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Introduction.
The economic chaos that started with defaults on subprime mortgages when American housing prices began to decline now has engulfed the world. The global turmoil coincides with the dramatic shift to the left in American politics that began in 2006 and accelerated with the widespread Democratic victories in the November, 2008 elections. Over the last two decades, with only a few interruptions (such as the Asian financial crises in 1997 – 1998), the world’s economy has grown at a healthy rate and many people have prospered. A driving force in this period of prosperity has been the globalization of economic activities, with sharp increases in international trade and foreign direct and portfolio investments. National governments’ emphasis on deregulation and market based approaches also contributed greatly to the free flows of goods, services and capital. But the global economic downturn coupled with the American shift to the left raise the possibility that globalization may now be a spent force and that the Americans, who have been the leaders in trade liberalization and market based policies, will lead a retreat toward more restrictive trade rules and greater government intervention in economic affairs. If this happens, it could easily result in a decline in international trade and investment, a slowing of economic growth rates in America and the rest of the world, and an increase in political unrest.
The purpose of this essay is to examine the probable effects of the economic crisis and the American shift to the left on global trade and investment, with particular attention to the effects on Thailand and Thai/US economic relations. The remainder of this essay is divided into five parts as follows:

· The first part explains the shift to the left that has occurred in American politics.

· The second part consists of a review of the current economic crisis.

· The third part considers the consequences of the American shift to the left for global trade and investment.

· The fourth part looks at the effects of global economic chaos on global trade and investment. 
· The fifth and concluding part examines the specific effects of these events on Thailand and on Thai/US economic relations.
Part 1: The American Shift to the Left.

In 2004, President George W. Bush won re-election by a narrow margin over Democratic Senator John Kerry. Very significantly, in the congressional elections, the Republicans increased their majorities in both the House of Representatives and the Senate. At that time, within the Republican Party, there was widespread euphoria and talk of a “permanent Republican majority.”


The shift to the left in American politics began with the mid-term congressional elections in 2006. By that time, voters had become disenchanted with the Bush Administration’s confrontational and inept foreign policies, the continuing pursuit of hard right social, economic and environmental policies, and the absence of meaningful progress in the Iraq war.
 This lead many voters to abandon the Republican Party with the result that the Democrats gained control of the House of Representatives and a small majority in the Senate.
 The 2006 elections were claimed by some to mark the end of the Republican revolution.


Following the Democratic victory in 2006 and during the lengthy presidential primary campaigns of 2007 and the first half of 2008, it was commonly assumed that the Democratic presidential candidate would have a huge advantage over the Republican nominee in the November, 2008 election. It also was generally thought that Senator Hillary Clinton would be the Democratic nominee, so the stunning upset in the 2008 national elections was Obama’s win over Clinton in the Democratic primaries, not Obama’s victory over John McCain in the November general election.

Much of the support for the Democratic candidates arose because of the unpopularity of both the Bush Administration and Congress. In October, 2008, among all Americans, 20 percent approved of the way Bush was handling his job as president and 75 percent disapproved. As for Bush's handling of the economy, 20 percent approved and 77 percent disapproved.
 With 10 percent approval ratings, only Congress has ratings below the President’s as Americans now view their national government as collectively guilty of a massive failure of effective leadership.
 One of the remarkable successes of the Obama campaign was to tie John McCain to the wildly unpopular Bush Administration. Half of the voters thought McCain would continue Bush’s policies if he were elected president and 90 percent of those voted for Obama.

For purposes of this essay, it also is important that during the extended primary campaign in 2007 and the first half of 2008, it became increasingly apparent that voter support for trade liberalization and globalization was diminishing. The lack of enthusiasm began to arise even as the American economy was enjoying comfortable growth rates and significant benefits from globalization, well before the severity of the current economic crisis became apparent. Then, and as is still true today, most Americans acknowledge that globalization has brought greater prosperity to the US, but it is widely felt that the benefits of globalization have not been distributed evenly. While people at the top of the economic ladder have benefited immensely from globalization, the bottom 60 percent have seen their living standards stagnate or actually decline. Statistical studies also support the diminished enthusiasm for liberal trade policies and globalization. Over the last two decades, the gap between rich and poor has widened in most industrialized countries, but the income inequality is especially notable in the United States. According to the OECD, in 2005 the richest 10 percent in the US had average annual income of $93,000, which was the highest in the OECD, but the poorest 10 percent had average earnings of only $5,800.
 It is not surprising that the 2008 Pew Global Attitudes Survey found that only 53 percent of Americans think trade is good for the US, down from 78 percent in 2002. In other countries, support is much higher: 87 percent of the Chinese and 90 percent of the Indians agree that trade is good for their country, along with 71 percent of the Japanese, 77 percent of the British, 82 percent of the French, and 89 percent of the Spanish.

In the November, 2008 elections, the United States elected a new president, all of the members of the House of Representatives and one third of the members of the Senate. In the presidential election, Barack Obama received 65 million votes to John McCain’s 57 million votes; but more importantly under the American voting system, Obama got 364 votes in the Electoral College to McCain’s 163 votes.
 Although Obama won a clear majority of the popular vote and dominated in the Electoral College, the presidential election was not an overwhelming victory for Obama. In fact, given the low popularity of the Bush Administration and the growing economic crisis, it is testament to how conservative America is that 57 million people voted for the Republican Party and John McCain.

The Democrats also prevailed in the congressional races. In the Senate, the Democrats increased their majority to 57 seats against 40 for the Republicans.
 The Democrats also increased their majority in the House of Representatives to 255 seats vs. 174 seats for the Republicans.
 The November, 2008 elections thus gave the Democrats control of the White House and both houses of Congress for the first time since 1994. Following the November elections, the Democrats have a clear road for implementing their agenda if the powerful Democrats in the national government can agree on what that agenda should be. In terms of understanding the future Democratic agenda, however, it is important to keep in mind that Obama’s victory had more to do with a general dissatisfaction with the Bush Administration and the Republican policies. The economic chaos that engulfed the United States in 2008 certainly added to the votes for Obama and the Democrats in Congress, but that chaos was not the principal reason for the dramatic shift towards the Democratic Party. The shift had begun well before the appearance of the economic recession.
Part 2: The Global Economic Crisis of 2008
Until recently, global growth was robust and driven by trade and relatively unrestricted capital flows. The growth was lead principally by China and the United States, which together accounted for 40 percent of the increase in the world’s GDP. But even as the global economy was growing, tensions were building. The Chinese and American economies were tied closely together because Chinese growth was dependent on export oriented production, while the United States growth depended on consumption. What China produced and exported America imported and consumed. American payments for the Chinese exports then were recycled back to the Americans in the form of loans. In 2006, the United States trade deficit reached $763.6 billion,
 of which $232.6 billion was due to a bilateral trade imbalance with China.


