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Abstract: Far from being the leader, the US has been a “ domino” belatedly falling into
linein the global rush toward bilateral and regional free trade arrangements. Often the
initiative for negotiations has come from seemingly weaker trading partners. Oncein the
game, however, and aware of the asymmetries of market power and issue salience that
enhance US bargaining leverage, the US has been aggressively pursuing a variety of
commercial and diplomatic interests, both tactical and strategic, that include bolstering
local democratic institutions and processes of economic reform, strengthening US
security ties, accelerating region-wide commercial liberalization by allying with a
regional leader, establishing new precedents to use as bench marketsin future trade
negotiations, and otherwise using free trade accords to advance its comprehensive global
trade policy agenda. Bilateralism and regionalism have opened the door to an explicit
introduction of political criteria, in contradiction to GATT/WTO a-political universalism.
While often reactive to the initiatives of other nations, the US has not been
indiscriminate, deflecting the entreaties of suitors where USinternational political
economy interests are not served.

1 An earlier draft of this paper was prepared for a conference, “Bilaterd Trade
Arrangementsin the Asa- Pacific: Origins, Evolution and Implications,” sponsored by the
Berkdley APEC Study Center (BASC), University of Cdifornia, Berkeley, March 21-22,
2003. The author isindebted to Vinod Aggarwa and other conference participants for
their vauable comments. The author aso benefited from informa conversations and
interviews with many officidsin the US and other governments and in internationd
indtitutions who preferred to remain anonymous.



United States trade policy has undergone aradica shift. The nation that for decades was
the foremost advocate of global multilateralism, that for decades was skeptica and
sometimes hodtile toward regiond arrangements as being discriminatory, less efficient

and potentidly divisve, has now joined the rush toward bilateral and regiond trading
arrangements.

In its recent pursuit of free trade arrangements, the US is playing catch-up with the rest of
theworld. Asthe US Trade Representative (USTR) lamented in its* 2001 Internationa
Trade Legidative Agenda’ (USTR 2001), “ There are over 130 preferentia trade
agreements in the world today — and the United States is a party to only two of them.”
Even in its own region, as Presdent George Bush's lead trade negotiator, USTR Robert
Zodlick, bemoaned, “ There are 30 free trade agreements in the Western Hemisphere; the
United States belongsto only one” (Zoellick 2001¢).

The US has been afollower in the Free Trade Area (FTA) game. The US has been one of
the dominoes, one of the many nations succumbing to the “ demondtration effect” of the

raft of FTA agreements and has rushed to jump onto the bandwagon (Badwin 1997).
Even in those FTAs that the US has entertained, the initiative has most often come not
from the world' s remaining superpower but rather from the nominaly weeker trading

partner.

Stll, asthe US has engaged in FTA negotiations, it has aggressively pursued a variety of
USinterests. In judtifying publicly — often ex post - its FTAS, US government officids
have articulated a series of nationa interests that fall within four categories:

- “Asymmetric reciprocity” that advantageoudy opens markets for US traders and
investors,

- Edtablishing precedents, models or serving as catdysts for wider trade agreements
(compitive liberdization);

- Rewarding and supporting domestic market- oriented reformers,

- Strengthening Strategic partnerships.

Notably, these motivations go well beyond direct, quantitative balances of the costs and
benefits of trade liberdization and have digtinct internationd politica economy
connotations. They recognize internationa power relations and the dynamics of
drategic, sequentid bargaining in multiple forums. They gppreciate that trade is much
more than the mere exchange of goods and services. Rather, trade is an insgrument for
influencing the balance of power within states and affecting processes of political and
economic change. In the 21% century, free trade arrangements are important tools of
foreign policy that are intended to solidify partnerships, as military pactsdid in earlier
times.

Aswe shdl see, dthough these FTAs are not necessarily the optima choices that the US
might have made had it truly been the initiator and strategic thinker, each of the FTAs
that the US has undertaken can reasonably be judtified on the basis of some, and in some



caseson dl, of these four nationd interest grounds. Taking advantage of adud
asymmetry — of market power and of interest salience — the US has not hesitated to take
advantage of its strong bargaining positions to use FTA negotiations to advance its
broader international policy agendas.

The Journey from Globaism to Eclecticiam

Throughout the post-World War 11 period until the 1990s, multilateral trade negotiations
were the centerpiece of US trade policy. The United States drove al eight rounds of
trade talks under the Genera Agreement on Tariffsand Trade or GATT (Hufbauer and
Schott 1998, 125), and was the chief advocate of the GATT' s principas of universalism
and non-discrimination. While the US tolerated the preferentid trading arrangements as
practiced by the Europeansin their own common market and in their modified imperid
preference schemes, it did so begrudgingly and in deference to political necessities. For
reasons of grand strategy and trading interests, the US was the pillar of multilateralism.

The US exclusive dedication to globdism and the GATT eroded only dowly. Thel980s
saw two exceptions to globaism — the free trade accords with Israel (1985) and Canada
(1988). Both were quickly and persuasively labeled as specid cases— Israd asan
isolated dtrategic dly with astrong domestic palitical lobby (Rosen 1989), and Canada as
a contiguous nation closdly tied to the US economy through intra-industry trade and
investment patterns. The next exception was Mexico, again judtifiable on grounds of

geographic contiguity.

