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involvement in trade policy formulation has increasingly been rel-
egated to adopting fast-track procedures and later approving
large, complicated agreements with a single up-or-down vore,
This is a practical and necessary way of handling the authoriza-
tion and approval of trade agreements. More congressional par-
ticipation is needed, however, to ensure that America’s trade laws,
policies, and negotiating positions meet changing national needs.
This might be accomplished through oversight of the operation of
trade agreements and the functioning of the WTO; monitoring of
the implementation of U.S. trade laws; more frequent and inten-
sive hearings on new problems in international trade such as
bribery and private restraints of trade; better coordination and orga-
nization of trade-supporting institutions, including the Export-Import
Bank and the Overseas Private Investment Corporation; and more
congressional interactions with U.S. negotiators and site visits to
negotiating venues,

CONCLUSION

For the Jast half century, America’s natural resources, population
growth, and entrepreneurial spirit sustained U.S. economic growth
and gave it the strength to win the Cold War, Trade and economic
cooperation with Europe and Japan certainly helped, but the
drive fueling the nation’s greatness came from within its shores.
The next century, however, will see a different formula for nation-
al economic success. America’ course for the future must be nav-
igated through the turbulent waters of the rapidly changing global
economy. If the nation is to retain its position of preeminence in
the world, the United States must combine sound domestic poli-
cies of deficit reduction, education, health care, and welfare
reform with a visionary trade and foreign policy.

These, then, are the challenges to U.S. domestic and international
economic policies: to boost productivity and national income; to
stimulate high-wage, high-skilled job opportunities; and, at the same
time, to maintain a healthy employment environment for the
nation’ competitive manufacturing industries.

Rebuilding bipartisan trust in executive branch trade policy
on Capitol Hill will be, at best, a difficult assignment, When
national economic priorities and foreign policy credibility are at stake—
and they most certainly will be in the coming debate—free traders,
whether Democrats or Republicans, must rise to the challenge.

Chapter 3

{.S. Performance and Trade Strategy in
a Shifting Global Economy

J. David Richardson, Geza Feketekuty,
Chi Zhang, and A. E. Rodriguex

Trade has become increasingly important to the American econ-
omy, both in terms of the overall proportion of nmncs.m_. oE?_:
and consumption that is tied to it, and in terms of its critical role
in stimulating growth and improvements in the standard of _nﬂr
ing. The proportion of trade to domestic output, a measure of M
openness of the economy, more than doubled Umgm@ 1970 mm_
1995, from 10 percentto 24 percent, the largest such increase for
any developed economy in that wmn.on_. . . .

More than at any time before in American E«S.Q. trade is

having a measurable impact on the performance and income not
only of the very largest American firms but also of Bm&:E..mEn
and small firms. Not surprisingly, given the large m.n.oﬁr in trade,
firms tied to exports have been doing very well. Empirical data mrﬁ.:.ﬁ
that firms connected with exports, their workers, and the communities
in which they live are enjoying greater income mnoir and stability
than firms, workers, or communities with no stake in expots. Con-
versely, firms and workers tied to Wﬂwonﬁoﬂvnm_.._m industries have
had to make significant economic and social adjustments.

As a result of the market-driven adjustments the American econ-
omy has gone through, the United States is mﬁ«nam_w. well-posi-
tioned to take advantage of expanded global trade and investment
opportunities. Policies that have kept the American economy
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open to international competition and have fostered the removal
or reform of outdated government regulations have given Amer-

petitive challenges in the global marketplace and to reduce the risks
to them posed by greater €xposure to global competition,

The fact that the United States is in a relatively strong com-
petitive position overal[ jn terms of its productivity, its capacity
to apply new technologies, and its ability to respond to market shifts
does not mean that the nation is equally competitive in all indus-
trial, service, and commodity sectors. Increasingly, the United
States has a strong comparative advantage in subsectors or nich-
es that are technology- and skill-intensive, Interestingly, this is the
Case even in sectors such as textiles, footwear, and glassware,
industries in which the United States had experienced a strong ero-
sion of comparative advantage in previous decades. At the same
time, the United States retaing a strong comparative advantage across
a wide range of agricultural products and other natural resources

ferent countries that are U.S. competitors to deal with local reg-
ulatory and business practices, In a number of cases, a weak U.S,
export performance in particular regions can be correlated with
known difficulties concerning the regulatory regime in the coun-
tries involved. This weak performance might be explained by a greater
reluctance of American firms, or legal inhibitions imposed on
U.S. firms by US. law, to circumvent restrictive regulations or busj-

a larger share of such markets.

The benefits of trade do not come without costs. One of thoge
costs is that firms produci g g00ds or services competing with imports,
and their typically less-skilled employees, have been losing income,
This, in turn, has had 3 Degative impact on communities that host
such firms, Trade, together with technology, has contribyted toa

U.S. Performance and Trade Strategy ® 41

ing i i lity between educated and skilled workers
mnosmw mmﬂﬂmwwﬂmﬂﬂw_m_w minded on one hand and less .&:omﬂ.&
mnmw wm on the other. In turn, this has fostered public uncertain-
EOMME. the advantages of expanded trade. The challenge m.ow. trade
Q w in the new economic environment is to spread the gains from
p Q%m trade and investment more widely in the population. The
oxwmmaw is to deliver the large gains to be mnrﬁﬁwn_ ?o:..h m::wo_.
mhmw& integration. Then, these gains must be &mnnr:n.& fairly with-
Blo nd across countries to achieve both internal _uorsn.& support
EM external consensus on a package of new and continuing lib-
o lizations. Neither of these challenges can be met ﬁ_&.ocn over-
MH:Em the overwhelming misunderstanding of the issues involved.

THE U.S. STAKE IN TRADE

Over the last two decades, the w:uoﬂmnmm of trade _.o_m.nza to Mra
U.S. economy as a whole has grown Emn_mn.muﬂ_w. American QW e,
as measured by imports and exports combined, grew by a w .MW-
ping 1,261 percent in nominal terms vmné..won 1970 mnw 1994, Hh
exceeding the 566 percent Ennom.mm in non:.um_ national output. :
1970, export and import transactions constituted vas.ﬂ 1T wman“u
of gross domestic product. By 1994, this amount had increase 1o
2.4 percent, an increase of 118 percent. And even though most co -
tries significantly increased their openness, the U.S. increase
unmatched by that of any of its major ﬁ.m&u.m partners. Interna-
tional trade has indeed become an ever more important influence
.S. estic economy.
> Eumwm mmmhmﬁonommnm ownnwomm is also seen at the finest __96_ of
disaggregation. In the United States, mn.:. oxmm:w_o. both _”_.zw Ewu-
ber of firms with export sales and the intensity of ﬁr.o”mm sales rmm
surged in the past 1o years. Small-firm export wm_..sn_.wm:o:m as
grown strikingly, and small-firm exports have Brown just as wﬂ
as exports of the top 50 U.S. exporters. Table 3.7 illustrates this
point,
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SECTORAL PRODUCTIVITY, Oogmdgzwmmm. AND
COMPARATIVE ADVANTAGE

Over the past 2 years, sectoral productivity shifts have radical-
ly altered U.S. competitiveness, giving the nation strong performance
in high-technology, skill-intensive niches in the industrial structure.
These productivity-based trends are far more important thap
more traditional indicators of sectoral competitiveness such as unijt
labor costs and industry investment would suggest. Productivity-
based niche competition is the source of the strong U.S. position
in the coming global economy.?