Now, the global economic situation is bad and, as this is written in November, 2008, getting worse. Although there are many theories on the cause of the current crisis, the most obvious beginning is when the bubble in American housing prices burst beginning in 2005 – 06, even though the effects of the decline in housing prices did not really begin to be felt until 2007. Prior to that time, the American economy was awash in money and credit was easily available. The national government also encouraged home ownership for high risk buyers through generous tax subsidies for home ownership and by developing programs aimed at extending home ownership to people with dubious credit histories. In fact, the dominant presence of Fannie Mae and Freddie Mac in the subprime mortgage market could be traced to the national government’s policies of broadening home ownership,
 although when the subprime mortgage market collapsed with disastrous consequences for Fannie Mae and Freddie Mac, the national government offered bailouts, but the policy makers were not around to take responsibility. As a consequence of the easy money and national government policies encouraging home ownership, many home mortgages, especially adjustable rate mortgages (“ARMs”) were given to people with questionable capacities to service the debt. To exacerbate the problem, many of the subprime mortgages required little or no down payment and the monthly payments covered only the interest expense on the mortgage. The result was that many homeowners had only nominal equity in their houses. Of course, so long as housing prices were increasing, these subprime mortgages were not in trouble because the rising housing market was producing equity cushions where none had existed when the mortgages were first given. Once the American housing market began to decline, however, the original absence of equity in the houses meant that the mortgage debt began to exceed the value of the houses. At the end of September, 2008, it was estimated that 7.5 million single family homes in the United States were worth less than the amount of their mortgages. Another 2.1 million homes were close to having negative equity.
 This means that a total of about one quarter of all residential home mortgages in the United States have negative equity or are close to having negative equity.
 In some parts of the United States, the problem of negative equity is extraordinarily severe. In Nevada, about half of all the home mortgages have negative equity,
 while in Michigan the figure is about 39 percent with negative equity.

At this point, to understand what is happening in the American real estate market and to get a sense for how severe the current economic crisis is, it necessary to explain two things about the structure of American mortgages and the American mortgage market. First, American home mortgages are generally “non-recourse.” This means that only the house subject to the mortgage is available to satisfy the mortgage – all of the debtor’s other assets are not liable for the home mortgage debt. If, for example, the amount of the mortgage is $300,000, the value of the house has fallen to $220,000, and the debtor stops paying on the mortgage debt, the bank can only obtain repayment through a mortgage foreclosure, in which case the bank takes the house and sells it to satisfy the mortgage debt. This is true even though the debtor may have substantial other assets (including other houses) in addition to the house subject to the mortgage. Since mortgage foreclosures are time consuming and expensive, when the banks are forced to foreclose, they typically wind up with much less than the value of the house at the end of the foreclosure process. In the example above, the bank could expect to net about $100,000 after the foreclosure process, even though the debtor had substantial other assets.
The second point relates to the mortgage market. It used to be that the local bank would lend to a family to enable the family to purchase a house. The mortgage on the house would be held by the bank, so there was a close connection between the lender and the debtor. If the debtor encountered some financial difficulties, as where the principal wage earner was laid off work, the debtor and bank would do their best to avoid foreclosure since that would cause the family to lose the house, generate a substantial loss for the bank, and have a depressing effect on home prices in the neighborhood where the foreclosure takes place. In today’s mortgage market, however, the local bank only acts as the loan originator. The mortgage is quickly sold to an investment bank or similar financial institution, where it is pooled with other mortgages and then reissued as securities backed by the underlying pool of mortgages, i.e., mortgage backed securities. Sometimes the mortgage backed securities were themselves repackaged and resold as collateralized debt obligations. When this process worked, it greatly increased the ability of the local banks to lend money, but one collateral consequence was that it created a disconnect between the debtor and the lender. Now, when the debtor encounters financial difficulties, the debtor has no authoritative place to turn, since the local bank no longer holds the mortgage and the actual creditor is one or two steps removed from the local bank and likely to be difficult or impossible to identify. In fact, with the globalization of capital markets and the attractiveness of mortgage backed securities and collateralized debt obligations as high yield investments, the creditors could be just about anywhere in the world. In a bit of irony, the creditors may even include the debtor if the debtor has invested in mortgaged backed securities or collateralized debt obligations. In a declining market, the current system thus gives a financially troubled debtor few options except to walk out the door and leave the house to the creditors, whoever they may be.

The unfortunate combination of non-recourse mortgages, the high proportion of negative equity mortgages, a declining housing market that compounds the pressures on the housing market, and the disconnect between the debtors and creditors has caused a collapse in the United States housing industry. In the early stages of the American housing crisis, some optimists thought the problem could be limited to financial institutions and the real estate industry, but now it is apparent the optimism was misplaced. What started in the American housing industry has now spread throughout the world and affects almost every sector of economic activity.
The bank failures, corporate bankruptcies, multibillion dollar government bailouts, job losses, declines in industrial production, and sharp drops in commodity prices signal the onset of a deep recession that is likely to be broadly felt. A sampling of the opening sentences of recent news articles speaks directly to the current severity of the crisis and the uncertainty about its depth and breadth.

· “The financial crisis will cause the world’s rich economies to shrink for the first time since the second world war, according to the International Monetary Fund.”

· “Global demand for oil will fall next year for the first time since 1983, a leading consultancy has forecast.”

· “It is here. The recession that many hoped would never come or prayed they would not have to deal with, has arrived. Others can carry on debating how and why it has happened, business leaders will want to know what they need to do now.”

· “This should be the best of times for America’s debt collectors, since never has a society been so in hock. But ironically, much of the debt-collection industry is struggling because there’s little cash left to squeeze from strapped consumers.”

· “The slowdown in China is spreading, with weak economic data announced Tuesday illustrating why Beijing hurried to announce its massive stimulus plan. Data for October showed slowing imports, weaker home prices and a fall in export orders.”