Thetrickle of free trade agreement (FTA) enterprises became aflood in the early years of
the Clinton adminigtration. At Bogor, Indonesia, in November 1994, the US joined with
the other Asia Pacific Economic Cooperation (APEC) nations to pledge to form what
would be theworld’ s largest area free of trade and investment restrictions, by 2010 for
the industria- country members, by 2020 for the devel oping- country members. Within
weeks, at the December, 1994 Summit of the Americas, the US joined with 33 other
Western Hemisphere nations to pledge to negotiate a Free Trade Area of the Americas
(FTAA) by 2005. The rush to regiondism soon was joined by agradua dippage into
bilaterdism. At the Miami Summit, the three NAFTA “amigos’ announced their
intention to negotiate the admission of Chile, asafirst step toward expanding NAFTA
into the hemisphere-wide FTAA, negotiations that morphed into bilaterd talks.
However, this surge of innovationsin US trade policy was stdled by domestic opposition
within the presdent’ s own politica party. Congress passed the Uruguay Round
legidation, but refused to extend fast-track authority (whereby Congress cannot amend
trade legidation and must vote within a fixed timetabl€) to the President, depriving the
adminigration of the credibility and negotiating authority it needed to drive APEC and
the FTAA forward, or to complete the promised NAFTA-Chile accord. In 2000 the
Clinton adminitration negotiated an uncontroversia second Middle East FTA, thistime
with Isradl’ s neighbor, Jordan. In the closing days of histerm, Clinton acceded to a
Singaporean demarche to open negotiations on an FTA. Clinton left office bringing just
one (Jordan) of hisregiona or bilaterd trade initiatives to fruition.



The Bush adminigtration made FTAs aformd and explicit centerpiece of US trade

policy. With amore homogenous free-trade adminigtration, Bush's chief trade
policymaker, USTR Robert Zodllick, articulated a trade policy orchestrated around
“competitive liberdization,” in which globa, regiond and hilatera trade negotiations
would complement and reinforce each other (Zoellick 20013, 2001b, 2002) (Table 1). In
2002, Bush extracted fast-track authority (renamed trade promotion authority or TPA)
from the Congress, and in 2003 proceeded to complete the FTAs with Chile and
Singapore. 1n 2002-2003, Zod lick announced intentions to negotiate arapidly expanding
list of FTAS, with Audtrdia and Centrd America (as a step toward completing the

FTAA) in the Ada Pacific region, as wel as with Morocco and the South African
Customs Union. The adminigtration also announced its intention to design a framework
agreement with the Association of Southeast Asian Nations (ASEAN) thet would
facilitete future bilaterd FTAS.

So UStrade policy is now operating on dl engines. The USis pursuing bilaterd,
regiona and globa trade agreements, to be negotiated smultaneoudy and to be seen as
potentidly complementary and mutudly reinforcing. In phrases that echo military tactics
and internationd political economy, Zodlick has stated with candor, “By moving on
multiple fronts, we can create a competition in liberadization that will promote open
markets around the world.” (Zoellick 2001b). As Table 1 illustrates, the scope of US
activitiesinclude unilaterdism (Generalized System of Preferences or GSP, the
Caribbean Basin Initiative or CBI, the Andean Trade Preference Act of ATPA, aswell as
the African Growth and Opportunity Act or AGOA); geographicaly concentrated
bilaterd regionadism (NAFTA and Centrd America) and geographically dispersed
bilateral transregionaism (FTAswith Chile, Sngapore and Audraia, aswell aswith
Israel, Jordan, Morocco and the South American Customs Union or SACU); minilatera
geographicaly concentrated regionalism (FTAA) and geographicaly dispersed
interregionaism (APEC) and multilateral globaism (GATT/WTO).

Because the USis so powerful, it is generdly assumed that the US istheinitiator and
driver of mogt internationd trade negotiations, and certainly of its own trade palicies. US
presidents and chief trade negotiators aso prefer to leave the impression thet they arein
charge. But these assumptions and presumptions are belied by the redity that most of
these FTAs have been initiated not by the United States but rather by the smdler trading
partners. The US has entered into FTA discussons on an ad hoc bas's, generdly in
response to an indstent externa request, not as the considered unfolding of acarefully
designed interndly-generated strategic plan approved in cabinet and by the president.
Indeed, asfar as can be determined, no such long-term, step-by-step, country- by-country
drategic trade policy plan exigts in the Bush adminigtration, and it certainly did not exist

in the Clinton years. More often than not, the US has been areluctant participant evenin
itsown FTAs. Cetanly, its FTA partners have taken much greater interest and have had
much more at stake, than has the United States.

Ad Hoc Reactivism in US Trade Policy




Canada and Mexico

Inits semind report issued in 1919, the US Tariff Commission advocated a policy of
nondiscrimination and equa trestment of dl trading partners, but alowed for exceptions
where there were “ specid politica ties’ and “where one country hasalong linein
common with another (US Tariff Commisson 1919).” But it wasn't until the mid-1980s
and an initiative by Canadathat a US-Canadian FTA was placed on the bilatera agenda.
In 1985 a Royal Commission report strongly recommended that Canada negotiate a
bilatera FTA with the United States, and Prime Minister Brian Mulroney took advantage
of hisideologica affinity and friendship with Presdent Ronald Reagan to transform the
Commission recommendetion into policy action. Why did Canada initiative a bilatera
trade negotiation with the US at that time (Winham 1988, Morici 1991)? First, and in
support of the Royd Commission’s main policy thrust, an FTA with the US would serve
as adimulus for domestic reform, including reducing the scope of government and
revitalizing the private sector. Second, an FTA would enhance security of accessto the
market of overwheming importance to the Canadian economy. Third, the FTA would
reduce certain barriers to Canadian products and stimulate the growth of new,
competitive indugtries. The US acceded to the Canadian initiative and Mulroney and
Reagan sgned the US-Canadian FTA in 1988.

The Reagan adminigtration had its own reasons for accommodating Mulroney (Morici
1991, 63-81). An accord with Canada at that time served as a useful lever in the on
going GATT negotiations, as awarning to Japan and the European Community that the
US might pursue dternative gpproaches if multilaterdism falled to ddiver tangible
benefits. The Canadians were willing to agree to practices regarding intellectua property
rights, trade-related investment policies and government procurement that the US hoped
would serve as models for the GATT. The US dso welcomed reductionsin Canadian
tariffs and disncentives to foreign investment.