The movement in the rankings of industries with respect to
their labor productivity level also has been significant. This can
be observed in "Table 3., which ranks various industry sectors accord-
ing to their productivity (measured by value added per employ-
ec) in two periods, 1972 and 1993,

The large productivity growth figures in a number of indus-
tries, combined with the ranking shifts shown in Table 3.2, sug-
high-productivity growth sub-industries while simultaneously
abandoning many low-productivity growth sub-industries, Rough-
ly speaking, low-value-added production is being replaced with high-
value-added production and _oé.ﬁnomnnaﬁ.nw jobs are being
replaced with Em_u.wnoacnms.nw ones. Workers as well as employ-

TABLE 3.1. ExporT PARTICIPATION AND INTENSITY
BY SMALL AND Lagck U.S, Firms

1987 1992
Small Planes* {less than » 50 employees)
Participation (% of all planzs) I2 Iy
Intensity (% of sales) 10 12
Large Plants? (more than » 50 employees)
Participation (% of ajl plants) 49 59
Intensity (% of sales) I0 I4
Very Largest Exporters {top 50 firms)
Intensity (% of sales) I4 16

* Manufacturers only.

Source: J. David Richardson and Karin Rindal, Wy Exports Matter: Morer {Washington, DC: Insti-
tute for International Ecenomics and the Zu::mmnaiam Institute, 1996), PP- 15, 17, based on
U.5. Census of Manufacturers and Fortune magazine,
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ins. And to the extent that
hareholders reap these gains. Ar e extel
o wﬂﬂ__wzwamﬂmmon is the agent force in this niche specialization, the
MME displayed should be credited to it.

EXPORTS AND PRODUCTIVITY AT THE PLANT LEVEL

The lesson that global engagement creates mmm:mmnmwn owaaﬁ:z_-
ty for gains applies not just “in Hr.n ._mnmo, v:.n ont _Mn v&.mun com
too, One of the most surprising empirical nnm:_m.mnom to be discovere
in the past 20 years is the strong correlation between export
Manmnmmoaoa and a myriad of corporate and workforce performance
E&nﬂ%ﬂ%@ other things, export engagement is strongly no_.wo_mmnm
with labor productivity, This mn.ﬂ&umv in turn, rm:um to m_ﬁu_m_: M&%
the gains from global integration ﬂoam& seem to involve pro *c
tivity gains as well as the more conventional efficiency mMEm. .
The productivity gap ngmma export-engaged workers an
others in the United States is striking.s

TABLE 3.2. PRODUCTIVITY RANKINGS OF MANUFACTURING SECTORS

1993 1972
Industry Rank Rank
Telephone communications ~ M H.M
Steel )
Commercial banks . 3 o
Cotton & synthetic broadwoven fabrics 4 ;
Petroleum refining M .
Hydraulic cement ;
Farm & garden machinery m 5
" Agricultural chemicals J
Household furniture g 3
Daity products 10 o
Paints and allied products I1 S
Grain mill products 12
Men’s & boy’s suits and coats 13 . M
Industrial inorganic chemicals 14 °
Hotels and motels . I3 :
Crude petroleun & natural gas production 16 o
Motor vehicles and equipment 17 :
Structural clay products 18 °
Tobacco products Mw ;

Bakery products
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*Exporting plants had higher average labor productivity in 1992

than nonexporting plants, as was also true in 1987. Exporters
thus enjoyed a productivity © premium,”

*The crude average productivity premium is quite large. The pro-
ductivity premium for exporting (relative to nonexporting) plants
is almost 40 percent on average for plants of all sizes, locations,
and industries. Of course, some of that raw premium is due to
the fact that exporting plants typically are larger and located in
high-productivity industries and states. But the productivity pre-
mium turns out to be still quite large for exporting plants that
are comparable to nonexporters in size, industry, and location,
as follows.

*Value-added per employee in 1992, one measure of productivi-
ty, was almost one-sixth higher in exporting plants than in com-
parable nonexporting plants.

*Small exporters enjoyed a 1992 productivity premium of the

- same magnitude relative to comparable small nonexporters. This
figure is up from a premium of one-seventh in 1 987 between com-
parable small plants, (This is, of course, not as impressive as the
raw average differences, which are due largely to exporters on aver-
age being in high-productivity industries,)

*Large exporters were even more productive in 1992. Their pro-
ductivity premium relative to comparable nonexporters was
almost one-fifth in 1992, up from less than one-sixth in 1 987. {The
raw average differences are, of course, again even larger.)

Trade provides an interpretation of these trends along some-
what unfamiliar lines. Openness to trade implies not just ordinary
price competition but quality or “attribute” or productivity com-
petition as well. Global competition between the cream of the qual-
ity and productivity competitors, both firms and workforces (and
regional polities), inevitably involves their separation from the milk,

This fact has both bad- and good-news aspects, The bad-news
aspect is that the low-performing marginal firms will decline and
possibly die. The good news is that there is room for the displaced
workers in the expanding high-performing marginal firms, although
moving may require costly acquisition of new skills and work habits.

The productivity advantage for export-engaged firms, in
turn, helps explain why employment growth and employment sta-
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bility are so much more favorable for exporters than for nonex-
porters.®
eEmployment growth between 1987 and 1992 at plants that

started or continued exporting during that time was up to 18.5
'percent greater than at comparable plants that did not export.

eLarge plants that started exporting between 1987 and 1992
“grew jobs” 13 percent faster than comparable _.mﬁmn plants that
did not export at all. Large plants that exported continuously through
this period “grew jobs” almost 16 percent faster.

» By implication, exporting plants are better able to cope with .:bs.n_-
come business slumps through attrition or through slowing the
normal hiring process, instead of having to release workers out-

right.

*By implication, communities with large numbers of export-
reliant plants are more likely to enjoy growing tax bases and are
less likely to face falling real-estate prices.

s Exporting plants were less likely to close .ﬁw&n doors between 1987
and 1992 than comparable nonexporting plants.

REVEALED COMPARATIVE ADVANTAGE INDICATORS

It is apparent that the United States has experienced :onnam_“.,_n struc-
tural change over the last two decades. Industries have risen and
industries have fallen. To keep jobs and a good standard of living,
countries must shift factors of production from the declining
industries into the ascendant ones. Labor, capital, and other
resources need to move to uses that produce the greatest return,
even if that means shrinking some important sectors of the econ-
omy,

The reallocation of resources will almost surely reflect Amet-
ica’s comparative advantage. The commodity pattern of trade
will reflect relative productivity and costs as well as the Emzn:n.m
of nonprice factors, such as goodwill, quality, and the availabili-
ty of servicing and repair facilities.

How does the United States compare to its trading partners
in comparative advantage? What do productivity trends con-
tribute to the answers?
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TaBLE 3.3. U.S. REVEALED COMPARATIVE ADVANTAGE, 1980 AnD 1 994
{oNE-DIGIT SITC PRODUCT GROUPS}?