· “Shipowners are forfeiting tens of millions of dollars to cancel contracts to buy vessels rendered uneconomic by one of the industry’s sharpest ever downturns.”

· “AP Moller-Maersk, the world’s biggest container shipping line, saw an accelerating fall in volumes on its most important route in the third quarter, in the latest sign that the industry faces one of the most severe downturns in its 50 year history.”

· “The credit storm swept through Wall Street and Main Street with renewed virulence yesterday as AIG and Fannie Mae reported huge losses, a leading US retailer filed for bankruptcy and multinationals such as Nortel and DHL cut thousands of jobs.”

· “The financial sector’s total losses from the credit crisis are approaching $1000 billion after recent turmoil in the markets triggered a further drop in the value of mortgage-backed securities and other debt securities.”

· “The World Bank is set to provide up to $100 billion in new aid to developing countries, amid fears that the spreading effects of the financial crisis could devastate poorer and middle-income states.”

· “He had always planned for the economy to be his priority. Just not this economy. As candidate, Barack Obama crafted a platform to address the concerns that preoccupied voters earlier this year: high energy and health-care costs, stagnant middle-class income and rising foreclosures. But such problems pale beside the eruptions since August. America’s housing crisis has become a global financial panic; the economy, which was muddling along as recently as July, may be in its deepest recession in decades. Consumer confidence … is at its lowest in more than half a century (except for a brief sharp dip in 1980).”

Although the current economic turmoil is typically referred to as a “financial crisis,” the reality is that we are entering a global economic recession with early indications that it will be broadly felt with severe consequences throughout the world. It also seems likely that the recession will not bottom out at least until American housing prices stabilize. Until then, the oversupply of houses and the uncertain value of mortgage backed securities, collateralized debt obligations and affiliated financial instruments will put great strains on the American economy and the global financial markets.
Part 3: America’s Turn to the Left:

Implications for Global Trade and Investment
Barack Obama in brief. Barack Obama is a fresh face on the American political scene. In fact, one of his major attractions is precisely that he is not deeply embedded in the Washington political establishment. The absence of a long political resume means that his position on global trade and investment is not firmly and clearly established. What evidence there is, however, is not promising.

Obama has positioned himself first in the Illinois State Legislature and then as United States Senator from Illinois as a left of center Democrat. On the American political spectrum, with hard core conservative Republicans on the right and liberal Democrats on the left, Obama is generally characterized as a liberal Democrat. Obama is not a moderate Democrat such as Bill Clinton and he is quite distant on the political spectrum from George W. Bush, who is close to the hard right on many international and domestic issues. As a liberal Democrat, Obama is naturally a supporter of organized labor, more interventionist government policies, and possibly more protectionist trade policies. Two unfortunate facts for those with great hope for a new political environment in Washington under an Obama Administration are:
· During his tenure in the Illinois State Senate and his four years as a United States Senator, Obama did not sponsor a single major piece of legislation.
· Obama’s political record as a legislator shows no evidence of a willingness to stand up against the policies articulated by the Democratic leadership. In the United States Senate, for example, Obama has not taken any positions independently or in opposition to the Democratic Party’s policies. Instead, he has consistently voted along Democratic Party lines.

The important question is whether his election as president and his move from Congress to the White House will give Obama the backbone to stand against liberal Democratic policies that benefit limited segments of society (i.e., organized labor) even as they are injurious to the country as a whole. This will be especially important on trade matters because of the need for his administration to oppose protectionist pressures from organized labor and uncompetitive companies on the brink of bankruptcy.

On trade issues, Obama’s record is ambiguous. Nobody could rightfully accuse Obama of being dumb and he fully understands that trade liberalization maximizes economic efficiency and generates maximum prosperity for the United States. But Obama also understands the harsh effects of open markets and trade liberalization on some individuals and businesses. He knows that while free trade maximizes job creation and collective prosperity, it also has disastrous consequences for those who have neither the skills, ingenuity or capital to compete. Consistent with his position as a liberal Democrat, Obama tends to favor helping those harmed by trade more than working to maximize wealth for the entire country. During the presidential campaign, Obama said that if won the election he would renegotiate the North American Free Trade Agreement (much to the anger and dismay of the Canadians and Mexicans who are the other parties to the agreement), correct the gross imbalances in the American relationship with China, and strengthen the laws aimed at protecting American workers and businesses from unfair competition.
 Obama also has indicated dissatisfaction with the free trade agreement between South Korea and the United States, which has been signed, but not yet ratified, even though that has drawn strong criticisms from the Korean Government. There are, however, three reasons to discount Obama’s protectionist, anti-trade  rhetoric:
· First, some of Obama’s strongest criticisms of the existing trade regime came during his campaign stops in Michigan, Ohio, Pennsylvania and West Virginia, where free trade policies are blamed (often inaccurately) for the massive job losses and business closures that have occurred in the region. In the comfort and isolation of the White House, Obama may take a markedly different view that comes closer to what mainstream economists generally say about trade.
· Since China rejoined the world economy in the early 1990s, every president has campaigned with a promise to rebalance the relationship with China. Once in office, however, Presidents Clinton and Bush found that policies of engagement with China were better for both countries. Confronting China over trade matters, Clinton and Bush realized, could have a destructive effects on both the Chinese and American economies, with disastrous consequences for the Asian region, the American economy, and possibly the world. President Obama may face an even starker reality as American restrictions on Chinese exports in the current economic recession could have a politically destabilizing effect on China.

· The transformation of Candidate Bill Clinton into President Bill Clinton also may be instructive. As governor of Arkansas and then as a long-shot candidate for president in the 1980s and early 1990s, Bill Clinton often spoke in antitrade, protectionist terms. As his candidacy for the president became more and more credible, his position on trade moved from protectionist to a supporter of trade liberalization. Then, in the first year of his presidency, Clinton devoted very considerable energy and political capital to supporting the ratification of the North American Free Trade Agreement (“NAFTA”), an agreement that had been negotiated principally during the administrations of Ronald Reagan (1981 – 1989) and George H.W. Bush (1989 – 1993). After much controversy and after President Clinton put a great deal of pressure on wavering members of Congress, NAFTA was formally ratified by Congress in September, 1993.
 Clinton followed the NAFTA ratification with the Uruguay Round Agreements Act, which he signed into law in December, 1994.
 The Uruguay Round of multilateral trade negotiations established the World Trade Organization and introduced major trade liberalization measures that covered about 95 percent of global trade. But in order to secure congressional ratification of the Uruguay Round, President Clinton faced considerable controversy and had to exert great pressure on Congress.
 Clinton’s transformation is consistent with the position of the United States presidents for the last 75 years. Since trade liberalization is best for the United States as a whole and the presidents represent the entire country and not just a particular segment of it, the presidents and their administrations have tended to support free trade and open markets.