Initidly, Mexico reected the Canadian view that geography was destiny, that in light of
the inevitability of their economic dependence on the mighty US economy, it was better
to secure that dependency with a bilatera political agreement. Ascending to the
presidency in 1988, Carlos Salinas de Gotari harbored the hope of many of his
compatriots that Mexico could lessen its dependency on the US market by diversfying its
economic relations by strengthening commercia ties with East Asa and Western Europe.
But histravels to these regions proved to be disappointing. The tepid intentions of
private-sector traders and investors did not match the lofty rhetoric of their diplomats and
politicians. Always the redlist, Sdinas decided to reverse course — and following in the
footsteps of Mulroney telephoned the White House and proposed FTA talks.

Sdinas objectives mirrored those of Mulroney. In the midst of an historic process of
introducing more market- oriented incentives and scaling back the role of the powerful
Mexican date, Sdinas saw an internationd trade accord as an instrument for legitimizing
and locking in these domestic reforms. Sdinas wanted guarantees againgt ever- present
US protectionist impulses and easier access to the US market for Mexican exporters.



Perhaps most important, Salinas saw these advantages of an FTA as ameans of creating a
business climate more conducive to foreign investors from the US and other countries
who would use Mexico as a platform from which to export into the US market.

The Bush adminigtration shared Sdinas drategic objective — a more market- oriented,
outward-looking and competitive Mexican economy. A more progperous and modern
Mexico would make a more stable and friendly partner, a better southern neighbor. As
the negotiations proceeded, the US recognized that since Mexico was at once the
demandeur and the wesker partner, the US had tremendous negotiating leverage. Both
the Bush and Clinton adminigtrations did not hesitate to use that asymmetric power to
insart into the NAFTA and related accords their “wish ligts’ in internationd trade policy,
particularly in the areas of investment and services, as well as on labor rights and
environmenta protection. Asthe US repeatedly upped the ante, Mexican negotiators
balked, but so great was their determination to sign the North American Free Trade Area
(NAFTA) accord, that each time the Mexicans returned to the table and acceded to the
latest US demand. Thereafter the US would point to the NAFTA asamodd for other
prospective trade accords.

The Free Trade Area of the Americas (FTAA)

Subsequent to the NAFTA and as the process of Western Hemisphere trade integration
has unfolded, the key initiatives have come from Latin America (Feinberg 1997). Even
prior to the NAFTA, it was the leaders of the Andean countries, at a mini-summitin
Cartagena, Colombia, who firgt urged George Bush to consider a post-Cold War
economic policy toward the region that yielded the Enterprise for the Americas Initiative
(EAI), aforerunner of the FTAA. It was the Chileans who have pressed three successve
US adminigtrations (Bush 41, Clinton, Bush 43) for an FTA. It was Latin Americans
who proposed to the Clinton White House that the US convene a post-NAFTA meeting
of hemispheric leaders to diffuse the spirit of NAFTA southward, who inssted that the
centerpiece of the subsequent 1994 Miami Summit be a free trade pact, and who cornered
the United States into accepting a firm end date for negotiations (Feinberg 1997, 76).

The United States acceded to Latin American pressures only at the last moment, when the
credibility of the Clinton summit hinged on the announcement of a certain dete (Feinberg
1997, 77-78). Without the Miami Summit, region-wide free trade would probably have
remained a vague aspiration, not a hemispheric consensus. More recently, in early 2002,
it was Centra America sturn to twist the US arm to open negotiations for a plurilatera
FTA, asabuilding bloc toward Central America sfind god, the Free Trade Area of the
Americas. In explaining the US decison, asenior USTR officid sad, “Firgt of al, we
were responding to continua expressions of interest by Centrd America’” (USTR 2002),
as most recently reaffirmed to Bush adminigtretion officids at the April 2001 Quebec
Summit of the Americas. The USTR officid added, “ Secondly, following arecent cycle
of eections, there are new governments in Central America particularly interested in
reform and we want to enhance that.”



The Latin Americans have had good reasons to pursue hemispheric commercia
integration (Feinberg 2002). As a consequence of the 1980s debt criss, among other
factors, Latin American economies have adopted a more outward-oriented growth
drategy, and their own regiond integration modds have shifted from inward-looking and
protective to forms that couple domestic liberdization with an opening to globa markets
(“open regiondism”). By enlarging their markets, Latin Americans have hoped to attract
more internationa investment and, with it, technology trandfer — as Latin America has
increesangly turned away from viewing a North- South divison of the world toward
percelving its future astied to globa capita and technology flows. Entering into an FTA
with the United States would signd to investors amore stable policy climate and a
warmer and more predictable business climate.  And as Salinas expected, an FTAA with
the world' s greatest capitalist democracy would help to lock in market-oriented
macroeconomic reforms and focus nationa policy debates on the next stage of reforms
required to achieve international competitiveness, including further market liberdization,
effective regulation and competition policies and modern infragtructure in, for example,
telecommunications, energy and trangportation (Salazar- Xirinachs and Tavares de Araujo
1999).

Latin American trade strategists saw another specific advantage in an FTAA: the
opportunity to gain the secure access to the world' s largest and most dynamic market that
they had never redly extracted from GATT negotiations (Tussie 1998).

US Interests in Western Hemisphere Regiondism

Higoricdly, this Latin American push for hemispheric integration has not been entirdy
well received in the United States. Indeed, the US body palitic has become sorely
divided, asa*“blue-green” codition — labor unions, environmentaists and other critics of
globdization — have joined with traditiond industrial and agriculturd protectionists to
raise questions about North-South trade alliances, weskening US competitivenessin the
face of low wages in developing countries, and aleged races to the bottom in socia
policy. These contentious views were first evident in the harshNAFTA debates and then
in the repeated inability of the Clinton adminidration to gain fagt-track authority and to
actively pursue the ambitious trade agenda it had set out in the beginning of its tenure.