SITC 1980 1994
o Food and live animals chiefly for food 128.4 I37.2
1 Beverages and tobacco 94.8 137.0
2 Crude materials, inedible, except fuels 137.9 1412
3 Mineral fuels, lubricants and related materials 40,2 41.8
4  Animal and vegetable oils, fats and waxes 135.6  106.3
§  Chemicals and related products, NL,E.S, I4I.9 140.5
& Manufactured goods classified chiefly by marerial 77.1 82.7
7  Machinery and transport equipment I03.1 99.4
8 Miscellaneous manufactured articles 82.2 78.4
9 Commodities & trans. not classified elsewhere 122,9 I129.6

*RCA indicators for 1980 and 1994 vis-i-vis all zegians for all one-digit STTC praduct Eroups.

A good indicator of trade specialization is an index developed
by the late economist Bela Balassa to measure revealed compar-
ative advantage (RCA).7 The “revealed” comparative advantage
of any country can be indicated by its trade performance with respect
to other countries.

RCA measures a country’s relative share in the exports of a
patticular product to a particular region or country. To place
small and large countries on the same footing, the number is
adjusted to take into account the exporting country’s share in the
exports of all manufactured goods to the importing country or region
involved. Values greater than oo indicate that a country’s exports
are relatively specialized in that industry.

The indicator of export specialization helps to identify areas
of strength and of weakness, as these are revealed by past export
performance. Table 3.3 shows the RCA as reflected in trade
between the United States and all regions of the world in 1980 and
1994. The calculation in this table is based on the broadest cate-

gory of industry groupings, the one-digit Standard Industrial Tar-
iff Classification (SITC) used by the U.S. government. Looking across
the sectors at the numbers for 1994, the United States shows a strong
comparative advantage in sectors o to 3, covering food products
and natural resources, basically reflecting traditional trade theory
and the relative richness of the nation’s natura] resources. The Unit-
ed States also clearly shows a comparative advantage in chemicals
and related products, In contrast, it shows a comparative disadvantage
- in manufactures at this most aggregate level, especially for the mis-
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cellancous manufacturing category. U.S. strengths in manufactur-
ing show up at a more disaggregated level of measurement, where

bers capture U.S. strengths in technology.
the :%.Hu_o 3.4 shows more detailed data for SITC product groups

6 to 9, in which the United States .n_..uom not show a strong overall
comparative advantage at the o:?n.rm; level. The Eﬁr.oaﬁon_ num-
bers indicate that at this more detailed ._a<nr the United mB_“.nm shows
a considerable comparative advantage in many Hmncmm.nﬁqﬁm prod-
ucts, including products mc.nr as m_mm.ﬂamna, noﬁ.;o fabrics, mo.o_. nomr
erings, and specialty fabrics in S.Emm.p the United States might be
thought to have lost global competitiveness. Oo:mnmcx the Eom.
uct categories in which the United States is competitive are prod-
ucts containing high-value content such as advanced technology
or up-to-date designs. What would become even more apparent
with an analysis of even more disaggregated mmﬂ.m is that U.S.
competitive strength is increasingly moe.a& on wmn_nc_mn product
niches containing technology- or skill-intensive inputs.

GEOGRAPHIC COMPETITTIIVENESS AND
COMPARATIVE ADVANTAGE BY REGION

Regional-oriented U.S. trade negotiations involve not just _njo.é.
ing which sectors and types of workers are m_o_wm:% competitive
or uncompetitive, they require knowledge of ?.En: countries and
which sectors therein show the greatest opportunities for U.S. export
growth. The most promising negotiating partners today may be
very different from the principal trading partners in the past.

A comparison of U.S. trade patterns in the early 1980s and
the early r990s shows a change in the regional revealed compar-
ative advantage of U.S. exports.

*In the early 1980s, three major trading areas accounted .mon
roughly equal “quarters” of U.S. trade: the mﬁovmma Union
(EU), Asia, and the border countries of ﬂmnmmm and Mexico. The
rest of the world composed the remaining quarter.

*U.S. trade with Asia and the border countries has increased
tremendously over the last decade, by roughly 7 percentage
points each. Tables 3.5 and 3.6 show that the share of U.S.
exports to these groups increased from 21 to 28 and from 23 to
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TABLE 3.4. U.S, REVEALED COMPARATIVE ADVANTAGE, 1994
(THREE-DIGIT SITC CATEGORIES)?

RCA

SITC Value
899 Other miscellanecus manufactured articles I171.6
712 Steam & other vapour power units, steam engines I159.6
896 Works of art, collectors pieces & antiques 146.7
792 Alrcraft & associated equipment and parts 144.9
872 Medical instruments and appliances 141.3
721 Agricultural machinery and parts 140.7
71r Steam & other vapour generating boilers & parts 138.0
874 Measuring, checking, analyzing instruments 133.9
" 892 Printed matter 133.7
741 Heating & cooling equipment and parts 129.6
723 Civil engineering & contractors plant and parts 127.3
659 Floor coverings, etc. 126.7
692 Metal containers for storage and transport r23.5
898 Musical instruments, parts, and accessories 123.2
691 Structures & parts of structures; iron, steel, aluminum 121.6
679 Iron & steel castings, forgings & stampings; rough I19.9
621 Materials of rubber (e.g., pastes, plates, sheets, etc.) 119.9
657 Special textile fabrics and related products 118.3
742 Pumps for liquids, liquid elevators and parts II4.X
728 Machine & equipment specialized for particular industry 1I4.1
714 Engines & motors, nonelectric I12.6
745 Other nonelectrical machine tools, apparatus & parts 112.§
727 Food processing machines and parts 112.2
744 Mechanical handling equipment and parts 109.3
776 Thermionic, cold 8 photo-cathode valves, tubes, parts 105.9
882 Photographic & cinematographic supplies 104.6
665 Glassware 103.4
743 Pumps & compressors, fans & blowers, centrifuges 102.9
656 Tulle, lace, embroidery, ribbons, & other small wares TOI.4
893 Articles of materials described in division 58 100.8
695 Toals for use in hand or in machines 98.5
651 Textile yarn 98.1
736 Machine tools for working metal or metal carbon parts 96.3

* RCA indicators for 1994 vis-3-vis all regions for selected three-digit SITC categories within one-digit
product categories 6 to 9. Arranged in descending RCA values.

30 percent respectively, while U.S. imports from them increased
from 29 to 40 percent and 23 to 27 percent respectively. As a result,
in the early 1990s the Asian countries, as a group, became the Unit-
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TaBLE 3.5. U.5. EXPORT GEOGRAPHIC STRUCTURAL CHANGE

I980-82 1992-94

Average Average
Total Macket* 100.0 100.0
Border Countries 23.0 30.0
Canada 17.2 19.6
Mexico 5.9 10.4
Asia® 21.2 27.7
Japan 9.7 10.§
Korea 2.3 3.5
Taiwan 1.8 3.4
China 1.5 2.0
Hong Kong X.x 2.1
European Union® 26.7 22.6
United Kingdom 5:8 54
Germany 4.9 4.7
France 3.7 3.4
Latin Americal 6.8 5.1

* Includes 48 countries: all countries included in the table’s regional groupings as well as six East Euro-
pean countries, Australia and New Zealand, Norway and Switzesland, and India, South Africa, Egypt,

Iseael, and Saudi Arabia, . o ] )
b Includes China, Hong Kang, Indonesia, Japan, Korea, Malaysia, Philippines, Singapore, Taiwan, and

Thailand,
®Ineludes 15 countries; Austria, Belgium, Denmark, Finland, France, Germasy, Greece, Ireland, ltaly,

Luxembourg, Netherlands, Portugal, Spain, Sweden, and the United Kingdom.
4 Includes Argentina, Brazil, Chile, Colombia, Peru, and Venezuela,
Source: Stats Canada, World Trade Data Base {1995).

ed States’ largest trading partner, accounting for more than one-
third of U.S. trade; the border countries and the EU account for
the second and third largest shares.