So, in spite of Obama’s statements during the presidential campaign, there are good reasons to hope that his administration’s position on trade and globalization issues will be somewhat supportive of trade liberalization and market based policies. On the other hand, there are at least two reasons to expect that the American government’s attitude towards global trade and investment will be less supportive than it has been in the past. The first reason is that Obama has indicated that the priorities of his administration are going to be domestic issues; specifically, education and health care reforms, infrastructure development, increased attention to the development of clean energy sources and the introduction of conservation initiatives, and most importantly creating jobs and reviving the economy. Trade matters simply will not be high on the Obama’s Administration’s agenda. The second reason is that, whatever views Obama has on global trade and investment, those views will have to accommodate the considerable powers of Congress. This second point is of special importance and needs further explanation.
Congress and the President: an introduction to international economic policy-making in the United States. The basic structure of the American system of government anticipates continuing tension between Congress and the President. During the last few decades, this tension has been clearly evident in the struggle between Congress and the President for supremacy on international economic policies. Congress and the President have overlapping responsibilities on international economic policy matters. Congress generally is responsible for enacting laws. Congress also has the power "to lay and collect taxes, duties, imposts and excises" and "to regulate commerce with foreign Nations." Thus, on international trade and investment matters, it is Congress that has broad powers and it guards these powers very carefully. This is critical to understanding U.S. international economic laws and policies: it is Congress not the President which has broad authority to make laws determining U.S. international economic policy. Congress also is very conscious of its extraordinary powers in international economic policy matters and it not shy about asserting itself.

The President and other members of the executive branch are responsible for administering the laws passed by Congress. The President also is given authority to conclude treaties and to conduct foreign affairs. The President's treaty making power is limited somewhat by the requirement that many treaties have to be approved by Congress. In addition, most treaties to which the United States is a party are not self-executing. Instead, before the treaties become effective within the United States, Congress has to pass implementing legislation. There is one mechanism available to the President which is somewhat independent of Congress - the conclusion of (executive agreements,( which do not require Congressional ratification. Over the last several decades, presidents have made greater and greater use of executive agreements, sometimes with the tacit approval of Congress, but occasionally in the face of Congressional opposition. Some of these executive agreements have involved very important international economic issues, so the President also is able to significantly influence international economic policies. American participation in the original General Agreement on Tariffs and Trade in the 1940 and the American financial assistance for Mexico in 1995, for example, were both accomplished through executive agreements.

Even with executive agreements, however, the President has to be conscious of Congress as an agreement that runs against the mood of Congress is likely to invite some form of Congressional retaliation. In the 1960s, for example, as part of the Kennedy Round of multilateral trade negotiations, the Lyndon Johnson Administration made two important commitments in exchange for foreign concessions: It agreed to participate in a new GATT antidumping code and to eliminate the system of customs appraisals referred to as the (American Selling Price,( which increased the price of some categories of imports. Congress had authorized neither commitment and in fact the Senate had expressed its opposition to the commitments. Thereafter, Congress did not implement either commitment and it passed legislation stating that whenever the American antidumping law conflicted with the GATT antidumping code, the former was to prevail.
 Similarly, it is generally understood that President Clinton’s inability to obtain trade negotiating authority from Congress during the second half of his presidency was based on congressional anger at Clinton(s unilateral decision to provide financial assistance to Mexico in 1995. At that time, even though financial assistance for Mexico was supported by the Congressional leadership, among the junior Republican members of Congress there was very considerable hostility to the assistance plan. As time was critical and the outcome in Congress very uncertain, Clinton used an executive agreement to bypass Congress and get the assistance to Mexico. But he later paid for his unilateral action through a congressional refusal to give him authority to negotiate international trade agreements for the remainder of his two terms as president.
Because Congress is composed of over 500 members and it would be too unwieldy for Congress itself to negotiate international economic laws with foreign countries, Congress delegates the authority for negotiating bilateral and multilateral trade and investment agreements to the executive branch. But what this means is that Congress really holds a very powerful position in developing international economic laws and policies: a great amount of the authority the executive branch has to negotiate agreements affecting international commerce comes from an express and limited delegation of authority from Congress. Furthermore, the delegation of power extends only to the negotiation of the agreements; final approval of the agreements requires a favorable vote in Congress.

The President is elected by the entire U.S. population, so it is not surprising that the President and the people he appoints to key positions in the executive branch tend to view international trade and investment matters from a national perspective. And from a national perspective, free trade, open markets and a general absence of restrictions on investment flows will produce the maximum benefits for the entire economy. Thus, largely without regard for which political party the president represents, the president and his appointees tend to favor open markets and free trade. This point is demonstrated most clearly by Democratic President Clinton's very vigorous efforts to secure passage of the North American Free Trade Agreement in 1993 and the Uruguay Round agreements of GATT in 1994 - two very important international trade liberalizing arrangements which were begun during the Republican administrations of Ronald Reagan and George H.W. Bush.