The Bush adminigration’ s team policy team is more homogeneous than the fractious
Clinton adminigtration, and after a difficult Congressiond battle, won fast-track

negotiaing authority in 2002 (by the dimmest of marginsin the House of

Representatives), and is now seeking to complete the FTAA by the 2005 deadline. Those
in the Clinton and Bush adminigrations in favor of pursuing the FTAA have had severd
motives.

225 Latin America sweight in US exports rose during the 1990s, from 17 percent in
1992 to nearly 21 percent in 1998. Usdirect investment in Latin America
increased from $71 billion in 1990 to $172 billion in 1997, or 20 percent of US
oversess holdings. For such market participants, an FTAA could lower tariff and



other trade barriers, diminate or reduce some bothersome regulations, and
enhance predictability and transparency.

%5 According to one caculaion, an FTAA could result in the doubling of US trade
with Brazil in the short term aone (Schott and Hufbauer 1999; Hufbauer et
a.1999). What's more, the density of merchandise trade flows within a country is
estimated to be at least ten times greater than trade flows that cross international
borders, holding constant the economic size and distance between the source and
destination (Schott and Hufbauer 1999). Seen from this perspective, US-Brazlian
trade — only $25 hillion in 1997 — isfar below its potentid.

2 An FTAA would level the playing field, or even gain preferentid treatment, for
USfirms. Inreaction to NAFTA, the European Union had sgned an FTA with
Mexico and now was seeking to negotiate an FTA with Brazil and Mercosur
(Brazil, Argentina, Paraguay and Uruguay). Latin American nations were
negotiating FTAs among themsalves at afurious pace. For the US, an FTAA was
at once an offensve and defensive measure,

%5 Successve US adminigtrations have recognized an interest in supporting the
internationalized sectorsin Latin American economies and polities. Many US
policy makers have understood that free trade pacts could enhance the legitimacy
and leverage of those sectors, help to lock in their macroeconomic reforms and
accelerate further steps toward market liberdization.

%< The standard US rhetoric linking free markets and free societies takes on concrete
formin Latin America, where democracies are struggling to gain hold. The
overriding US policy god in Lain Americatoday isto hep stabilize these fragile
representative politica indtitutions.

%< In return, the US expects that an integrated Western Hemisphere will generate
positive externdities or spillover effects on arange of cross-border issues of
common concern, from counterterrorism to counternarcotics, environmentd
protection to energy cooperation.

%5 Regionalism can be a postive spur to globd freer trade. As seen from atrade-
bargaining perspective, regionaism can strengthen the hand of US negotiators
engaged in other regional forums or WTO taks. The US aso hoped to set
precedents within the FTAA that it could then take, in coordination with its FTAA
partners, to the Doha Round.

In sum, while the FTAA and various bilateral and plurilateral negotiations were

initiatives pushed harder by Latin American nations than by adivided and often

distracted United States, US diplomats and firms did perceive a plethora of advantagesin
hemispheric commercid integration, in the economic, politica and foreign policy redms,
advantages that were both instrumental and Strategic in nature (Table 2). And
recognizing the asymmetriesin market power and interest salience, the US did not



hesitate to use its leverage to advance its broad trade policy agendasin the various FTA
negotiaions.

APEC and ASEAN

Despite the vast differences between the two regions, a somewhat smilar story can be
told for US trade palicy in the Asa Pecific. APEC was not aUS initiative, the US was
ambivaent toward the ambitious Bogor free trade god's, and the proposed bilatera and
subregiond trade dedls (Singapore, ASEAN, Austraia) were of more urgent interest to
the Asan trading partners than to a reluctant United States, even asthe US saw potentid
gains for US commercid and diplomdtic interests.

APEC was an ideafloated in 1989 by the Japanese and Audtrdians, but once it got wind
of the initiative the US feared being excluded from anew regiond inditution (Baker
1995, 609). The US perceived drategic, economic and hegemonic interests at stake: it
wanted to participate in APEC to resffirm its presence in Ada, to gain from any
economic liberdization, and perhaps to preempt any Japanese bid for a separate
leadership. If there wasto be an Asan prosperity sphere, thistime the US wanted to be
ontheingde.

The decision taken in 1994 by APEC to pursue free and open trade was not a foregone
concluson. The actua decison was heavily influenced by the recommendations of its
gppointed Eminent Persons Group (EPG). Led by a highly effective policy entrepreneur,
C. Fred Bergsten (who had been gppointed by the first Bush adminigtration) the EPG
issued strongly worded policy reports advocating free and open trade in the Asa Pacific.
APEC was aforum in search of an agenda, and the EPG filled that vacuum and helped to
codesce opinion around abold vison. 'Yet many APEC governments, and certainly
some in the Clinton adminigtration (among the Europeanidts, trade globdists and those
with strong ties to liberal Democrats and the trade unions), were hesitant to accept the
EPG’ s very ambitious goas. However, the free trade targets were distant enough in the
future (the years 2010, 2020) and the process was sufficiently couched in consensud and
voluntary terms, such that governments relaxed their reservations.

Within the US government, one argument in favor of abold vision for APEC was to spur
the Europeans into making enough concessions to conclude the Uruguay Round.

Through APEC — asthrough NAFTA - the US signaed to the Europeans that it harbored
an dternative trade strategy should they block progressinthe GATT/WTO. Intheir
formative moments, APEC and Western Hemisphere integration positively reinforced
each other in various drategic ways. Some Adan nations were darmed by NAFTA and
by its potential expansion into an FTAA, and saw APEC as a dtrategic response that
could open markets and perhaps bargain with NAFTA/FTAA. APEC aso kept the US
looking toward Asiaand promised enhanced access to the world' s biggest Sngle market.
For its part, the Summit of the Americas and its FTAA offspring were directly inspired