Analysis of revealed comparative advantage at a regional
level reveals a surprising diversity of sectoral U.S. comparative advan-
tage across trading partners. “Niche” comparative advantage in a
particular sub-industry in Europe may be counterposed to U.S. dis-
advantage in exactly the same niche in North American markets.
Strong U.S. growth in European export penetration may be coun-
terposed against weak U.S. export growth in Canadian and Mex-
ican markets in exactly the same niche.

In some cases these regional differences are the result of dif-
ferences in the inclination or ability of exporters from a particu-
lar country to break through restrictive local regulations or
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TABLE 3.6, U.S. IMpoRrT GEOGRAPHIC STRUCTURAL CHANGE

I980-82 I992-94
Average Average
Total Market? 100.0 100.0

Border Countries 23.2 27.3
Canada 18.8 15.9
Mexico 4.3 7.3
Asiat 29.0 40.3
Japan 14.9 17.4
Taiwan 3.4 4.3
Hong Kong 2.4 5.0
Korea 2.3 3.I
China 0.7 2.7
Enropean Union® 7.8 18.6
United Kingdom 5.0 4.0
Germany 4.6 5.0
France 2.2 2.7
Latin America? 5.3 3.6

* Inciudes 48 countries, all countries included in the able’s regional groupings as well as six Eqst Euro-

vnmuncsaqmnm..»:mﬂm:munmzns Zealand, Norway and Switzerland, and India, South Africa, Egypt,
Iscael, and Saudi Arabiz.

vH:n__._man:_._m.I caw-nc_._m,_:mcnnmmm, lapan, Korea, Malaysia , Philippines, Singapare, Taiwan, and
Thailand.

®Includes 15 countries: Austria, Belgium, Denmark, Finland, France, Germany, Greeee, Ireland, Italy,
Luxembourg, Netherlands, Portugal, Spain, Sweden, and the Unjeed Kingdom.

4 Inchudes Argentina, Brazil, Chile, Colombia, Peru, and Venezuela,

Sosirce; Stats Canada, World Trade Dita Base {1995).

business practices or to accommodate to a different cultural,
social, or legal environment, In other cases these differences are
due to geographic factors, differences in natural endowments, or
simply the result of geographically concentrated corporate strate-
gies. Long-standing investment and trading relationships also

cessful in penetrating some markets as compared to other markets.
To illustrate these points, we have calculated the RCA indi-
cators for U.S. trade with the major regions.® Table 3.7 provides

an overall comparative advantage. The table shows substantial region-
al variation in U.S, trade performance in these sectors, In a num-
ber of these sectors there js a strong possibility that American exporters
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are less inclined or prevented by US. laws from overcoming
restrictive government regulations or business practices, or that other
countries’ exporters have %ﬁuo_uma _oh.._m.ﬁnna nvestment or trad-
ing relationships that enhance their m._u___a\ to overcome Honm._ con-
ditions. At a minimum, sectors showing a large regional variation
closer look,
%%%M%n 3.8 shows a somewhat longer list of products at n.rm three-
digit level in which the United States does not show a relative com.
parative advantage vis-a-vis the world asa whole E: zmcon.ﬂro_mmm
shows considerable competitive strength In some regions. This table
illustrates that comparative advantage is less immutably fixed by
a specific set of natural n:n_oéao.n.nm and is much more open-ended
in today’s world, where competitive maﬁ._unmmn often depends on
technology, design, and managerial skill at the firm level, As
noted earlier, a more disaggregated set of data would show that
specialization takes place in specific niche E.oasna and that mem-
ing relationships wngomm mature economies are characterized
xtensive two-way trade, .

e Table 3.9 wnmmnuh the list of 25 products at the three-digit mqn
level for which the United States shows the _ommm noﬁ&oﬁ comparative
advantage in trade with all regions. What is _Ennmmnzm.mvoﬁ this
list is that in virtually all of these vnomcn_..mv. the United States
shows competitive strength in at least one region of the world.

LIVING-STANDARD DISPERSION INDICATORS AND
IMPLICATIONS

The gains from trade seem unequally distributed, no matter how
large their overall size. This is a major wao_u_o_d. Increasingly, the
gains from global engagement seem ncsngn.mmon_ in only some groups
within a country and in only some countries.? Others in society
gain less, and still others seem to lose, .

Economists are confident that the gains to the gainers generally
exceed the losses to the losers.™ But that only guarantees that an
€conomy’s mean standard of living rises, .Hr.m problem is that the
economy’s median standard of :S.:m|ﬂr.n living mnmu.n_mnm of @ﬁ
most typical income earner in the very middle om.ﬂrm income dis-
tribution—may not rise. Defined this way, global integration may
not benefit the typical citizen. And the broader economic problem



TABLE 3.7. U.S. REVEALED COMPARATIVE ADVaNTAGE wiTH KEY REGIONS,

1994
(PRODUCT CATEGORIES WITH STRONG QVERALL ADVANTAGE) *
Al Border Asian

SITC Regions®  EUIS:  Counriesd Japan Tiger'  ASEAN'  Latige
723  Civil engineering & contractors plant and parts 127.3 74.3 148.7 21.6 1787 204.3 1354.2

é59 Floor coverings, etc, 126.7 65.9 124.0 316.5 196.7 100.7 137-3
692 Metal containers for storage and transport 123.5 80.6 99.4 3I3.6 101.6 179.§ I32.0

898 Musical instruments, parts and accessories 123.2 133.3 115.7 117.5 119.7 169.4 137.8
691  Structures & parts of Structures; irom, steel, aluminum 121.6 86.x 92,6 264.2 170.1 200.8 128.6

679 Iron & stes| castings, forgings & Stampings; rough ¥19.9 84.8 132.4 144.2 95.6 144.3 82.9

621  Materials of rubber (e.p., pastes, plates, sheets, etc.) 119.9 137.3 115.9 42.1 175.5 42.8 131.9

657 Special textile fabrics and related produces 118.3 89.9 124.8 156.3 123.3 848 . 643

74z Pumps for liquids, liquid elevatars and patts I14.1 832 136.0 48.1 173.8 201.4 93.9

728 Machines & equipment specialized for particular industey II4.1 83.6 118.x 99.3 182.2 195.0 140.0

! 714 Engines & motors, nonelectric 1126 106.0 83.x 280.0 158.8 195.1 93.5
I 745 Other nonelectrical machine toals, apparatus 8 parrs Y125 90,8 132.6 70,1 104.8 197.7 1411
| 727 Food processing machines and parts I12.2 70.6 1313 I27.3 167.6 199.8 140.2
744 Mechanical handling equipment and parts 109.3 91.9 104.8 28.0 139.4 158.8 136.6

776 Thermionic, cold & photo-cathode valves, tubes, pars 105.9 132.8 124.3 1019 107.6 108.7 140.4

882  Photographic & cinematographic supplies 104.6 79.1 T12.8 125.3 197.7 125.9 125.0

665 Glassware 103.4 §I.§ 1013 343.1 94.2 109.9 122.3

743 Pumps & compressors, fans & blowers, centrifuges 102.9 63.1 132.6 21.4 148.5 145.4 75.6

* RCA indicators for three-digit SITC product categories selected for their overal] comparative advantage,
b Inchedes 38 countries: all countries included in the mbles regional groupings as well as Australia, New Zealand,

¢ Only includes Ausrria, Belgium, Denmark, Finland, France, Germany, Greece, Irtland, Iealy, Luxembourg, Nethe.
4 Canada and Mexico.

