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MR. JOE GLAUBER:  It’s my pleasure to introduce Dr. Fred Bergsten.  Fred spoke here 12 years ago and I think to this day when Jerry and I were looking for a speaker to speak at tonight’s dinner Fred’s name kept coming up from a number of people that remembered his comments then.  So we were delighted that he was able to come.  Those of you who know Fred, he’s a widely read author, highly respected political advisor, and one of the world’s foremost international economists.  He earned his undergraduate degree at Central Methodist University and graduate degree from the Fletcher School of Law and Diplomacy.  He was a senior fellow at the Council on Foreign Relations from 1967 to 1968, and at the advanced age of 27 Fred became assistant for International Economic Affairs to Henry Kissinger at the National Security Council.  From ’72 to ’76 he was the senior fellow at the Brookings Institution, and from ’77 to ’81 he served at the U.S. Treasury Department as Assistant Secretary for International Affairs.  And for the past 30 years Fred has been the first and only director of the Peterson Institute for International Economics.  And just to give you an idea, for those of you who may not know Fred very well, USA Today called him “one of the 10 people who can change your life.”  So get ready.  In any event, please join me in welcoming Dr. Bergsten.  

Please, Fred.

[Applause]

DR. FRED BERGSTEN:  Joe, thank you very much for the kind introduction including some things you did not say.  Joe is right that USA Today once did say I was one of the 10 people who could change your life.  But the full quote ran as follows:  “He’s one of the 10 people who can change your life that you never heard of.”

[Laughter]

The second part of it may be more accurate than the first part.  You are also very kind in introducing me.  Some people when they note that I was the economic deputy to Henry Kissinger for awhile add that that’s something like being military advisory to the Pope.

[Laughter]

I made that remark on a program with Kissinger recently, good friend.  And he said, “That is correct.”  

[Laughter]

He says, “And Fred went on to have a very distinguished career in the Carter Administration, something quite difficult to have achieved.”

[Laughter]

So as usual, Henry got the last word.

[Laughter]

As Joe said, I was honored to speak to this august group 12 years ago.  It’s always an honor to be asked back.  It may be a little better to be asked back with a sufficient interval in between so you don’t remember the things I said that were wrong, and I will try to add a few to that tonight.


Before I do, I should establish my credentials in this crowd of experts on agriculture and the agricultural economy.  I will not claim to be a farmer myself, nor have grown up on a farm, but both my parents did in Missouri and Kansas.  Both grew up in farm families. I visited them frequently when I was young.  My mother who is now 105 and going strong, owns 80 acres in northwestern Missouri.  Some one of these days that will become mine, so I –

[Applause]

So I have a keen interest in this sector going beyond my intellectual interest and curiosity about it.  My assignment tonight I take it, after you’ve had a long day, many good speakers at a very impressive program, my assignment is to talk a bit about the global economic outlook, where it’s going, what the new trends and drivers are in that context, and particularly given the critical importance of trade for the agricultural sector and vice versa to say a few things about the global trading system and where that seems to be going as well.


So let me start out by talking economic outlook.  I’ll try to hold my remarks to a reasonable period of time and leave some minutes for questions and discussion before letting everybody out at a decent hour.

Despite the pessimism that one continues to hear, I think, fairly widespread – I was in Davos just three weeks ago this year’s World Economic Forum, and the atmosphere there was more optimistic than certainly the last couple of years.  But still, a fair amount of anxiety.  By contrast, I take quite an optimistic view and think the world economy is actually in quite robust shape.
The growth outlook for this year and I think as best one can see going out through 2012 is for global economic growth somewhere in the 4.5to 5 percent range.  And I would actually tilt toward the higher end of that spectrum.  So global growth at 5 percent is not bad.  That in fact is not very different from what it was in the four-year boom from the middle of 2003 until the financial crisis hit and the recession began to set in in late 2007.  We had that four-year period, actually the most buoyant in the entire post-war period, where global growth was about 5 percent.  I think we are now fairly quickly, given the depth of the great recession, back to that level.  So takeaway number one, world growth looks pretty good, pretty much in the 5 percent range.