by APEC. The decison by APEC leaders at Bogor (November 1994) to redize their free
trade vison by a date certain made possible the consensus among leaders at Miami
(December 1994) to set a date certain for their own integration project.
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But whereas the FTAA gppears to be moving forward (albat with difficulties), few
observers now believe that APEC will reach its Bogor goals by the established deadlines.
APEC'sinterna heterogeneity, its“ concerted voluntarism,” and its very wesk
ingtitutionaization militate againg rapid progress on trade liberdization (Feinberg 2000,
APIAN 2002). Nevertheless, US officials assert that APEC continues to serve US
interests in a number of ways. The many specidized APEC forums facilitate the sharing
of best practices on awide range of trade and investment-related issues (developing
countries sometimes see these forums as channd s for influencing indudtrid- country
decisions, but the US views them as capacity- building mechanisms for diffusng US
practices among Asia Pacific bureaucrats). APEC has dso implemented a sevies of trade
facilitation measures amed a cutting costs in cross-border transactions. Post 9-11-01,
APEC has accd erated the implementation of a series of anti-terrorism measuresin trade-
related areas such as customs, container shipping, air travel and seaports, and served as
an annua opportunity for heads of state to confer in person on cooperétive anti-terrorism
drategies.

The USisnot donein being frustrated a dow progressin APEC (and the WTO) in trade
and investment liberdization. A trading nation par excdllence, Singapore pressed the US
for abilatera trade pact. For Singapore and Prime Minister Goh, a trade pact with the
USwould be part of a broader strategy of pursuing FTAs with its Pacific Rim trading
partners, to assure that the idand state retained its attraction as a hub for the regiona
operations of transnationa firms. Seizing aleadership role, Goh adso saw Singapore's
FTAs as addressing such non-traditiond trade issues as e-commerce, human resources
development, regulation and investment, to spur domestic economic reform and to serve
asamodd for ASEAN liberdization (Lee 2003).

Initidly, the Clinton adminidtration deflected Singagpore s overtures, but a Clinton’s last
APEC leader’ s mesting, and after the November 2002 presidential eections that left
Clinton alame duck, the Singaporean Prime Minigter took advantage of the goodwill
generated by amidnight golf game to extract a pledge from Clinton to open FTA taks.
Agan, while not aUS initidive, the US saw advantagesin cutting an early ded with
Singapore, and the Bush adminigtration quickly wrapped up the talks, once it had trade
promotion authority in hand. From the US perspective, the negotiations were not
difficult, as Singgpore was dready a very open economy and thisidand of 3 million
people, however dynamic, posed little economic threat to the US mainland. The US
could also use its overwheming leverage to gain Singaporean ascent to certain

precedents that could be advanced e sewhere. Precedents were clamed in financial
services and capital-account openness, travel by business professona's, e-commerce and
protection of intellectud property rights (USTR web page). Asinthe US-Chile FTA,
new procedures were established for protecting labor rights and the environment. A US-
Singapore accord might also serve as a catay< to trade liberdization among other APEC
members.

Indeed, other ASEAN nations, notably Thailand, promptly began to knock on USTR's
door. Inresponseto theseinquiries, aswell asto initiatives by Chinaand Japan to



establish free trade pacts with ASEAN, in October 2002 the US offered to negotiate an
“Enterprise for ASEAN Initiative (EAI)” that could serve as aframework for the
negotiation of bilaterd FTAs. According to USTR, “The EAI initiative will encourage
both bilatera and regiond liberdization, and help APEC reach the Bogor goals for
achieving free and open trade and investment in the Asa Pacific region” (USTR Press
Release, October 26, 2002). The USTR asserted that any future FTAs with ASEAN
countrieswill be based on the high slandards set in the U.S.- Singagpore FTA. Thailand
might be in the front of theline: it is aggressively pursuing FTAswith its mgor trading
partners and might well meet US criteria (as formalized in 2).

At least snce NAFTA negatiations began, some leading Audtrdian paliticians and
business |leaders had been angling for an FTA with the United States, even as other
Audrdians preferred globalism or amore Asian focus, or questioned whether the US was
redlly prepared to open its market to competitive Australian agricultura exports (Capling
2001, 184-190). By 2001 the Audtraian government had moved definitively in favor of
an Audrdian — US bilateral FTA (AUSFTA). A report prepared for the Australian
Department of Foreign Affairs and Trade explained overwheming Audrdian interessin
an AUSFTA with great darity, noting the multi-dimensona motivations behind the
Audrdian initiative intended “not only to improve access to the world's largest consumer
market, but also to secure the attention and gain the confidence of the world' s largest
source of investment capital” (Austrdian APEC Study Center, Monash University 2001).
From the Audtrdian perspective, arguments in favor of the AUSFTA included:

%5 Expanded investment and trade linkages with the economy that will likdy
“remain very srong and will lead the world economy.” An AUSFTA
would enhance Audtrdlia s direct access to the world' s best practicesin the
Information Economy. A process of economic integration between the
two nations can generate a“ policy reform effect.”

%5 Concluson of an FTA is seen by the US business community asan
endorsement of the partner country’ s long-term prospects as a good place
to do busness. “While the negotiation is under way, the FTA commands
as much atention as a very highly priced investment promation
campaign.”

2 AN AUSFTA could encourage US firms to use Austraia as a base of
operations for the entire Asa Pacific region.

%5 In reponse to the FTAA, an AUSFTA would create alevel playing fied
for Audrdian firmsin the US market. In light of the US drategy of
negotiating more FTAs with more of Augradia s competitors, the Monash
report argues that an AUSFTA would congtitute a “vita piece of trade
negotiating insurance” An AUSFTA would help to counter “the growing
Latin influence in the United States through migration.”
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%5 Such sub-regiond agreements could spur liberdization in APEC and
contribute to the achievement of the Bogor Goals.

2 AN AUSFTA would significantly strengthen the overdl bilatera
relaionship with the United States. Audrdiahasan interest in
maintaining a strong US presence globaly and within the Asa Pacific
region. An FTA would “modernize and revitdize’ the bilatera
relationship, and would “reinforce public awvareness in both countries, and
particularly amongst younger generations,” of the relevance of the
Audrdia-US relationship.