® Includes Hong Kong, Korea, Singapore, and Taiwan.

' Only includes Indonesia, Malaysia, Philippines, and Thailand.

£ Only includes Argentina, Brazil, Chile, Colombia, Peru, and Venezuzla,
Seurce: Computed based on Stars Canada, World Trade Data Base (1995).

China, South Africa, Egypt, and Israel.
rlands, Portugal, Spain, Sweden, and the United Kingdom.

TABLE 3.8. U.5. REVEALED COMPARATIVE ADVANTAGE WITH KEY REGIONS, 1994
(PRODUCT CATEGORIES WITH WEAK OVERALL ADVANTAGE}?

- Al Border Asian ) _
Regions®  EULS*  Countries  Japan Tiger ASEAN Latins
SITC
i i i . 133. 63.0 §2.7 156.4 110.3
695 ?Jo!sl fm;1 ;z;e in hand or in machines ggz 321 ; g ‘g 530 ?6.3 Igz.g Izzg
;;35,2 Me::lh?ni tools for warking metal or metal carbon, parts 96.3 Izz;@ :25; ;tz}z 73, 253; g e
871 Optical instruments and apparatus 95.9 R 18.3 o2 o3 73 rarz
o Rotatinlg dw:?c plaot %G Epsarts g§ 'g gi? 82.2 29:3 162.1 158.0 97%
. il ma es, I I : . 6.6 203. I12,

gfg ll;:mirgc I1::[;‘1:;‘Illlaumill mai’hines, machines for manufacrure of paper 92.4 52.; g;};; n: ;; 134.5 o gg o
71§ O&Zr power generating machinery and parts 92.1 52. 106'4 A 1948 3o 33
713 Internal combustion piston engines & parts . 8.7 73.5 106. sl 1902 2o by
774  Electric apparatus for medical purposes {radiolog) 89.6 574 2 ;1. a8 73 2or iy
793  Ships, boats and floating structures ggg . 51.2 2.9 218 3 S 13és
773  Equipment for distributing electricity - .5 39.1 76-5 i i 44 .
778  Electrical machinery and apparatus, N.E.S. . gg; Igzzo , g &3 327 675 237 127.3
I ggs gﬂimt:);lcrocheted fabrics 85:0 75-5 é2.% 261.6 220.3 x?tsiz gjz
3 68; Miscellanecus nonferrous base metals employed in metallurgy g 3.7 9 22 -érfg z:g; s g ; ;5’ 35 ey
I 737 Metal working machinery and parts 83.2 4 2 s ,7 ! o7 o48 j224
764 Telecommunications equipment and parts 0. 15 g 3 . og ses o4 oo e
722 Tractors fitted or not with power takeoffs, etc, 80.4 g . .9 1o 190.1 2024 1o
791 Railway vehicles & associated equipment gg ; 142. ; g; 567 208 5:8 1053
. ' i ' : . : 3 .2
gg: ET;?::i;ggt:ngiggr;atedals & refractory construction materials 6o.7 I5.I 91.3 Sg.g I Z;c. .9 I?S 8 :1 i-}
884 Optical goods, N.E.S, 60.5 75-§ ; z i -4 2 1-8 46: ; z4?3 13
88r  Photographic apparatus and equipment, N.E.S. 59.8 102.0 ; .g 21.3 163 43 1432
724 Textile & leather machinery and parts 58.8 26,7 : gg . 166.7 740 949 3

894 Baby carriages, toys, games and sporting goods $6.7 109.5 .7 R

L indicators for three-digit SITC product catepories selected for their overall weak comparative advantage. ] ]

h%ﬁﬁﬁﬁg gorintrict?: all i?ll.mtries infc]udcd in thi table’s regional groupings as well as Australia, New Zealand, China, South A[fréca,‘Eggpt, ::nd :s]:;ei ¢ United Kingdom.
¢ Only includes Austria, Belgium, Denmark, Finland, France, Germany, Greece, Ireland, Italy, Luxembourg, Netherlands, Portugal, Spain, Sweden,

¢ Canada and Mexico. )

¢ Includes Hong Kong, Korea, Singapore, and Taiwan. ]

{ Only includes Indonesia, Malaysia, Philippines, and Thailand.

£ Only includes Argentina, Brazil, Chile, Colombia, Peny, and Venezuela,

Source: Computed based on Stats Canada, World Trade Data Base (rag9s).
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is that global integration may not benefit middle-class citizens as
’ mno%%m corresponding political problem is that further global inte-
ration, by itself, may not be democratically supportable: Glob-
m_. mao,u could be something shunned by a n.moaoﬁm._nx not
. _N_unmnmn_ One solution, of course, is global integration and .
o where .nrm blank describes any companion policies that n..o:E
mn.umdvosmmnm groups that otherwise would VOte 10 on global :mﬂn.
ation. As in AIDS therapy, often “cocktails” of wo__m_n.m taken
wwmoﬂwon have the most impact, more &55 the sum of n_ﬁ:._mo_wﬂnm
benefits: global integration and, say, B._a_&o.n_mmm M.m:mmno: en-
efits, enhanced tax relief for the i.o%Em _un..onu.mm moﬂwqm mmﬂME-
ing inducements for those with skills Om shrinking va ﬂwu and so
on. The challenge is to discover the politically supportable recipes
o Emﬂ% MMHMM problem also can be anmmaw& as overly um”ﬁow nEn._
fusion of the gains from global integration. Both .onosoB_n.m_ W an
politically, policies that cause large mpm. diffuse increases in living
standards are best.” Diffusion of the gains from trade is as impor-
tant as realizing them. Gains that are too concentrated are not nec-
essarily good, no matter how large they are on average.

