the thing. Everybody knows what has to be done. For the U.S., it is agricultural subsidies and the tariff barriers to some extent, but mainly a lot of agricultural subsidies. We have around $20 billion [in annual subsidies]. According to the farm bill that is being considered right now, we are willing to go to $17 billion. I don't think the rest of the world is going to be excited about that. So we have a problem that we're not offering enough, in my view. We are minimalists in terms of making concessions in the farm sector, which is the critical one. At the same time we are maximalists in making demands on others in terms of agriculture. 
We want India—and I happen to be Indian so I have to clarify—we want the Indians to make substantial concessions in agriculture. At the same time, the Europeans, who don't have any interest in exporting agriculture because they don't have any comparative advantage in it—they are perfectly happy to see India and Brazil make concessions in manufacturing and services. We should be willing to do that. But because of the farm lobby saying it will never give up subsidies unless it gets big market access elsewhere—that creates a very basic source for pessimism right now. It's really our farm lobby—it's not our executive. The executive would like to make those concessions.
You mentioned the number $17 billion. The Economist has focused on what it calls the two “magic numbers.” They say in order for there to be any possibility of a deal, the U.S. needs to agree to cap farm subsidies at $17 billion a year, and European countries agreeing to cut agricultural tariffs by around 54 percent. Are those reasonable numbers?
I don't think so. I've been in touch with many countries, and many developing countries. I was in India in January, and there's no way anybody in India could be prevailed upon to make the kinds of concessions that are required by our farm lobby, against a cut of only $3 billion. It's not the economics that matters. When you go into the public policy space, in India, and say, “Look, we have to open up our markets to American competition when Americans are subsidizing even $10 billion dollars”—how does the trade minister get it past anybody except for economists? As an economist, I would say, wonderful, we get cheaper stuff. But that's not how the common public reacts. They say it's unfair. And it's not just the common public. The New York Times says that. They don't bring economics to the issue. They bring some kind of crazy, quasi-ethical argument. And that's what plays in the public arena. So my pessimism arises here: If we go with $17 billion we cannot expect developing countries to play along. If the U.S. and the EU are the only ones to do it, then these numbers that you cited are okay. But along with them come these demands on other countries.
And Brazil is presumably in the same boat as India?
In all these international negotiations, people lie low if two other people are fighting. It's prudent to let other people get the blame. Brazil, since about a year ago, has not been in the news, as you may have noticed. They look like the good guys. But I have no doubt—I know from inside information—that the Brazilians also would not be happy making these concessions. But on the whole, they have such substantial interests in exporting to us, and getting the Europeans and the U.S. to get off the subsidies and the trade barriers, that they would be willing to make some concessions in agriculture, if it comes to it, because they look at the balance of advantages for them. But in India it's just generalized fear. And that's true of many developing countries. So I think if we stick to our demands on agriculture, a deal is not going to happen this round.
A country that's rarely mentioned in all of this is China. What's its role here? Is it just going to sit back?
China is keeping out, but I think China has a bilateral problem with us. We again have a rather crazy attitude toward China. If you look at everything that happened in the last election, people are terrified of competition from the poor countries. All the Democrats are bringing up labor and environmental standards abroad. It's not that their hearts are actuated by altruism and empathy—I mean, Americans are a nice lot, I'd agree, after all I've become one—but it's self interest and fear that's really driving it. They want to raise the cost of production abroad by making them more like us in terms of their obligations on labor and the environment. [New York Times columnist] Tom Friedman says the world is flat and I say, “Tom, you're wrong.” People are trying to flatten the world to equalize competition—it's not that competition is equalized.
The second thing that every Democrat who came in was worried about is China. China is a huge power, and that attracts attention. And second, it is susceptible to being demonized, partly because it has demonic elements—if you're interested in human rights, for instance. China is a terrible violator of human rights. It's also a terrible case, as [CFR Director for Asia Studies] Elizabeth Economy and others have pointed out, in terms of the environmental damage it is doing. It's close to overtaking us in its damage to global warming. So on several dimensions it's not doing very well, and it's easy, if you're worried about Chinese competition, to be scared of China. So we have a problem there. But I don't think there's any compelling argument, on the purely economic side, to be terrified by it. China offers us a big market.
Do you think this is the last chance for Doha? The president's fast-track trade authority comes up in July. With a Democratic Congress, it seems unlikely to be extended. Would that effectively kill this round of negotiations?
It's true that everything doesn't require fast track. We've had some bilateral agreements go through without it. But these were miniscule ones. Every time there's been something big and complicated—certainly the big multilateral ones, and even the big bilateral ones like NAFTA—they had to go through fast track. So if you're interested in only piddling little things—bilateral with nobodies—I won't mention specific countries or I'd get flooded with emails!—they don't amount to a hill of beans. Therefore, if we don't have fast track, we are going to lose out in the race for bilaterals. When the Europeans try for bilaterals, we've sort of stopped them in their tracks by joining in and pushing for these things ourselves. Now, we could get handicapped, because we're the only country in the world that requires fast track. But I'm optimistic, for a perverse reason, which is that in our own self interest we will have to pass some form of fast track. Otherwise we'll be big sore losers in the world trade system.
So if Doha fails, what will we see? Presumably a lot more bilateral deals?
Well, they're going on anyway. This is the thing. I'm supposed to be a great multilateralist. So I should be saying, if Doha doesn't work out, there's going to be billions or trillions of dollars lost. There are studies now that say this kind of thing, but no serious economist believes this rubbish. Of course some gains from trade will be lost. But it's not as if the sky will fall. All this means is, you won't be able to move forward, but that doesn't mean you will slide back. I see no reason why protectionism would break out because Doha is not moving ahead.