The aggregate number, however, of course masks very significant differences across different parts of the world, and in fact, to again have a simple takeaway in mind, we’ve got now a trifurcated world economy.  The emerging markets as  a group are the big drivers, and  I’ll have more to say about that.  But they look like expanding by 6 to 7 percent in the aggregate, more than that of course in East Asia that’s growing by 8 percent or more.  But the emerging markets as a whole are in the 6 to 7 percent range, again looking forward as far as the reasonable forecasting eye can see.

On the other end of the spectrum, the traditional advanced high-income countries, Western Europe and Japan, probably 2 percent or less.  The United States, in the middle, 3.5 to 4 percent, I again tilt to the optimistic side, think the U.S. economy will come in at about a 4 percent growth rate this year, at least fourth quarter over fourth quarter, and so the U.S. is positioned in the middle.  But major point number 2, trifurcated world economy, three big different components leading to an average for the world as a whole of around 5, but with this very different composition in different parts of the world.


I think the emerging markets and the developing countries will continue to pace the growth parade, as I say the entire group growing at more than 6, with East Asia probably at 8 or more.  Indeed, the major policy problem in many of the emerging markets now has become inflation rather than growth.  We see China already tightening monetary policy substantially and repeatedly to try to limit inflationary pressures and avoid new financial bubbles.  A number of other developing countries and emerging markets are moving in the same direction; whereas we here at home have just launched two big new stimulus programs, QE2 by the Fed, Stimulus 2 with the extension of the tax cuts and some add-ons to them by the Administration and Congress at the end of last year.


So in addition to the very stark differences in growth rates, there are very sharp differences in policy priorities, and therefore revealed preferences for which way to worry most about the outcomes and policies to follow that up.  Some people in fact worry that these policy tightening efforts in the emerging markets are likely to choke off their growth and therefore undercut the buoyant global scenario that I was painting.  I don’t think that’s the case.  China is of course the most important.  It now accounts for over 10 percent of the world economy.  It’s growing at 10 percent, and that means China alone accounts for 1 percentage point of world growth, and 20 percent of the entire total.  

China, I think, is reining back its growth to hold it in the 9 to 10 percent range, not be beyond that into double digits as it was last year.  And I think that will assure sustainability of that growth rate, rather than any kind of significant relapse into lower growth performance -- and similarly, with most of the other emerging and the developing economies that are in that mode for policy right now.

I stress the emerging markets, not only because of their growth now but because of how structurally central they have now become to the world economy and I think will increasingly be in that position over the coming years.  And maybe that’s Big Picture issue number three that we really are in a fundamental transformation of leadership of the world economy.

If you convert exchange rates at purchasing power parity, which is the way the IMF does it for these purposes, the way we do it at our Institute when we do our semi-annual global forecast, the emerging markets and developing countries now account for fully half the world economy.  That’s a shocker; it’s a huge change from where most of us, even young folks in this audience, grew up thinking about the world economy.  But that’s only the start.  As I noted in my earlier remarks, the emerging markets in developing countries are growing about three times as fast as most of the advanced, high-income countries—growing at least twice as fast as the rich countries taken as a group, even including the United States with its better performance.  That means their global share is increasing by 1 to 2 percentage points every year.

So when we’re back in this room 12 years from now, if I get invited to come again with that statement of  “Oh, come back and talk” – in 12 years the emerging and developing countries will be two-thirds of the world economy and growing rapidly, assuming anything like the current growth rates both there and here continue as I think is the highest probability outcome.

Now all that, of course, is leading to huge shifts in global economic power relationships, global governance, the onset of the G20 replacing the G7 as an obvious indicator of how that shift in economic weight is translated into economic governance and global power positions.  But the fact is, that as we try to calculate where the world economy is growing, we must increasingly focus on those emerging markets.