The same problem, and the same _uoﬂﬁnw_ solutions, exist m_oBmm
countries. The gains from global integration seem nmvon_m:«. mmmm
for some countries, smaller for others, and wo.mm_v_w negative for
a few.™> Almost all estimates show that gainers gain more than _omﬂ.m_
lose. But that only guarantees that the average (mean) m_ovm
standard of living rises. The standard of living of the Eo&mu
country—the one in the middle of World Bank m.na o:.:u”_.. income
- rankings~—might not rise much, if at all. So global integration MEmMn

not benefit the typical country much, nor the vast group of mid-

dle- and lower-income countries. NP
The economic and diplomatic problems are similar. Further

global integration may be politically insupportable among, say, all
the members of the World Trade Onmmb_nmg.u?. The gains are not
diffuse enough. But possible solutions are mE:._mn too. Ooowﬂm_%
of policies can, in principle, draw in the countries _.nmmn m..asmmm.m r
The challenge is to find the winning %nnmwm:cn Huo_..Q mix, whic
might be different for each country. Global integration and mmmmnn”
technical assistance? . . . environmental grants and technology ._
« . . tighter security arrangements? . . . educational and cultura

exchanges? . . . debt relief?
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But what is the evidence that the recent gains from global inte-
gration are unequally distributed within and between countries?
Are these problems really significant or merely hypothetical?

Diffusion Within Countries

Within countries, income inequality has been rising for the indus-
trial market economies and falling among most others. Global inte-
gration’s contributing influence is controversial,

" A more precise summary is that patterns are diverse but fol-
low clear central trends. For industrial market econormies, conventional
measures show little trend in the early 1980s and growing inequal-
ity in the late 19805 and early 1990s, especially outside of conti-
nental Europe.” For nonindustrial countries at all levels, the
central trend over the 1980s and 19905 has been declining inequal-
ity. ¢

With these trends as context, growing dispersion of the with-

in-country gains from global integration would seem to be primarily
2 problem for Europe and the United States. Since these areas have
initiated the most important regional and global market integra-
tion over the past half century, this fact poses a particularly seri-
ous challenge to the momentum of world trade negotiations.

Within the United States, the role of global integration in these
trends is well researched. Both “trade” and technology contribute
to wage shifts between skill groups that create these trends. The
influence of both is illustrated in Figure 3.1.

The message from the figure is clear. Time is a greater enemy
of lower-skilled workers than trade is, First, note that U.S. export
industries long have required a larger number of educated work-
ers relative to the number required by import industries, Second,
note that export and import industries both have shifted steadj-
ly toward requiring a relatively smaller number of less-educated
workers. Finally, note that the time effect is much greater than the
gap effect, While the relative size of the gap between the two lines
grew slightly, both sets of lines shrank by more than half dusing
the 20-year period shown. Both export and import industries
reduced by more than half the number of less-educated workers
needed for each more-educated worker.

It is remarkable that very similar shifts over time have been
observed even in developing countries. There is growing consen-
sus that these shifts reflect skill-biased technological change going
on in parallel in a number of countries.s Skill-bjased technolog-
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BER OF LESS-EDUCATED WORKERS REQUIRED FOR EA
FIGURE 3.1 u—m—uﬂm.mn_:gﬂ.mﬂ WORKER N EXPORT AND IMPORT-SENSITIVE INDUSTRIES

IN THE UNITED S5TATES

in Ri : i : Institute for
. id Ri d Karin Rinal, Wky Exports Matter: More! (Washington, D.C.:
Source ?Ww:ﬂﬂ%%ﬁ%%hw and the Znuamnnthme _nmm_n.:? 1 wﬂr " wm _w”mw.m ,mn_.._'. _ﬂ__ﬂuu__no m_._. aw W%_mnﬂwm
i in, *Shifis jn U.S, Relati e 3
mn_n.msa_._ and m_-n_.., Oﬂnw_w_..um”ﬁm_ Bevmos uwa,.unnh_.ﬁm Working Paper No. $93 4, February 1997,

ical change is a shift in production methods toward more-skilled
labor services and away from those that are less skilled. ﬁro_.a.ﬂmw
be only small impacts on measures of overall labor Hu_.c.n_sonﬁg
because these cases represent replacement of one worker /Sn_w anoth-
er {albeit one who is more skilled}. But there will be large impacts

 on the relative rewards of the skilled successor and the less-skilled

displaced worker. _ .

Skill-biased technological change has severa! possible sources:
One is worldwide computerization, another is worldwide outsourcing
of intermediate components and business services. Trade, invest-
ment, and technology transfer can be vehicles for these technological
trends. Computer trade has grown stunningly, m_.a the recent
Information Technology Agreement will only make it grow mmmn.nn
International trade in components and business services contin-
ues to grow strikingly. Communications innovation and n.ro n_.on__?
ing cost of information make certain forms of skill-biased
technological change global instead of local and therefore a source
of growing worldwide wage dispersion rather than merely a local-
ized phenomenon.

The compensation gap between export-engaged workers and
others in the United States also should be mentioned. In fact, 5o
percent of the widening gap in payroll shares between more- and



58 @ J. David Richardson et al.

less-skilled workers in U.S, manufacturing between 1973 and
1987 (and virtnally all of the widening wage gap) can be explained
by the growth of exporting plants and the shrinkage of plants that
do not export,

Diffusion Across Countries

Across countries, income distribution has been characterized by
hollowing out, describing two contrasting trends. Upper-middle-
income countries are converging on high-income industrial coun-
tries in their average (mean) standard of living. But
lower-middle-income countries have been slipping behind the
higher groups, and some have been falling back toward low-
income groups,™

The degree to which global integration has been responsible
for these trends is, of course, controversial.”” The World Bank’s
1996 Global Economic Prospects, however, finds a strong corre-
lation between growth in average living standards and integration
with the global economy.”® Indeed the patterns are striking,
Whether global integration is measured as an attribute (leve] of
integration) or as a momentum {speed of integration), globally inte-
grated and globally integrating countries enjoy faster growth and
more above-average standards of living than do others. The more
integration impetus, the better, with the strongest and fastest inte-
grators closing the standard-of-living gap rapidly on the high-income
industrial countries. Countries that are moderate, weak, and
slow/low integrators into the global economy are not only grow-
ing more slowly in living standards, they also are falling farther
and farther behind the high-income industrial and industrializing
countries, and most are suffering stable or declining living stan-
dards. The projection of these trends to 200 5 in Figure 3.2 shows
no relief except from the absolute decline in the standards of liv-
ing in those countries that are least globally engaged.

Of course, one response to these trends is that these countries
should get on board the globalization train. That was in fact the
strong plea used during the Uruguay Round and may contribute
to the more optimistic outlook for standard-of-living growth run-
ning up toward 2005 (Figure 3.2). But if the gap in gains contin-
ues to widen, or, worse, if high-income countries renege on their
back-loaded textile/apparel and other Uruguay Round trade open-
ing concessions, how can new global integration possibly be sus-
tained? It could be diplomatically insupportable. Without
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Sourca: World Bank, Global Ecanormic Prospects and the Develaping Countries [Washington, D.C.: World Banl,
1996}, p. 31. :

compensatory agreements on other matters, the gains to the mB.m:
number of big gainers would in some sense be too big, and the gains
to the big number of small gainers would be too small. And what
would be the substance of such compensatory agreements? That
is the global political challenge.

WHAT IT ALL MEANS

The global economy in the new century offers a different set of oppor-
tunities from in the old, and a different set of risks. The new oppor-
tunities involve growth-enhancing gains from nnmmIromwwv
higher-quality components, capital goods, education, and H.onrﬁo_om_om
rather than merely cheaper consumer goods. The new risks involve
political fallout from misunderstanding and from narrow diffu- -
sion of these dynamic gains.