Doha Is the Only Option for Advancing Trade 
Jagdish N. Bhagwati, Senior Fellow for International Economics, Robert E. Baldwin
December 18, 2003, Financial Times 

Robert Zoellick's love affair with preferential trade deals suffered a serious setback at last month's ministerial meeting on the Free Trade Area of the Americas in Miami. 
The patchwork deal that emerged from Miami was little more than a face-saving formula. Notwithstanding yesterday's announcement of trade agreements between the US and four Central American nations, it is clear that the US trade representative's strategy of going for bilateral and regional deals faces serious difficulties. 
The consequence is that the Doha round has resurfaced as a serious option for advancing world trade, despite the premature reports of its demise at the Cancun meeting of the World Trade Organisation in September. We would argue that Doha must be seen not just as an option but as the only option if we are to make further progress in liberalising that part of the world trading system where protectionism is most entrenched: agriculture. That makes it all the more important that the overwhelming political support for the Doha round, expressed at the WTO's general council meeting this week, is translated quickly into meaningful negotiations. 

Part of the reason for the failure of the Miami talks was that politics intrudes into the choice of trade partners and the agendas covered by bilaterals and regionals. Mr Zoellick has always refused to admit this, even as the US has used bilateral deals to favour loyal allies (such as Australia) and punish fickle friends (such as New Zealand). The reality is that domestic and international politics create roadblocks to trade liberalisation. 

That was clear during the US negotiations with Mexico over the North American Free Trade Agreement. Many protectionists focused on Mexico's problems, regardless of whether these had anything to do with trade. They alleged that free trade with 

Mexico would not be "fair" trade. A variety of non-trade issues became part of the talks: the state of Mexico's environment, its labour standards, its intellectual property law and the state of its democracy. In the end Nafta survived, but barely, and trade negotiations since then have been taken prisoner by US lobbies, good and bad, that seek to advance their agendas by pretending that they are "trade-related". 

But the FTAA has been afflicted instead by international politics. Brazil evidently sees it as an extension of Nafta, with the US playing the hegemon. Brazil favours instead an expansion from the Mercosur customs union, which it dominates. At Miami, this political agenda set Brazil against the US and its allies, Canada and Mexico. Perhaps Luiz Inacio Lula da Silva and his advisers were getting their own back on Mr Zoellick for his remark in 2002 that, if he was opposed to the FTAA, the Brazilian president was free to trade with Antarctica. 
But the main problem with bilateral and regional deals is that they simply cannot deal with the issue of removing agricultural subsidies. How can production subsidies, which have proliferated in the US and Europe, be cut preferentially? It is impossible. At the same time, cutting export subsidies preferentially for one's free trade association partners, though technically possible, is out of the question politically. Why? Because such a move would turn the political logic of preferential trade deals on its head. Reducing tariffs for members of an FTA lowers the competitiveness of non-members, which continue to face tariffs when they sell into FTA markets. That provides a strong incentive to sign FTAs. But if FTA members cut their export subsidies, the competitiveness of non-members, which maintain their subsidies, increases instead in FTA markets. 