These are acompelling set of vitd nationd interests. While some are interests shared by
the US, the asymmetry of interests screams out. Few US citizens would even be aware of
atrade accord with Audtrdia, it is US economic practices that may influence Audrdian
domestic reform, and it is Australia that wants to attract US investment. But the US
finally acceded to the persstent Audrdian drive for abilateral FTA for various reasons
of itsown. The US does want to reward Audtrdiafor its repested foreign policy loyalty,
and for its economic and poaliticd liberdism. Together with the FTA with Sngapore and
perhaps other ASEAN nations, an FTA with Australiamight prod other Asa Pecific
nations, and APEC as an indtitution, toward competitive liberdization. And UStrade
negotiators aso have some specific issues, including treatment of geneticaly modified
food imports and regtrictions on foreign investment, to advance in the bilateral trade
talks.

A Typology of US Pdliticdl Economy Interestsin FTAS

Even if other countries set the bdl ralling, FTAs gill serve various US interests. Table 2
looks a a number of frequently cited US internationa political economy interestsin
pursuing FTAs beyond the obvious market access gods. These interests include
rewarding or further advancing local democratic ingtitutions and processes of economic
reform (columns 1 and 2); reaffirming and strengthening US security ties (column 3);
establishing new precedents or modd's to use as benchmarks in future trade negotiations
(column 4); and accelerating region-wide commercid liberdization by dlying with a
regiond leader (5). Four and five areindicators of a“competitive liberdization”
strategy.

Some FTAs arguably serve dl five USinterests. For example, the NAFTA rewarded and
helped to lock in Mexico's economic reforms, probably helped to acceerateits
democratic trangition, advanced arange of US security interests (the Pentagon now
includes Mexico inside the Northern Command security perimeter), established a
template for the FTAA, and isacritical building block for the promised regiond trade
accord. Other FTAs meet some but not al of the conditions. For example, some Asian
(Singapore) and Middle Eastern (Jordan, Morocco) partners are not democracies,
athough it could be argued that these three countries are undergoing processes of gradua
liberdization that an FTA might spur forward. Severa countries are not regiond leaders,
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suggesting that the “ competitive liberdization” strategy does not necessarily apply to all
FTAs.

Because they encompass so many nations, the broader regional FTAs are harder to
evaluate. Nevertheless, the Free Trade Area of the Americas does measure up well: it
meets the democracy condition (it only includes democraticaly-€eected governments and
purposefully excludes Cuba); is construed as both areward for most of the region having
made progress in implementing the “Washington consensus’ and as an inducement for
further liberdization; and serves US security interests in potentidly increasing
cooperation on inter-American afairs. In APEC, however, the link to domestic reform is
weaker: some APEC members are not democracies and others have a spotty record at
economic reform. APEC serves US security interests as aforum for US engagement in
Asa, and nowadays more specificaly for the coordination of anti-terrorism measures.
APEC has fatered with regard to acting as aleader in regiond or globd trade or in
setting precedents, dthough APEC did add momentum to the Information Technology
Agreement (ITA) negotiations.

All told, the FTAsthat the USis pursuing do advance anumber of important US
interests, athough to varying degrees of consstency and completeness. Across countries,
the sdlience of any particular factor will vary case-by-case, and may change with time.

All of the bilatera FTAs serve at least two US internationd political economy interests
beyond the more tangible market access gods, and most serve at least threeinterests. In
some cases, security interests have prevailed; preferentid FTAsdlow for political
concernsin ways that the universdist rules of the GATT/WTO have sought to exclude.

In US choices, timing has mattered. At times, FTAS have been useful as part of a
bargaining strategy designed to augment US leverage in globa negotiations, as with the
Canadian and Mexican accords. Decisonsto initiate negotiations have sometimes been
taken to fit into a sequence of regiond talks, as when the US told eager Andean nations
that they would have to wait the conclusion of negotiations with the Central Americans.
At times, the pace of a nation’s domestic reforms has mattered.

While the US has been reactive to the proposals of its trading partners, it has not been
indiscriminate. The US has deflected overtures from New Zedand, preferring to give
preference to Audrdia, amoreloyd dly on foreign policy. The USturned asde a
Tawanese request for an FTA, because such an accord would antagonize China and
therefore not serve US security interests. The US has aso declined a demarche by
Uruguay, in order not to split Mercosur and antagonize Brazil. Moreover, New Zedand,
Tawan and Uruguay are not regiond leaders. Trid baloons launched by Japanese have
also been popped, as US commentators questioned whether Japan is ready for a
comprehensive, WTO-consstent agreement that would include such sengtive sectors as
agriculture. Smilar concerns have deflated talk about a US-South Korean accord. When
ASEAN broached theidea of an FTA, the US responded by offering to first negotiate a
framework agreement, sgnding that it would not accept aleast-common-denominator
approach to accommodate ASEAN laggards, rather it would maintain high sandardsin
itsFTAs.



The Economic Scope of USFTAS

To date, the economic impact on the US economy of FTAS has been smdl. But the US
has used FTAsto promote its comprehensive trade agenda, including the contentious
socid issues of labor rights and environmenta protection. The US has ressted effortsto
transform trade agreements into resource-transfer exercises, dthough it has contributed
modestly to trade capacity-building programs.

The $11 trillion US economy isimmense and relatively closed. So far, the US has not
attempted FTAswith its mgor commercid partnersin Europe or East Ada (inthis
context treating APEC as an aspirationd rather than an actual FTA). An FTA with Japan
or the European Union would be immensdy difficult to negotiate, might more directly
threaten the WTO, and would raise mgor geo-politica questions. In contrast, a number
of the FTAs are with small, distant economies where US trade and investment flows are
tiny in relation to tota flows (Table 3). Canada and Mexico are important commercia
partners, but even the NAFTA accord has barely made adent in overdl US
macroeconomic performance (Hinojosa- Ojeda, Robinson and de Paolis 1999). When
measured in proportionto US GDP, so far the FTA experiment has been margind to the
US economy. Quantitative sudies typicdly find or predict smal but positive gainsto the
US economy from the various FTAS, somewhat larger gainsiif long-term, dynamic effects
are taken into account (Scollay and Gilbert 2001). Thisis not to conclude, however, that
particular sectors and firms have not been significantly affected, postively or negetively.
US exports to Mexico have exploded, bringing prosperity to many competitive US firms,
just as some US growers of fruits and vegetables have suffered from Mexican
competition. It is aso worth noting that econometric models based upon the current
sructures of trading partnerstypicdly fail to capture the potentia introduction of new
products and services not yet in the pipeine or even in our imagingion. FTAsare long-
term, inter-generationd, over-the-horizon propositions.