Unlike the President, the 535 members of Congress are elected from much smaller sections of the country and their responsibilities and allegiances are much more localized. Thus, for the individual members of Congress, the overall benefits of free trade and a generally open economy are not nearly as important as the apparent impact of free trade and the open economy on their constituents. The current situation (November, 2008) involving the American automakers is a good illustration of what drives congressional policies on international trade. The State of Michigan is headquarters for the three major American automakers – General Motors, Ford, and Chrysler. General Motors is rapidly depleting its cash reserves and may be driven into bankruptcy in the next few months and the other two are not in much better shape. Although the failure of the three American automakers to respond to changes in consumer preferences and the uncompetitive costs of unionized labor are the real causes of their economic distress, the ostensible villains are foreign automakers and free trade. To be responsive to their Michigan constituency, the members of Congress from Michigan thus are hostile to free trade and open markets – even though the reality is that the most effective competition facing the three American automakers is coming from American transplants of Japanese and Korean automakers. The American automakers are suffering not because of trade, but because they have made bad management decisions to stick with producing large, inefficient cars and trucks and they cannot compete with the largely non-unionized work forces at the Toyota, Honda, Nissan and Hyundai plants located in the United States
On balance, within the United States Congress there still are many members supporting free trade and an open economy. John McCain is probably the most notable example. But it must be remembered that McCain and the other supporters of free trade are merely representing the interests of consumers, and the interests of consumers in getting lower prices and a wider variety of goods and services are not nearly as strong as the protectionist sentiments of a person whose job is threatened by free trade. Hence, while free traders may have a significant presence in Congress, the protectionist members usually hold their position with greater passion and conviction than do the free traders. It is not surprising, therefore, that Congress has a distinctly protectionist tone; in fact, it may be somewhat surprising that Congress is not even more protectionist than it is.

Within Congress there also is considerable concern about the effects of free trade policies on American environmental regulations. The American environmental movement and its Congressional supporters view free trade policies as a serious threat to efforts to clean up the environment. They believe that the WTO and NAFTA dispute resolution procedures will invalidate national and local environmental standards as nontariff barriers to trade. They also think that free trade and open markets will make it easier for companies to avoid stringent environmental rules in the United States by shifting their pollution prone production processes to countries with less restrictive standards. So, Congressional supporters of the environmental movement tend to weigh against free trade and open markets.

Given the sizeable powers Congress has over international trade and investment matters and the practical imperative that international economic negotiations be conducted by the executive branch, it becomes clear why there is so much confusion about United States trade laws and policies. During the last 25 years, in their public pronouncements on international trade matters, the President, the United States Trade Representative (“USTR”), and many of the other executive officers tend to support free trade and open markets. In their negotiation of international trade agreements, however, the President and the USTR have always had to be aware of what will be acceptable to Congress. There has been constant tension between the President's desire to promote free trade and an open economy and the inability to make market opening concessions because of the protectionist pressures in Congress. An agreement that goes too far on free trade may not be approved by Congress; or, if it is approved, Congress may express its displeasure with the President's position by sharply limiting the delegation of authority to the President to conduct future international trade negotiations.
Congress and the President: the “trade promotion authority.” The interaction between Congress and the President can be illustrated by the use of "trade promotion authority" to concluding international trade agreements. The American Constitution establishes a two step negotiating process for the President to conclude trade agreements: the first step involves negotiations with foreign trading partners; the second step has the President submitting the agreement to Congress where it must be either ratified by a two-thirds vote in the Senate or a majority of both houses. But with an activist Congress jealously guarding its power over international economic relations, the agreements concluded by the President could be easily emasculated in Congress. This is especially true because members of Congress have more localized political interests and are therefore more susceptible to protectionist pressures from specific industries and labor groups. Foreign governments, understanding that the President does not have the power to bind the American government, are reluctant to put forth their final negotiating position for fear that Congress will alter the American position.

A great deal of American trade policy in the last 75 years is a reaction to the Smoot-Hawley Tariff Act of 1930. In that act, Congress ignored the warnings of trade experts and raised American tariff rates to the highest general average ever experienced, with the result that the average tariffs were more than 50 percent of the value of imported goods. The apparent reason for the Congressional action was that the combined power of special interest groups seeking protection from imports had overwhelmed the legislative process.
 The sharp increase in American tariffs demonstrated a remarkable indifference to the effects on foreigners and country after country raised its tariffs in retaliation. World trade declined; American imports dropped from $4.4 billion in 1929 to $1.45 billion in 1933, and American exports fell even further from $5.16 billion to $1.65 billion. The Smoot-Hawley Tariff Act and the retaliation it spawned helped convert what would have been a fairly normal business downturn into a major worldwide depression. The sharp declines in trade and economic activities around the world then were important factors in the rise to power of the nationalist in Japan and the election of the Nazis in Germany. The Smoot-Hawley Tariff caused immediate global misery and laid the seeds for World War II.

The Smoot-Hawley Tariff Act showed clearly the damage that could be done through rampant protectionism and until the current economic recession struck so quickly and with such virulence there has been general agreement within the American government that the mistakes of the Smoot-Hawley Tariff must not be repeated. As a consequence, since the Smoot-Hawley Tariff, there have been successive liberalizations of American trade policies. The trade promotion authority, which until recently was called the “fast track” negotiating authority, has evolved as the principal mechanism by which the trade liberalization process can be continued. It has served to give the President and other executive officers greater credibility in the trade negotiating process while preserving for Congress some influence over the final outcome. At the same time, the unique negotiating and ratifying procedures have insulated Congress from the pressures of special interests seeking import protection.
The current trade promotion authority procedures are the result of intense negotiations between the Executive Branch and Congress and can be traced back to the Trade Act of 1974. As passed by Congress, section 151 the Trade Act of 1974 (19 U.S.C. section 2191) established unique rules for Congressional consideration of trade agreements. The unique rules were designed to give the executive branch credibility in the international trade negotiating process, while maintaining Congressional influence in the final outcome. These(fast track( negotiating rules, as they then were called, authorized the President and the Special Trade Representative ((STR()
 to negotiate specific trade agreements, and when the negotiations were completed, the agreements were to be submitted to Congress where they would be considered for passage into law. In its consideration of the agreements under the "fast track" procedure, Congress imposed three limits on its own powers: First, congressional committees, which are exceptionally powerful under the usual rules of congressional procedure, were prohibited from holding onto the agreements and thereby preventing votes in the full Senate or House of Representatives; second, each house of Congress was obligated to consider the agreements and implementing legislation without the possibility of amendments, since amendments would require renegotiating the agreements with the foreign counterparts; and, third, both the House of Representatives and the Senate limited the time for debating the agreements, so as to prevent excessive delays in obtaining approval. In effect, the fast track procedure assured foreign countries that Congress would not withdraw concessions made by the executive branch as the agreements were being negotiated. From a foreign perspective, the 1974 fast track procedures were not as effective as earlier procedures which had imposed greater limits on congressional intervention. But at least they assured foreign counterparts of a prompt decision on the agreements. By disabling the Congressional committees, prohibiting amendments and limiting the time for debate, the fast track procedure also curbed the ability of special interests to seek protectionist amendments to the trade agreements.