Ironically, even under the lax discipline of WTO rules - which allow FTAs under specific conditions - the US itself has long taken the position that FTA members should not be allowed to exempt large sectors, such as agriculture, from their ambit. To pursue FTAs - which, owing to the difficulties outlined above, are likely to exempt protectionist agricultural subsidies - is not exactly consistent with the spirit of that position. 

If the world's trading nations are to attack agricultural subsidies, going down the bilateral path is not merely unwise; it is also impractical. There is no escaping Doha. 

Stiglitz – because I’d get in trouble if there weren’t any Stiglitz
It Takes More than Free Trade to End Poverty

By Joseph Stiglitz, Independent, February 3, 2006 

Last year was supposed to be the year to "make poverty history". But after a year of rock concerts, high-level summits and unprecedented public attention on the problems facing the world's poorest, 2005 ended with a whimper rather than a bang. 

The meeting of trade ministers in Hong Kong in December was a chance to make major changes to the world trading system and give hundreds of millions of people the opportunity to trade their way out of poverty. At the end of the meeting, WTO director-general Pascal Lamy described the accord as a landmark document that managed to break the deadlock in global trade talks. The so-called successes of the Hong Kong deal, however, are of little more than symbolic value to the developing countries, who are coming to realise that, despite the promises they have been given, this trade round will once again deliver them little of real value. 

Take, for instance, the gesture of removing agriculture export subsidies. It is a move in the right direction, but export subsidies make up only a small fraction (roughly 4 per cent) of total subsidies given to farmers in rich countries. The bulk of agricultural support comes in the form of production subsidies, which operate to increase the amount of food on the world market and hence lower the prices received by producers in the poor countries. So while the removal of export subsidies is welcome, it is only a tiny part of the egregious distortion of world agricultural markets. 

The other headline achievement of the Hong Kong meeting was to give goods from the poorest countries free access to the markets of the rich countries. Unfortunately, the fine print of the deal undermines much of its value. The United States and Japan slipped in a provision which would allow them to continue to tax a small number (3 per cent) of products. While this may appear to be a small compromise, it is in fact enough to diminish the value of the package significantly, because poor countries are only able to produce a very small range of goods competitively. Thus this exception gives the US scope to exclude the majority of the goods they can actually export. 

The declaration at Hong Kong, of course, was not a deal, but an agreement about the way forward. The agreement was really just a shell, with much of the detail to be fleshed out in the coming months. What happens henceforth will determine the scope of the gains from the Doha round and whether, in the end, developing countries are better or worse off as a result. 

Unfortunately, there are several reasons to be pessimistic. One is the increasingly hard-line approach taken by the European Union. The EU Trade Commissioner, Peter Mandelson, continues to demand that the developing countries make reciprocal concessions in return for access to the EU's market. He said last week that "Anyone coming to the negotiating table empty handed must expect to leave empty handed." Mandelson treats the negotiations as a bargain between equals, but impoverished African countries can hardly be expected to negotiate on equal terms with the giant advanced economies. 

The second threat to the Doha round is the increasing detachment of the US, which continues to plough ahead with special trade agreements with its friends and allies outside the WTO. These bilateral agreements threaten to create a spaghetti-bowl of trade deals which hamper multilateral progress and leave the poorest countries out in the cold. 

The main problem with the round is that whenever the negotiators from the rich countries reach a stalemate, they respond by taking issues off the agenda. One after another, thorny issues have been jettisoned or pushed into the background, so that the agenda is now so narrow that there is very little for anyone to object to and, unfortunately, very few areas in which real progress can be made. 

As Andrew Charlton of the LSE and I point out in our recently published book Fair Trade for All: How Trade Can Promote Development, there was in fact a broad agenda that could deliver benefits to the poorest countries, but which has been almost entirely ignored in the Doha round. For example, there is much that could be done to reduce tariffs on industrial goods. Rich countries collect tariffs four times higher on their imports from poor countries than imports from other rich countries. Similarly, some advances could quickly be made by liberalising labour-intensive service sectors in which developing countries have genuine export interests. 