One reason that the actud and even potentia impact of these FTAs on the US economy is
gmadl isthat US barriers to trade and investment flows were aready low in most sectors.
Asymmetric reciprocity has characterized US FTAs. trading partners have had to make
more *concessons’ (in mercantilist terms) and remove more trade barriers and

investment redtrictions. Presumably, US leverage is aso greater in bilaterd or

plurilateral negotiations than in larger forums where other mgjor economic powers are
present. It would be unfair, however, to accuse the US of advancing a hub-and-spoke
trade strategy. The USis one of the chief proponents of the Doha Round, isamaor
proponent of the FTAA and remains activein APEC. The USisusing the bilaterd
accords to spur forward these wider negotiations; in the Western Hemisphere, the accords
with Chile and Centrd America are clearly building blocks toward the FTAA, and will
place pressure on Brazil to engage actively in thefina negotiations. Progressin APEC is
being blocked not by the United States but by Japan and some of the ASEAN countries.
Nor should it be forgotten that it has been the smadler nations, not the United States, that
have initiated the FTA accords.

14



15

In FTA negotiations, the US has definitely used itsleverage to set the agenda. The US
has been a champion of comprehensive FTAS, going beyond industrial market access to
include agriculture as well as a broad range of services, issues of investment protection,
regulatory regimes and intellectud property, and e-commerce and digita piracy. The US
has sought GATT/WTO — plus, and as noted above, has used FTAs as staging grounds
for launching new trade or trade-rdlaed initiatives that the US will then try to market in
other forums. But the US has deflected pressures to negotiate some issues that are
domestically sengtive, such as anti-dumping regimes and agricultural subsdies, with the
argument that market realities make these issues more suitable for the globa Doha
Round.

The US has dso sought to incorporate its domestic socia agenda— particularly labor
rights and environmenta protection — into FTAs. The Clinton administration forced the
Mexicans to accept labor and environment “side agreements’ linked to the NAFTA, and
in 2002 Congressiond Democrats inserted into trade promotion authority requirements
that US trade negotiators address the domestic |abor and environmenta standards of its
trading partnersto avoid a“race to the bottom.”  Zoellick has accepted this linkage
paolitics. In aretreat from USTR purism, which had held that trade policy should be kept
neat and separate from other issues, Zodllick agreed that trade cannot be quarantined
from other variables in the internationa political economy. “We need to dign the globd
trading system with our vaues,” he has said (2001b). Zoellick has proposed a “toolkit”
of measures to advance labor and environmenta objectives, congsting primarily of
technical and financia assstance that can be extended to the relevant minigtriesin
developing countries. More specificaly, the Chile FTA requires signatories to enforce
their own domestic labor and environmental standards and not to encourage trade or
investment by weakening domestic laws (no race to the bottom). In the event that a
dispute settlement pand finds non-compliance with labor laws, it could impose monetary
fines not to exceed $15 million annudly, with the prevailing party having the option of
imposing trade sanctions — suspension of FTA benefits— if the penaties are not paid.
The US hopes that this formula, emphasizing the enforcement of domestic laws and
preference for monetary pendties rather than trade sanctions, will serve as a benchmark
for the FTAA.

The US has ressted the European Union modd of linking trade accords with large-scale
public resource transfers from richer to poorer countries and regions. The US has
maintained that a comprehensive FTA will catdyze private investment flows and
technology transfers, asthe NAFTA hasdone. Certainly, the private flowsto Mexico
have been much larger than any imaginable contribution the US public sector might have
meade, in the current political climate. However, USAID does provide modest amounts of
financia and technica resources for trade capacity- building, including support for the
training of trade negotiators, assistance in implementing the reforms required by trade
accords, and help in taking advantage of the trade opportunities offered by the new
agreements. At the November 2002 FTAA minigteria in Quito, Ecuador, Zoellick
pledged $140 million toward amultilatera Hemispheric Cooperation Program (HCP)
targeted at capacity-building for FTAA participants. In support of the Centra America



Free Trade Agreement (CAFTA) negotiations, the President’s 2003 budget includes $47
million in such funds for Centrd America, a 74 percent increase over 2002,

Condudions

A unitary actor model cannot explain contemporary US trade policy. One should not talk
of “US’ palicy toward FTAs as though the US body palitic, or the US bureaucracy, or the
US Congress, were unified in their perceptions of the nationd interest. While this may

be obvious to students of US trade policy (Destler 1995), the plurdidtic redlity of US
trade policymaking is often logt Sight of in discussons among internationd relaions
pecidists where unitary state moddls are fill inuse. Yet, only a plurdist model can
explain the lack of unified vision, the swings between passive postures and active
internationalism, the frequent policy incoherence and, most of dl, the reactive nature of
UStrade policy. Savvy foreigners, recognizing the plurdistic and porous nature of the
US*“gate,” have learned how to penetrate the US decision making process and to
persuade enough of the machinery to advance their interests, including when those
interests have been to negotiate abilatera or regiond free trade accord.

Despite the vast differences between the two regions, US trade policy in East Asaand
the Western Hemisphere bare striking smilarities. Neither the FTAA nor APEC wasa
USinitiaive. Many in the US government and trade policy community were ambivaert
toward such ambitious free trade goals. The proposed trade dedls were of more urgent
interest to the Asian and Latin American trading partners than to areluctant United
States, and afractious US Congress delayed full US engagement while it withheld trade
negotiating authority from the Executive Branch for six years during the 1990s.