The 1974 fast track procedures shifted the Constitution(s original two step process for negotiating international trade agreements to a more involved three step process: pre-authorization; structured negotiations; and an expedited Congressional approval. During the first step(s pre-authorization process, Congress set the objectives for the ensuing negotiations. During the second step, the executive branch, principally through the STR, negotiated the agreements with the foreign counterparts. Unlike the negotiations under the Constitution(s original two step process where the executive branch was relatively unrestrained, the 1974 fast track procedures provided for participation by (mission oriented( administrative agencies, such as the Environmental Protection Agency and the Department of Labor, as well as non-governmental organizations. The 1974 procedures also required Congressional consultations during the negotiations, which gave Congress an ability to shape the agreements prior to their final, non-amendable submission to Congress.
One of the other side effects of the 1974 fast track procedures was that the executive branch and the key trade committees in Congress took main political responsibility for the trade agreements. This meant that most members of Congress were well insulated from product-specific protectionist pressures. On the other hand, because of the three step process introduced in the 1974 fast track procedures, Congress was directly involved at the beginning and the end of the negotiations. This meant that during the negotiations, the American negotiators had to be concerned about the emergence of a business, labor or environmental coalition which would block implementation.

Although they were not perfect, the 1974 fast track procedures did establish a process by which the United States could continue to lead the world in working for trade liberalizations, even in the face of substantial protectionist pressures at home. Through successive extensions of the 1974 fast track negotiating authority, the Reagan, first Bush, Clinton, and the second Bush Administrations have been able to conclude major trade liberalizing measures.

The history of the fast track negotiating authority beginning with the North American Free Trade Agreement illustrate the most recent interactions between Congress and the President on international economic issues. The negotiation and conclusion of the North American Free Trade Agreement presented new and more controversial issues. The addition of Mexico to the highly integrated markets of Canada and the United States brought into stark relief the political problems of merging a less developed economy into a developed economic area. Many members of Congress, especially Democrats from the Upper Midwest (the (Rustbelt(), contended that the inclusion of Mexico in the Canada/United States free trade area would enable American enterprises to relocate to Mexico under the maquiladora program. Environmentalists were strongly opposed to Mexico(s participation because of fears that American businesses would shift their more toxic production processes to Mexico to take advantage of the less stringent environmental regulations. The environmentalists also were generally opposed to any international trade agreements because they thought such agreements would limit the use of trade sanctions to achieve environmental objectives.

At the beginning of the NAFTA negotiations, the Administration of President George H.W. Bush was opposed to including environmental and labor issues in the trade negotiations. In 1990 and 1991, Congressional hearings highlighted the importance of environmental and labor issues in the creation of NAFTA; and the chairmen of the Senate Finance Committee and the House Ways and Means Committee then asked President Bush to comment on the environmental and labor issues before Congress voted on the fast track authorization. President Bush responded with a proposal to put environmental issues on a parallel track. In October, 1992, then candidate Bill Clinton advocated a middle ground between full acceptance of NAFTA as negotiated by the Bush Administration and a complete renegotiation of the agreement. After he became President, Clinton instructed the USTR to negotiate additional protections for labor and the environment in side agreements to NAFTA.

During negotiation of the labor and environmental side agreements, the Clinton Administration gave ambiguous signals about its position on NAFTA. This raised real questions about Clinton(s commitment to NAFTA and it emboldened the opposition. In August, 1993, however, the side agreements were completed and Clinton approved them. At that time, he finally indicated strong support for NAFTA.

The labor side agreement did not diminish labor(s opposition to NAFTA. The environmental side agreement, however, was effective in gaining the support of the mainstream environmental organizations. Powerful industries that might have opposed NAFTA had been dealt with in the negotiating process: the automobile industry had been given a 62.5 North American content requirement, which would make it difficult for the Japanese to locate their production facilities in Mexico and export duty free into the American market; and the textile industry had obtained a triple transformation standard, which would give NAFTA benefits only to textiles and apparel made from North American cloth, which had been made from North American fibers. As a result, as the environmental organizations publicly endorsed NAFTA, the NAFTA debate became centered on free trade vs. labor interests. Most careful studies of the economic effects of NAFTA indicated it would have a modest impact on the American economy and certainly the Mexicans had made significantly more market opening concessions than did either the Americans or the Canadians. Nonetheless, until shortly before the NAFTA vote in the House of Representatives, Congressional approval of the agreement was very much in doubt. Just prior to the House vote, the Clinton administration spent a substantial amount of energy and political goodwill persuading members of the House to vote in favor of the agreement. After extensive and sometimes bitter debates and following some political concessions by the Clinton administration, the House approved the agreement by a vote of 234 in favor, 200 against.

Shortly after Congressional approval of NAFTA, the negotiations for the Uruguay Round of GATT were completed. The Uruguay Round agreements were a remarkably ambitious set of multilateral trade agreements involving more than 100 countries and covering areas of trade never before dealt with in a multilateral setting. Even though the American government had played a leading role throughout the years of negotiations, there were concerns that the Uruguay Round implementing legislation also would generate a great amount of hostility in Congress. In fact, as a Congressional vote on fast track approval of the implementing legislation approached, some Congressional opposition did surface. The opposition was concentrated on the following issues:
· Whether the establishment of the World Trade Organization would lead to an erosion of American sovereignty, especially with respect to Congressional power to regulate international commerce.
· Whether U.S. environmental laws would be characterized as improper restraints on trade, with the result that the U.S. would be obligated to either repeal the laws or make them less rigorous.
· Whether the liberalization of trade rules under the Uruguay Round would enable U.S. and foreign manufacturers to shift production facilities to countries with little or no protection of workers' rights or workers' safety.

In the end, the implementing legislation for the Uruguay Round produced less real opposition than NAFTA. The approval process was slow, but that was partly because of the complexity of the implementing legislation. The Congressional trade committees and subcommittees completed their pre-submission reviews during the summer of 1994 and in September, 1994, the President presented the Uruguay Round implementing legislation for Congressional approval. In developing the implementing legislation, one of the principal concessions to protectionist pressures was with respect to the American antidumping laws. It is said that what the protectionist forces lost in the Uruguay Round negotiations they largely recovered in the drafting of the implementing legislation. The new legislation contained tough anticircumvention rules and a provision to exclude inputs manufactured by a firm for its own use ((captive production() from the total U.S. market for a product in making the injury determinations. As it did with NAFTA, the Clinton Administration spent a great deal of time and energy persuading individual members of Congress to support the Uruguay Round, which Congress finally did in the December, 1994.