Opening the door to trade is one thing, but the real challenge is to help developing countries go through it. Without assistance to build decent roads, efficient ports, and to produce goods of sufficient quality, new trading opportunities are meaningless. Aid and trade must go hand in hand if poverty is to be reduced. For now, what is clear is that more attention has been focused on the image of progress than on the reality of enhancing incomes and opportunity in the developing world. 

Arrested Development

By Joseph Stiglitz, Guardian, August 10, 2006 

Hopes for a development round in world trade - opening up opportunities for developing countries to grow, and for reducing poverty - now seem dashed. Though crocodile tears may be shed all around, the extent of disappointment needs to be calibrated: Pascal Lamy, the head of the World Trade Organization, had long worked to diminish expectations, so much so that it was clear that whatever emerged would bring, at most, limited benefits to poor countries. 

The failure hardly comes as a surprise: the United States and the European Union had long ago reneged on the promises they made in 2001 at Doha to rectify the imbalances of the last round of trade negotiations - a round so unfair that the world's poorest countries were actually made worse off. Once again, America's lack of commitment to multilateralism, its obstinacy, and its willingness to put political expediency above principles - and even its own national interests - has triumphed. With elections looming in November, President George W Bush could not "sacrifice" the 25,000 wealthy cotton farmers or the 10,000 prosperous rice farmers and their campaign contributions. Seldom have so many had to give up so much to protect the interests of so few. 

The talks bogged down over agriculture, where subsidies and trade restrictions remain so much higher than in manufacturing. With 70% or so of people in developing countries depending directly or indirectly on agriculture, they are the losers under the current regime. But the focus on agriculture diverted attention from a far broader agenda that could have been pursued in ways that would have benefited both the north and the south. For example, so-called "escalating tariffs," which tax processed goods at a far higher rate than unprocessed products mean that manufacturing tariffs discourage developing countries from undertaking the higher value-added activities that create jobs and boost incomes. 

Perhaps the most outrageous example is America's $0.54 (28p) per gallon import tariff on ethanol, whereas there is no tariff on oil, and only a $0.50 per gallon tax on gasoline. This contrasts with the $0.51 per gallon subsidy that US companies (a huge portion of which goes to a single firm) receive on ethanol. Thus, foreign producers can't compete unless their costs are $1.05 per gallon lower than those of American producers. 

The huge subsidies have meant that the US has become the largest producer of ethanol in the world. Yet, despite this huge advantage, some foreign firms can still make it in the American market. Brazilian sugar-based ethanol costs far less to produce than American corn-based ethanol. Brazil's firms are far more efficient than America's subsidized industry, which puts more energy into getting subsidies out of Congress than in improving efficiency. Some studies suggest that it requires more energy to produce America's ethanol than is contained in it. 

If America eliminated these unfair trade barriers, it would buy more energy from Brazil and less from the Middle East. Evidently, the Bush administration would rather help Middle East oil producers, whose interests so often seem at variance with those of the US, than Brazil. Of course, the administration never puts it that way; with an energy policy forged by the oil companies, Archer Daniels Midland and other ethanol producers are just playing along in a corrupt system of campaign-contributions-for-subsidies. 

In the trade talks, America said that it would cut subsidies only if others reciprocated by opening their markets. But, as one developing country minister put it, "Our farmers can compete with America's farmers; we just can't compete with America's treasury." Developing countries cannot, and should not, open up their markets fully to America's agricultural goods unless US subsidies are fully eliminated. To compete on a level playing field would force these countries to subsidise their farmers, diverting scarce funds that are needed for education, health, and infrastructure. 

In other areas of trade, the principle of countervailing duties has been recognised: when a country imposes a subsidy, others can impose a tax to offset the unfair advantage given to that country's producers. If markets are opened up, countries should be given the right to countervail American and European subsidies. This would be a major step forward in trying to create a fair trade regime that promotes development. 

At the onset of the development round, most developing countries worried not only that the EU and the US would renege on their promises (which they have in large part), but also that the resulting agreement would once again make them worse off. As a result, much of the developing world is relieved that at least this risk has been avoided. Still, there was a second risk: that the world would think that the agreement itself had accomplished the objectives of a development round set forth at Doha, with trade negotiators then turning once again to making the next round as unfair as previous rounds. This concern, too, now seems to have been allayed. 