As I mentioned, China by itself accounts for at least 1 full percentage point of world growth; that’s an important share of the total.  We are about to publish a new study at my institute on where China is going over the longer run.  If you project it out 15 to 20 years, out to 2025, 2030, you find that China is much, much bigger than the United States; it’s trade is three times bigger than that of the United States; it’s almost the new dominant power, not so much part of a G2 as I have hypothesized should be the governing group going forward between China and the United States.  China looks like becoming a really dominant global economic player over the coming decades, and that’s something that we will have to reckon with in many respects in terms of both economic forecast, but of course in terms of policy as well.

There are a couple of other structural reasons why the emerging markets as a group I think will continue to expand their dominant role in the world economy.  One has to do with fiscal policy.  We just completed another study—we’ll be publishing it in the next few weeks—that projects the budget positions of all the major countries in the world, the top 30 or 40, and then groups them into “advanced” countries and “developing” countries.  And the results are shocking.  We all know about the U.S. budget deficit, but of course it’s not just the U.S. that’s looking to a big budget deficit.
If you project out fiscal positions based on reasonable assumptions about policies, you find that the advanced high income OECD countries as a group will have debt-to-GDP ratios of about 200 percent by 2030.  Now that of course is unsustainably high; it won’t happen.  Something’s going to interfere along the way.  Whether it’s a crisis or orderly adjustment remains to be seen.  But on current trajectories, the rich countries would be at 200 percent of GDP.  
The emerging markets would be at 50.  In short, they would be well-short of the danger threshold—whether you believe it’s 60 percent as in  the Maastricht Treaty or 90 percent as derived by Ken Rogoff, Carmen Reinhart who just joined my Institute as a senior fellow.  Which ever of those benchmarks you take as representing the danger threshold, the rich countries are going to be way above it, two to three times above it; the emerging markets are going to be way below it.  
And so in terms of fiscal policy and all that follows from that—ability to respond to cyclical problems, ability to respond to crises, confidence in the markets, holding your interest rates down, all those variables—are going to be much, much more congenial in the emerging and developing countries than in the rich countries.


Equally and maybe even more surprising, financial systems.  The financial systems in many developing countries caused crises in the 1990s and early part of the ‘00s.  But they got their acts together, pretty much got their houses in order, and it was of course the financial systems here and in Europe that imploded and caused the Great Recession.
As one looks forward and compares stability of financial systems, there too, surprise and shock, the emerging markets in many developing countries look to be placed in a superior way to the rich, high-income countries.  So it’s a kind of topsy turvy world economy.

In addition to that, of course, capital flows, not so surprisingly, from the high-saving, high-productivity emerging countries growing fast to us and other high-income countries with low saving, big budget deficits, growing more slowly.  It’s a topsy turvy world economy in many regards with the developing countries and particularly emerging markets moving very rapidly.

Now some people will say, of course, “Well, it’s only China and India,” and they do lead the parade, particularly China.  But that’s by no means the end of it.  All of the major components of the developing world are doing quite well:  Latin America, led by Brazil which is half the economy of South America, growing at least in the 5 to 6 percent range and more in some years, particularly in Brazil, and even the less prominent emerging markets.  The Middle East prior to the current turmoil but may be moving fast to work their way out of it.  And sub-Saharan Africa has been growing 5 to 6 percent.  New studies on sub-Saharan Africa show that there are close to 20 countries that have achieved sustainable high rates of economic growth and look like they’re being able to maintain that for continuing periods.  So even the areas we have thought of as lagging badly seem to be doing pretty well.

And so the big story of the world economy I think over the last decade and probably going forward for the next decade or so would be this continued rise to ever-greater prominence of the emerging market economies and therefore huge lessons important for us.
I’ve dwelled on that; but to go back to the central theme, the world economic outlook is pretty robust.  Perhaps the main risk to that buoyant global outlook is Europe.  Europe is the slowest grower, Europe has chosen to respond to its financial crisis through a policy of what we call at my place “coordinated fiscal austerity.”  They are all tightening their budgets, even when that’s not required by the bond market vigilantes, as in the case of Germany, Netherlands, Austria, some of the others, who have chosen deliberately to tighten fiscal policy even when it’s not necessary in the short run.  What that assures is that Europe will continue to grow slowly for the foreseeable future.  It may be good for the long run, and I come back to that later, but in the short run it pretty much assures that Europe will continue to be the caboose on the world economy and continue to be a drag on the rest of the world.