The new gains from global integration reward nr.omm 5&0 are
savvy, agile, and skilled at identifying specialized business Enrmm.
Those are workers, firms, and countries. What they identify
increasingly in the global economy are those niches in which to
specialize their efforts and those in which to depend on the SavYy,
agility, and skills of others. The former become exported activi-
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ties and those that promote investment (and even professional migra-
tion) abroad; the latter become sources of imports and inward invest-
ment,

The new risks from global integration are the opposite face
of the new rewards, Workers, firms, and even countries that
reflexively try to preserve traditional competence and protect
those who refuse to adapt will face increasingly high costs—of for-

gone momentum, Forgone momentum will entai sluggish growth, -

ensuing social instability, unattractive investment opportunities,
and reduced rewards to education, experience, and research and
development.

But the market does not guarantee wide dispersion of the gains
from trade. If they are narrowly distributed, or if enough work-
ers, firms, and countries merely perceive (however mistakenly) that
they are, there will be no political support for policies that engage
global integration further and no international consensus for new
global trade-liberalizing negotiations.

The United States and its trading partners today, therefore,
face one large political problem and several related trade-offs. Soly-
ing the political problem according to selections made within the
trade-offs will necessarily involve creativity, judiciousness, persuasion,
and strong leadership.

The Majoritarian Problem

Further steps toward global integration are inevitably political. Not
just border policy, but internal policies with cross-border effects
will face pressures for rationalization. Yet if the median voter or
the middle-income countries are not made better off by further glob-
al integration, how: feasible is further integration in systems of democ-
racy and consensus (as opposed to systems of meritocracy and
coercion)? Deeper still in the same spirit, how then could further
global integration be defended as desirable? Arguments that ris-
ing tides lift all the boats are inherently suspect anyway, but all the
more so when the majority of boats seem anchored so far up river,
out of range of the benefits of global integration, that the tide never
reaches them. The problem is to make a majority of the boats ocean-
going.

The Big Emerging Trade-Offs

Without solutions to this problem, unsavory trade-offs emerge. One
trades off the dynamic gains from trade and their distribution, forc-
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ing countries to choose between _u-.on_cnm&mw and growth :.Eum-
tus and avoiding marginalization or hollowing out of the middle
class. This trade-off confronts industrial countries .m%mo_mzw since
in others, global integration seems to have equalizing internal dis-
ibuti effects.
Ew:% NMM_ is a closely related trade-off _umﬁéog. cuirent genera-
tions and future generations. m.m__E.o to engage in further m_or.m_
integration may make €CONOIMIC prospects slightly more promis-
ing and secure for today’s middle-age, middle-class households in
industrial countries and for the poor among them. But as a result,
the next generation may pay a high price 20 years from now.
More constructively, the most promising vonsmmﬂm that cur-
rent generations can leave to ﬂ.romm offspring are the skills, savvy,
corporate culture, and social Emnmmﬂ.ﬁnn.ﬁo necessary to engage
the global marketplaces of .En new B.:%..:EBH oEnE..m_ m:.n_
language skills; technological, .m.mcmnmwr_.nmr and mo_wn.ﬂm_n
competence; workplace adaptability, mobility, and flexibility;
and so on. Like all bequests, this one also costs current genera-
tions. But if this account of global integration is accurate, it omm
be persuasively defended in terms of intergenerational equity.™

Possible Policy Approaches

From this assessment of the economic context of U.S. trade pol-
icy, three promising directions for trade strategy emerge.

* Therapeutic cohabitation. Global Enmmamaou.a most likely to suc-
ceed when trade policy is paired with other issues nrmﬂ. m.:oé mo.n
exchanges of concessions that pull vﬁ.mmwﬂnam In. ?.;Enm_ reci-
procity is naturally built into such negotiating n@n_ﬁﬂm_._m. mmgoo.:
countries, companion issues might include n_n_u.n relief or envi-
ronmental technology grants, Within countries, companion
issues almost surely should include adjustment _uo__o_nm.w.znr as
corporate rationalization (and privatization), ﬁo.n_nm_. mobility and
retraining, and regional-national revenue sharing.?

* Innovative Adjustment. The adjustment mmam.mm has been .momo_.hmq
neglected. Sectoral safeguards need reviving and nmn_onmrum-
tion, including credible means to lift safeguards over time. More
thought needs to be put into voluntary _Ewo_hm. of those adverse-
ly affected by trade, financed perhaps by special but temporary
taxes on international transactions. Some of these buyouts might
be arranged even on a cross-country basis.
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* Constructive Regionalism. Regional trade liberalization initiatives
should result in gains that diffuse widely within and between the
participating countries.>* That can best be accomplished through
geographically contiguous groupings that facilitate the mobility
and adaptability of the resources needed for adjustment. These
regional trade groupings also should focus on economic Sectors
that will generate widely shared benefits.

; surveys such as Paul Swamidass, “Export Huau.nmn_
WMMHH“M“MNM W“mnﬂ Oww‘nmnﬂnammnm: ?:.ﬁﬁvzmran_ ms., 1995, no_dvm_nm
by the Manufacturing Institute of the National ».;.,,moemﬂo: of ?Hma_wwn-
turers and others). The evidence for other countries can be found in Ar w.a”
Bregman, Melvyn Fuss, and Haim Regev, “High Tech and H..ﬂoacm.n:_:w.
Evidence from Israeli Industrial Firms,” European Economic mme._.mﬁ w_ 5
{1991}, pp. 1199-T1221; Simeon U_.mu_ng. m.ua wngma.ﬁonram.:. Trade
Re-Orientation and Post-Reform Productivity Growth in Bulgarian m_:oﬂ
prises” (unpublished ms., August 28, 1996); and Henry .H..,m.mm” and Mar
Wright, “Internationalization, Firm Oo:a:%.m:m Productivity,” paper pre-
sented at a conference on the international integration of the Australian
economy, Loombs Centre, Kirribili, July r1-1 2,1994. .
For an argument that there is causal connection, see Richardson an

NOTES

I. Economic misunderstanding among the populist public is one obvious side 4 8 i, Why Exports Matter: More!, pp. 21-23. For a cautious inabili-
f this. But economists are guilty of misunderstanding too They often have Rindal, Why Exp o rting on productivity in Colombia,
of this, o m_c ty o B g _._ wa . ty to find a causal connection o expo ¥ g ° m_.hm b, and James Trboat
B_mcnn.num.ﬂcoa eir populist opposition. onomists have demonize Mexico, or Morocco, see Softonis Clerides, Saul Lach, and James Tybour,
protectionism so successfully that they now religiously refuse to have any «Js ‘Learning by Exporting’ Important? Micro-Dynamic mﬁ_ﬁ_nunn from
serious exchange with devils who worry about the effect of globalization Columbia, Mexico, and Morocco” (National Bureau of Economic Rescarch
on community, rights, fairmness, or .nrm environment, ..Hrﬁ.umn n_.E._mm are impor- Working Paper no. 5615, August 1996). .
tant,” they say, “but border barriers to markets are neither their cause nor The following is from Richardson and Rindal, Why Exports Matter:
wise instruments to encourage them.” As often is the case, demonization 5

Morel, pp. 10-12.
id., p. 13.