In part because of congressional anger over Clinton’s use of an executive agreement to by-pass Congress in extending a bailout to Mexico in 1995, the Congress refused to give the Clinton Administration fast track negotiating authority for the remainder of the Clinton presidency. In 2002, early in the presidency of George W. Bush, the fast track negotiating authority was restored, but it was renamed the “trade promotion authority.”
 Between 2002 and July, 2007 when the trade promotion authority expired, the Bush Administration used its authority to actively participate in the Doha Round of multilateral trade negotiations. Under the trade promotion authority, the Bush Administration also concluded and Congress ratified bilateral trade agreements with Chile, Singapore, Australia, Morocco, and Bahrain.
 The Bush Administration has concluded, but Congress has not yet ratified free trade agreements with South Korea, Colombia, Peru and Panama.
 At one time, the Thai free trade agreement was close to conclusion, but since the coup that deposed the Thaksin Shinawatra’s government in 2006, there has been little progress.

Congress and the President: pending trade agreements. In the closing days of the Bush Administration, some trade agreements concluded under the trade promotion authority have not yet been ratified by Congress. In addition, the Doha Round of multilateral trade negotiations is far from completed. Although the new Congress that takes office in January, 2009 will be more heavily Democratic than the outgoing Congress, the current attitudes towards these pending trade agreements may be a good indicator of how the new Congress will react to any trade agreements.

The Korea/United States Free Trade Agreement (“KORUSFTA”), signed in June, 2007, is the first free trade agreement between the United States and a major Asian economy. It is the most significant bilateral or regional agreement concluded by the United States since the North American Free Trade Agreement with Canada and Mexico in 1993. Obama has said that he is committed to free trade and a stronger alliance with Korea, but he considers the KORUSFTA “flawed” in its present form, especially because of the imbalance in Korean and American auto exports.
 In large part because General Motors, Ford and Chrysler and their labor unions are strongly opposed to KORUSFTA, Obama’s view is supported by many members of Congress, especially the Michigan delegation, Nancy Pelosi, and other key Democrats. As a consequence, it is not likely that KORUSFTA will be ratified any time soon, either by the outgoing or incoming Congress.

The United States also has concluded trade agreements with Colombia, Peru, and Panama. Unlike the Korean free trade agreement, which actually could have a small, but measurable effect on the American economy, these three trade agreements are much more political agreements than economic agreements, at least from the American perspective. The economic effects of these agreements either individually or collectively on the American economy is negligible, so the only benefits for America are through the strengthening of political alliances. Nonetheless, congressional opposition to these agreements has kept them from being ratified. The principal reasons for opposing the agreements are threefold:

· First, key members of Congress have said they will not consider the agreements until they have dealt with ordinary Americans in economic distress. In other words, domestic politics come before international political considerations.

· Second, it is not apparent that they provide adequate safeguards for preserving American environmental standards.

· Third, Colombia in particular needs to provide greater protections for organized labor and do more about the killings of Colombian labor activists.

As to the Doha Round of multilateral trade negotiations, it is generally recognized that the American negotiators played a central role in killing the chances for advancing the agenda at the July, 2008 meeting in Geneva. Along with the Chinese and Indian negotiators, the American negotiators must share the blame for not reaching a compromise on safeguard measures designed to protect local agricultural producers from import surges. The American intransigence may have come from the recognition that no agreement would get through a hostile Congress unless it contained clear benefits for the American economy (in this case, American farmers).
Congress and the President: looking to the future. Using recent history as a preview of the future, what can we predict will be the attitude of the new American government towards global trade and investment? There are a number of conclusions.
First, it is apparent that many of the dominant policy makers on international economic affairs are not free traders and open marketers. While the Obama Administration starts off with an ambiguous position on international trade and investment, many of the key members of Congress leave no doubt as to their protectionist leanings. The Speaker of the House of Representatives, Nancy Pelosi, is one of the most powerful members of Congress and she is not a friend of free trade or globalization. Her views are shared by many other members of Congress. There are some advocates for trade liberalization and globalization in key positions, most notably Charles Rangel who is the Chairman of the powerful House Ways and Means Committee, but the Democratic agenda on trade and globalization issues is likely to focus less on free trade policies and more on securing immediate, tangible benefits for American workers.

Second, even before the current economic crisis began to dominant the news, the agenda supported by most Democrats, including Barack Obama, gives trade a low priority. The new Congress and the Obama Administration are going to be concentrating on education, improved health care, infrastructure development, and the development of clean energy sources and energy conservation measures. The onset of the economic recession only adds job creation and a revival of the American economy to the list of issues that will be given higher priority than trade or globalization issues.

Third, to the limited extent that the Obama Administration and Congress do focus on trade and globalization issues, their efforts are likely to involve efforts to export American worker safety and environmental standards, much as is being proposed as conditions for ratification of the trade agreements with Peru, Colombia and Panama. Given the Democratic mantra of “fair trade” rather than “free trade” and using the American intransigence in the Doha Round negotiations in Geneva in July, 2008 as evidence, the American Congress also is likely to ratify agreements only where there are demonstrable benefits for the American economy. If the American benefits are ambiguous or worse, there is no likelihood of congressional support in the current political environment. For some time in the future, America is not likely to lead by example with unilateral or less than reciprocal trade liberalization measures.
Fourth, on domestic laws affecting imports, no liberalizations will occur. Instead, the antidumping law, the countervailing duty law, the escape clause, the laws protecting American intellectual property rights at home and abroad, and the rules of origin are all likely to be tightened to restrict access to the American markets and to protect American workers and businesses. Access to the American markets will in fact become more difficult.

Fifth, on investment related matters, because of the massive trade deficit of over $800 billion, the national government’s fiscal deficit that may exceed $1000 billion in Obama’s first year as president, America’s low national savings rate, the national government will have to maintain its policies that encourage the inflow of capital. Portfolio investment, especially in United States Government debt obligations, will continue to be tax favored and allow the United States to retain its status as the largest tax haven in the world. Green field foreign direct investment also will be welcomed, especially because of the job creation such investments typically bring. Mergers and acquisitions will continue to be scrutinized by the Committee on Foreign Investment in the United States under the review processes established by the Exon-Florio Amendments. Investments by sovereign wealth funds and other entities controlled by foreign governments will be subject to especially rigorous reviews, but America’s need for foreign capital will temper the aggressiveness of the review process, at least until the American economy draws itself out of the current recession.