I say it’s a risk to global expansion because we could see a renewed outbreak of financial crisis in Europe. Almost certainly some of the peripheral countries—Greece,  Ireland, maybe one or two others—may have to restructure their debts.  The media will call that “defaults,” and that may conjure up lots of market risk and instability, which could then as during the course of last year cause significant problems and even a slow-down in growth as it probably did in our economy around the middle of the year.

I think that’s not, however, the most likely outcome.  I think that the combination of this fiscal tightening, the bailout facilities that have been created by the euro-land countries supported by the IMF will produce a muddling through in response to renewed crisis conditions that will probably enable them and the world economy to get through without any big, new disruptions.  I think that is the most likely outcome.

Some people would raise the question as to whether the European problems could even threaten the existence of the euro, and of course a break-up of that second leading world currency could cause major disruption in both financial and economic terms.


The argument has been that the glue that held Europe together and got the Europeans in the first place to create the euro as the next step in the ever-moving European integration project can run aground now.  Recall that the European project and every step in its economic integration has been driven by the political and security bargain struck essentially between France and Germany and then spread to the rest of Europe thereafter, going back to the early post-war period, which was based on the simple conclusion that: in order to avoid any renewal, ever in the future, of the mass warfare and slaughters that characterized Europe for the previous millennium—in order to avoid that, they had to integrate.

And concerns have been expressed that that glue has now eroded, that you’ve now got younger populations and voters, particularly in Germany, that will not remember the war time experiences, will not have internalized that history as older Europeans did.  And so the support for European integration would run out.  Indeed, even the European leaders now come from a post-war generation and don’t have the same kind of overriding emphasis on keeping the European entity together that their predecessors did.


I therefore thought that the single most important presentation at Davos this year came from President Sarkozy of France.  He gave a speech about G20 which was not very good, but then the first question posed to him was about the euro.  And he was asked in front of an audience considerably bigger than this even, “Will the euro hold together, or will you guys let it break up because of your national differences, unwillingness to pay for the poorer members, etcetera, etcetera?”  His answer was passionate as well as totally logical.  He essentially said, “The euro equals the European Union, which equals Europe, which equals our entire policy priority in every major country for the last 60 years, and we’re not about to let it go awry.”   And I think it was both persuasive and so obviously deeply felt that it came across as incredibly important to reinforce confidence in the European experiment, the European project, and therefore at least to me who has been involved in this for a long time suggestive that any risk of a European break-up, a euro break-up, is just off the table.


Europeans, including the Germans, will essentially put up whatever amount of money is needed in order to bail out the poor sisters and enable the entity to continue forward.  I think that’s so important that I belabor it a bit because I do think Europe is the weak sister of the world economy.  The possibility of another crisis there is probably the greatest risk to the world outlook, and therefore it’s important to have in mind some very fundamental likelihoods about that outcome.

The other main risk to my benign global outlook gets to the area of trade and international currency relationships that I want to turn to in the last few minutes of my remarks.  We know that many countries around the world, including our own, are now looking to exports and improvements in trade positions as a very important element, maybe the key element, in recovering from the Great Recession, putting their economies on a sustainable course for the longer run.


The Europeans are certainly trying to do that.  The weakness I described in their economy would be much greater were they not enjoying a fairly robust export expansion, particularly Germany, which along with China is the world’s largest surplus country.  The Europeans have enjoyed periods when the euro has weakened, complain now that it’s a little too strong though all studies show it’s not, and clearly are trying to export their way at least out of renewed recession risk.
Here in the United States, the President has announced the National Export Initiative, double exports in five years, and very carefully implies gross exports not net exports meaning the trade balance.  But when you look to the internationally-agreed G20 strategy, there is clear agreement among all the big countries that the countries like the United States which have relied on debt-financed consumer demand and big government budget deficits simply have to reconfigure their economic patterns to rely much more on stronger trade, the underlying private investment that supports that—if  they are to have sustainable recoveries.