There remains one further concern: America has rushed to sign a series of bilateral trade agreements that are even more one-sided and unfair to developing countries, which may prompt Europe and others to do likewise. This divide-and-conquer strategy undermines the multilateral trade system, which is based on the principle of non-discrimination. Countries that sign these agreements get preferential treatment over all others. But developing countries have little to gain and much to lose by signing these agreements, which almost never deliver the promised benefits. 

Indeed, the entire world is the loser if the multilateral trade system is weakened. The rest of the world must not embrace America's unilateral approach: the multilateral trade system is too precious to allow it to be destroyed by a US president who has repeatedly shown his contempt for global democracy and multilateralism. 

New Trade Pacts Betray the Poorest Partners 

By JOSEPH E. STIGLITZ 

The United States and Morocco last month signed a new bilateral trade treaty. The Bush administration has been bragging that it exemplifies the way its economic policies can build new ties and new friendships around the world. This is especially important in the Middle East, where, in other respects, America's foreign policy seems to have left something to be desired. The cooperation with moderate Arab governments is meant to demonstrate our broadmindedness, our willingness to offer a carrot (rather than the proverbial stick) to those who behave reasonably. 

But regrettably, in negotiating the trade agreements with Morocco, Chile and other countries, the Bush administration has used the same approach that earned us the enmity of so much of the rest of the world. The bilateral agreements reveal an economic policy dictated more by special interests than by a concern for the well-being of our poorer trading partners. In Morocco, prospects of the trade agreement were greeted by protests -- an unusual occurrence in a country that is only slowly moving to democracy. The new agreement, many Moroccans fear, will make generic drugs needed in the fight against AIDS even less accessible in their country than they are in the United States. According to Morocco's Association de Lutte contre le SIDA, an AIDS agency, the agreement could increase the effective duration of patent protection from the normal length of 20 years to 30 years. 

Morocco is not the only country that is worrying about access to life-saving drugs. In all its bilateral agreements, the United States is using its economic muscle to help big drug companies protect their products from generic competitors. For a country like Thailand, which is facing a real AIDS threat, these are issues of more than academic concern. 

President Bush's policy in this area seems puzzling and hypocritical. While he talks about a global campaign against AIDS, and has offered substantial sums to back it up, what he is giving with one hand is being taken away with the other. Most Americans, I believe, would support greater access to life-saving generic drugs. The loss to the drug companies would be small, and must surely be dwarfed by the huge tax breaks they get. 

Nor are drugs the only arena in which the United States has used its economic power to advance some special American interest. The agreement with Chile limited its ability to restrict the inflow of speculative, hot money -- money that can come in and out of a country on a moment's notice. Chile had recognized the potential destabilizing effects of these capital movements, and had imposed moderate taxes on these flows. Such restrictions had helped Chile grow a remarkable 7 percent a year in the early 1990's. That is because, unlike many of its neighbors in Latin America, Chile did not have to face the economic havoc caused by capital suddenly flowing in and then just as quickly flowing out. Today, even the International Monetary Fund recognizes that capital- market liberalization often leads to more instability instead of faster growth. 

In telecommunications, too, in Morocco and elsewhere, we have put forward demands (for example, concerning the use of transmitting facilities and the wholesaling of transmission capacities) that we would oppose strenuously if someone were to impose them on us. In the view of the developing world, the bargaining has been extraordinarily one-sided -- with all the power on America's side. 

The United States and its trade representative, Robert Zoellick, are right that trade policy can be an important instrument for building good will. But when conducted as it has been by the Bush administration, it can be, and is, a way to build ill will, especially among the young, who worry that their elders are selling them short. 

If the trade agreements bring the economic benefits promised, if the lack of access to affordable drugs (including generic drugs) proves less troublesome than the naysayers worry, then all may be forgiven. But there is a good chance that this will not be the case: in Mexico, for example, real wages actually declined in the decade after the North American Free Trade Agreement. And looking ahead, the demands for capital-market liberalization have a good chance of exposing Chile's economy to disruption, while the AIDS epidemic and the need for cheap drugs to fight it are not about to go away. 

The good news is that the damage has been limited so far because we have been able to pressure only a few small countries to sign bilateral trade agreements. The bad news is that the enmity that we are earning through these pacts will only grow. 

Joseph E. Stiglitz, professor of economics at Columbia and author of ''The Roaring 90's,'' was chief economist of the World Bank from 1997 to 2000. He won the Nobel Prize in economics in 2001. 