M Wv..u_ﬂ “%m_mwmm. Studies in Trade Liberalization .Em_&u.ﬁopd. EU Johns
Hopkins Press, 1967). The RCA index fora vmanc_mn industry is defined
as the share of the country’s exports of the industry in total manufactur-
ing expotts of the country divided m.a. the share of global exports of such
product in total global manufacturing EXpOFS. . .

8. Six Eastern European countries, Norway, Switzerland, India, and Saudi
Arabia (included in previous tables) are not included here. . :

5, For example, “eight developing countries mnnoznm& for two-thirds of mo?
eign direct [investment] inflows in 199093, while half of all .mm._s._ogsm
countries received little or none.” World Bank, Global Economic Prospects
and the Developing Countries {Washington, DC: World Bank, 1996),

. I. .

10. _wnn_mmﬁr economists estimate that the gains are as»:%ﬁr.a._w bigger than
ever because of the way global integration enhances productivity and growth
“and disciplines distortions of market power. .

11. The economics of this argument spring from the pathbreaking ﬂonr wm

John Rawls’s Theory of Justice (1971) and those who have ..uoa_.ssnnm in

a similar tradition. But they do not require Rawls’s extreme m_Ev__mnmnc.a

or abstraction. They require only assent to the principle that of two _u.o__-

cies with the same effect on mean standards of living, the one that raises

the median most is generally to be preferred.

Even in traditional thinking, adverse movements in a nocmﬂnw_w terms of

trade could impose losses. Alongside new gains from Mnmmm via wawﬂmnaﬂmw

a variety, and monopolistic undermining are a few new reas ns why,
Woﬁmmoummwmﬁ. 4 no:sm_a. actually might lose from global liberalization.

is the enemy of understanding. For a careful account of these themes, see
Chapters 4 and 14 and Dani Rodrik, Has Globalization Gone Too Far?
(Washington, DC: Institute for International Economics, 1996).

2. Although the focus here is on industrial sectors because the data are
richer, the same opportunities for niche-based gains exist for trade in ser-
vices, trade in corporate control {foreign direct investment), and trade in
technology, whether protected by intellectual property protection or not.
Opportunities for niche-based gains are not merely due ro export poten-
tial. The gains from niche-determined imports of outsourced and other com-
ponents are just as large as export gains and show up as productivity gains
(again) for the firms that purchase them from abroad—imported components,
business services, management prowess, and technology.

3. For a detailed summary of this evidence for the United States and cites for
the corresponding research for Israel, Bulgaria, and Australia, see J.
David Richardson and Karin Rindal, Why Exports Really Matter! (Wash-
ington, DC: Institute for International Economics and the Manufactur-
ing Institute, 1995} and their Why Exports Matter: More! (Washington,
DC: Institute for International Economics and the Manufacturing Insti-

tute, 1996). The evidence for the United States comes from a number of
sources: researchers such as Bernard and Jensen at the Census Bureau’s
Center for Economic Studies, using the U.S. manufacturing censuses and
annual surveys; the exhaustive 1.5, exporter data base compiled at the U.S,
Commerce Department by William Kolarik and summarized in William
F. Kolarik and Scott G. Ellsworth, A Profile of United States Exporters:
Initial Findings from the Exporter Data Base (Washington, DC: U.S.
Department of Commerce, ITA, Office of Trade and Economic Analysis,
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13.

14.

Is.

I6.

17,

18.

9,

20,

T,

64 @ ]. David Richardson et al.

See OECD, Employment Qutlook {1996), table 3.1, pp. 6162, and
World Bank, World Development Report (Washingron, DC: World Bank,
1986--1997}. The former uses ratios of earnings of the marginal worker
in the top decile of wage earners to the median and the median to the mar-
ginal worker in the bottom dexile. The lateer uses income or consumption
shares of the top decile or quintile to the bottom quintile,

Based on World Bank, World Development Report, 1986-1997. Excep-

 tions with more varied patterns include Brazil and Thailand,

Eli Berman, John Bound, and Stephen Machin, “Implications of Skill-Biased
Technological Change: International Evidence” (National Bureau of Eco-
nomic Research Working Paper No. 61 66, September 1997).

For detail, sec Ishac Diwan and Ana Revenga, “Wages, Inequality, and Inter-
national Integration,” Finance and Development, September 1995, pp. 7-9;
Lant Prichett, “Divergence, Big Time” (World Bank Policy Research
Working Paper no. 1522, 1995); and Danny T. Quah, “Convergence
Empirics Across Economies with (Some) Capital Mobility,” Journal of Eco-
nomic Growth, T (March 1996), pp. 95-124.

Ramon Moreno, “Are World Incomes Converging,” Federal Reserve
Bank of San Francisco Weekly Letter No. g 3~41, November 26, 1993, for
example, observes that the clustering at the bottom could be explained by
measured declines in investment and productivity growth in low- and mid-
dle-income countries from x 982 to 1992. The controversial 199 3 World
Bank study of the East Asian miracle attributed much of the clustering at
the top to global integration by outward-oriented converging countries.
The measure of integration is either (a) the level of or {b) the time change
(early 1990s over early 1980s) in a simple average of four integration indi-
cators, all standardized to be comparably measured: the ratios of trade
and foreign direct investrment to gross domestic product; the country’s sov-
ereign credit ratings as determined by the publication Institutional Investor;
and the share of manufactures in exports.

In these matters, the trade-offs and opportunities confronting today’s
societies have somewhat the same character as those confronting insular,

- agrarian, traditional societies of a cenrury ago. Current generations in those

times may not have gained from the forces pressing them toward educa-
tion, urban relocation, industrialization, specialization, and interdepen-
dence (instead of self-sufficiency), but it would be ludicrous to argue
that their children and grandchildren did not gain.

Perhaps core standards for labor relations and industrial relations, in rel-
ative preference to further intellectual-property rationalization.

And tha, of course, keep the gains positive by circumscribing their pref-
erential and diversionary effects.

Chapter 4

Qmmabm Support for Trade from the
American Public

Ellen L. Frost

To be credible and effective, a national trade strategy needs ?.om%
public support. Within the next few years, a number of key devel-
opments will highlight the presence—or absence—of such support.
The effort to renew authority to implement Rmam agreements (So-
called fast-track authority), the possible expansion of the Zmﬁw
American Free Trade Agreement (NAFTA}, the need to .mﬁ_&..wmm China’s
entry into the world economy, the planned elimination of the
global system of quotas on textiles and apparel, and many other
controversial issues will keep trade on or near the front burner of
American political life. _

These initiatives are almost certain to trigger some form of pub-
lic debate. Gone are the days when trade policy could _um formu-
lated and negotiated behind closed doors. Too many Americans are
caught up in it, and too many interests are at stake. Whole new sets

- of actors have emerged, and congressional interest has intensified.

Trade has been both oversold and demonized. The media have fas-

tened onto trade-related controversies and are unlikely to let them
‘lapse into relative obscurity. _ .

’ HMmMMhomoBmo terms too, trade is here to stay. The United
States ceased to be even relatively self-sufficient annma.mm ago.

The sum total of exports, imports, and returns on investment

is now equivalent to over 30 percent of U.S. gross Qc_.:.mmnn prod-

uct (GDP), up from 13 percent in 1970. Given the higher-than-