Under the aggressive leadership of USTR Robert Zodllick, who enjoys the backing of a
relatively more homogeneous, pro-free trade administration, and who succeeded in
extracting trade negotiating authority from the Congress, the US now embraces FTAs and
has e evated them into the center of US trade Strategy. Should the Doha Round continue
to fater, FTAs may become the centra instrument in the arsend of US trade negotiators.
FTAsare now understood as advancing awide variety of commercia and diplomatic
interests, both tactical and strategic, that include bolstering local democratic indtitutions
and processes of economic reform, strengthening US security ties, establishing new
precedents to use as benchmarks in future trade negotiations, and accelerating region-
wide commercid liberdization by alying with aregiond leeder. Thisrange of interests
gpped s not only to USTR and the Commerce Department, but aso to the US departments
of State and Defense, as wdll asto the internationa offices in the departments of Labor
and the Environmenta Protection Agency. When such a broad-based codition of
bureaucratic interests gets behind a policy thrugt, it islikely to endure.

Asthe FTA policy takes hold and becomes better understood, it may become more
drategic. For example, if Brazil continuesto bak in the FTAA negatiations, the US may
well follow the CAFTA by entertaining an offer by Andean Pact nations to enter into
FTA taks, asaway to place pressure on Brazil aswel asto reinforce US friendsin that
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politicaly troubled region. If Dohaand APEC fail to show progress, an FTA with South
Koreamight serve avariety of US palitica economy interests, and help to spur
liberdization in APEC aswell. Conclusion of the current negotiations for a Bilatera
Investment Treety (BIT) could pave the way for such talks.

Already the US is moving toward apolicy of “sequentid liberdization,” in which

bilaterd regiondism is atrangtiona tool to spur abroader regiondism (whether
geographicaly concentrated or dispersed, Table 1). Thus, Chile and CAFTA spur the
FTAA, and Singapore and an ASEAN framework agreement could spur APEC
liberdization. Thereisnow alogica ordering in the sequencing of trade pacts, asthe US
negotiates with economies dready more open and libera-minded (Chile, Singapore).

The US has dso come to embrace FTASs because the asymmetries of market power and of
policy sdience enhance US bargaining leverage.

Bilaterdism has opened the door to an explicit introduction of politicd criteria, in
contradiction to GATT/WTO a-palitical universalism. The US sees FTAs asingruments
for influencing the domestic palitical economy of states and for advancing US security
interests. Where suitors have not fit such purposes, the US has deflected their entresties.

To date, the economic impact on the US economy of FTAs has been smdl. But the US
has used FTAs to promote its comprehensive trade agendain a number of interesting
ways that benefit agrowing list of US firms and that could help to recondtitute a free-
trade mgjority in the US Congress. It remains to be seen whether the innovative clauses
in the US-Chile FTA regarding the contentious socid issues of labor rights and
environmenta protection garner domestic support. 1t dso remains to be seen whether the
heightened willingness of the US to contribute to trade capacity-building programs
evolvesinto agrategy that links more closdy US trade policy to US bilaterd and
multilateral foreign assistance programs.
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Table 1. Categorizing Modes of Governancein Trade: The US Case
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ACTOR SCOPE
Unilateral Bilateral Minilateral Multilateral
GEOGRAPHICALLY| GEOGRAPHICALLY | GEOGRAPHICALLY|GEOGRAPHICALL
CONCENTRATED DISPERSED CONCENTRATED Y DISPERSED
TRADE FTAswith Chile,
LIBERAL- GSP. CBI Singapore, Australia;
IZATION ; ! NAFTA, US also with Israel
ATCA,; ! ' ATT/WT
MEASURES ACGC,)'ilso CAFTA Jordan, Morocco, FTAA APEC G WTO
SACU; Framework
Accord with ASEAN
Unilateralism Bilateral Bilateral Regionalism Transregionalism Globalism
Regionalism Transregionalism

Source: Adapted from Aggarwal (2001), Table 6.1, p.238.




Table2. Thelnternational Political Economy of USFTAS
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Democratic Economic Security Trade Policy Regional

Country/Region Regime (1) Reform (2) Interests (3) Precedents (4) Leader (5)
Canada Yes Yes Yes Yes No
Mexico Trangtiond Yes Yes Yes Yes
Chile Yes Yes No Yes Yes
Singapore No Yes Yes Yes Yes
CenAm Yes Mixed Yes TBD No
Audrdia Yes Yes Yes TBD No
FTAA Yes Yes Yes TBD NA
APEC Mixed Mixed Yes Yes NA
Israel Yes Yes Yes No No
Jordan No Mixed Yes Yes No
SACU Yes Mixed Yes TBD Yes
Morocco No Yes Yes TBD No

1. Democraic palitical indtitutions in place or in progress at time of trade accord.

2. Sgnificant market- oriented economic reforms in place or in progress at time of

trade accord.
3. Long-sanding US security interedts.
4. Whether the trade accord established precedents, in such areas as services,

Notes. TBD = To Be Determined; NA = Not Applicable

investment, labor and the environment that the US could use as templates for
future trade negotiations.

Whether the country carried weight, because of its prestige or economic size, in

its region.




Table3. USExportsto FTA Countries and Regions (2001)

Country/ Region Value (US$ Millions) % Total US Exports
Canada 163,724 22.40
Mexico 101,509 13.89

Singapore 17,692 242
Audrdia 10,945 1.50
Centrd America 10,530 1.44
|srael 7,482 1.02
SACU 3,273 0.45
Chile 3,131 0.43
Jordan 343 0.05
Morocco 286 0.04
APEC 442,696 60.57
FTAA 321,527 43.99

Source: Internationa Monetary Fund (IMF), Department of Trade Statitics.
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