Finally, while the Democratic national government policies are either ambivalent or overtly hostile to global trade and investment, American political history suggests that the Democrats should use their power sparingly with care not to alienate the substantial block of voters who did not vote for the Democrats. Americans have a deep suspicion of concentrations of political power. In 1992, when the Democrats last controlled the White House and both houses of Congress, their political dominance lasted only until the midterm elections in 1994, when the Republicans gained control of both the Senate and the House of Representatives for the first time in 40 years. In addition, the Democrats need to be mindful that a significant number of the independent voters who voted Democratic did so, not as support for the Democrats, but as a signal of opposition to the Republicans. This suggests the Democrats move with caution on all parts of their agenda. But as mentioned early in this paper, the current mood in the United States is anti-trade and anti-globalization, so policies that restrict imports to protect American workers are likely to have fairly substantial support. In fact, one major trade related legislative initiative is likely to be an expansion of the Trade Adjustment Act so that it extends unemployment benefits and retraining opportunities to more workers affected by import competition. Such an amendment will be constrained by the tight national government budget brought on by the economic recession, but it would have broad, probably even bi-partisan support. 


Another restraint on the Democratic propensity for disengagement on global trade and investment issues is the current economic turmoil, as explained in the next part.
Part 4: The Economic Turmoil: Implications for Global Trade and Investment


The global recession raises serious challenges to economies around the world. Dealing with the bank failures, increased unemployment, and corporate bankruptcies will preoccupy many national governments. Just as in the United States, the natural inclination will be for governments to look inward to deal with their most pressing economic issues. One country seems especially at risk: China. In the China, the Communist Party has a Faustian bargain with the Chinese people under which the CCP delivers economic growth sufficient to accommodate the rural to urban migration and the growing aspirations of millions of people in exchange for its continued dictatorial control over the country. Even Premier Wen Jiao Bao has spoken of the need to sustain economic growth in excess of 8 percent per year to avoid instability in China.
 Without a doubt, the global recession will lead to an increase in internal tensions within many countries, but it also will generate more external disputes as governments scramble to retain their share of a shrinking economic pie. The next few years, until the global economy recovers, are not likely to be a time of peace and plenty.

In terms of global trade and investment, the immediate consequence of the economic turmoil will be to shut down multilateral trade negotiations. This raises the question, however, of whether the current system of multilateral trade negotiations has taken us as far as possible on trade liberalization. Maybe the current system, as evidenced by the Doha Round, is too inclusive and the issues are too sensitive for further progress. When the issues under negotiation involved tariff reductions and more obvious barriers to trade and the number of participants was relatively limited, the multilateral system was cumbersome, but the negotiated outcomes favored trade liberalization and market opening concessions.  But now, the easier issues have been dealt with, so just as the WTO is becoming more inclusive and counts over 150 countries as members, the issues under negotiation are of great sensitivity to many of the countries involved. Perhaps it is unrealistic to expect such a large body dealing with such sensitive issues to arrive at a consensus.

The significant increase in bilateral and regional agreements that already has occurred may be the clearest evidence of the failings of the multilateral trade negotiating system. Since the early 1990s, hundreds of bilateral trade agreements have been negotiated. The European Union “is so heavily engaged in bilateral deals that it has [most favored nation] trade relations with only seven countries.”
 The shift towards bilateral and regional trade agreements and the decline in relevance of the WTO will work against the smaller emerging economies, including Thailand. Instead of participating in a broader group operating under one country/one vote, the smaller countries will be forced into one on one negotiations with the larger countries and they often will find themselves at competitive disadvantage in their efforts to conclude balanced trade agreements.

So, one of the bigger challenges facing the emerging economies will be to maintain the WTO as the centerpiece of the global trading system. Ironically, the current economic recession may actually help. It is apparent that the global dimension of the economic turmoil will require multilateral cooperation and cross border coordination of economic and financial policies in ways never before seen, as is already occurring. Effective cooperation and coordination that the economic turmoil demands will produce a reordering of the existing multilateral institutions as newly powerful countries, such as Brazil, China and India, make their presence felt. It is entirely plausible that the reordering prompted by the global economic turmoil will spill over into any efforts to revive multilateral trade negotiations. In other words, the institutions now being developed to deal with the global economic turmoil may point the way towards more effective cooperation on multilateral trade negotiations and a new consensus on the regulation of global investment flows.
One of the other challenges posed by the economic turmoil will be to reduce the imbalances that have contributed to the current problems. The biggest adjustment will have to be an increase in the American savings rate and a decline in its consumption driven growth. In the export oriented economies of East and Southeast Asia this will be bad news, because, just as access to the American markets becomes more restricted (as suggested in Part 4, above), those markets will be shrinking. The Asian economies will need new policies to deal with the loss of their traditional avenues for growth – most probably stimulus for domestic consumption. The global economy that emerges some months later should have more reciprocal trade and investment flows, supported by realistic exchange rates, an improved savings rate in the United States, and higher levels of consumption in the Asian economies.
Part 6. Consequences for Thailand and Thai/United States Economic Relations.

The movement away from multilateral trade negotiations will have adverse effects on Thailand. As a relatively small, open economy, Thailand benefits from the democratic base of the WTO. The WTO’s one country/one vote enables Thailand to participate more as an equal in the multilateral forum. In bilateral negotiations with the United States, China, Japan, or the European Union, however, Thailand is at a distinct negotiating disadvantage so anything that diminishes the WTO and shifts attention to bilateral or regional trade relations is likely to be to Thailand’s disadvantage.
Thai/United States economic relations have been in an unsettled state at least since Thaksin Shinawtra was deposed in September, 2006. The political uncertainties in Thailand coupled with the preoccupation with domestic economic affairs in both Thailand and the United States suggest that there is not likely to be any noticeable change in Thai/United States relations in the near term. The two countries have a long history of friendly relations and there is no reason to doubt they will continue. But a significant improvement in relations and closer economic ties will have to await more settled times in both countries.
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