That’s why a big improvement in our external position which carries, of course, important implications for agriculture, is essential for the United States.  On the flipside then the countries that have been running big surpluses—and that’s notably China but also Germany, Japan and a few others—have committed themselves to bring those external surpluses down, generate offsetting increases in domestic demand (particularly consumer demand, services sectors and the like), in order to provide a counterpart to the adjustment by the deficit countries and to permit the world economy to proceed in a more balanced and therefore sustainable way over the medium to longer run.

That’s the agreed international strategy coming out of the crisis and indicating that the G20 is segueing from being simply a fire-fighting mechanism, which it was and had to be in the height of the crisis, to being a global economic steering committee trying to manage in broad terms the policy interface among the big countries so as to provide a strong, sustainable, and stable global economic picture.

So the strategy is clear.  It’s agreed.  And it makes great sense.  The problem of course is the implementation, because at this point the effort to rebalance and bring the global imbalances down is actually going in the wrong direction.  As you may have noticed, the U.S. trade deficit rose substantially last year.  In fact, in the second and third quarters of last year, renewed deterioration in our trade balance cut our growth-rate in half.  

One reason I’m quite optimistic about the U.S. economy is, I think it’s actually stronger in underlying terms than the numbers over the past few quarters have suggested.  The conventional wisdom is that we’re growing last year 2 or 2.5 percent, maybe up to 3 in the fourth quarter—but those figures were substantially retarded by this renewed deterioration of the trade balance.  Our domestic demand actually was growing at 4.5 percent throughout the year, but output grew only half as much through the middle two quarters because the trade deficit shot up again.  There was some reversal in the fourth quarter, but for the year as a whole we lost over half a percentage point of GDP growth from renewed deterioration in the trade balance.  In short, it’s going back up instead of coming down.

China, which did experience a huge decline in its surplus, 11 percent of its GDP as recently as 2007 down to 5 percent at the trough* of the recession, is now on the way back up.  It’s hitting 6, the IMF projection going to 8 in the next couple of years.  So the rebalancing is going in the wrong direction.  And that I think is a real problem for the sustainability of the recovery and even maintaining the strong growth rates that I’ve been talking about for the next year or two.  The reason, to repeat what I said a moment ago, is that it leads everybody then to try to export his way out of the problem.  As we know, everybody cannot run increasing trade surpluses.


The problem at its root—and this is why I stressed so much about China earlier—the problem of the imbalances at its root is China.  China is the second biggest world economy, and on some metrics may even be passing the U.S. as we speak.  It’s the biggest trading country.  It’s got by far the biggest foreign exchange reserves, almost $3 trillion, three times that of the runner-up Japan.  It’s probably the most competitive country on the planet, and yet it cheats enormously in its exchange rate policy.  It has intervened to the tune of a billion dollars per day for the last five years or more to keep the dollar strong and  renminbi (RMB) weak, and thereby artificially but substantially strengthen its already powerful competitive position.
Estimates differ as to how much that misalignment is.  We have used very conservative methodology at my institute, and we conclude that the RMB is undervalued by at least 20 percent and maybe against the dollar as much as 30 percent or even more.  Now think for a minute what that means, and you know in agricultural markets.  What it means is that China is subsidizing all of its exports by 20 percent or more.  It means it’s adding a tariff of 20 percent or more to all of its imports.  I think that qualifies as the most protectionist policy probably in human history but certainly since the Second World War, far more protectionist than any trade measure that anyone could imagine or even that the Smoot-Hawley tariff represented back in the 1930s.

And so that policy by the world’s biggest trader and most powerful competitive economy adds of course substantially to its big surpluses, adds enormously to perceptions of unfairness, cheating—and I use the word deliberately because it violates all IMF and WTO norms—and also exposes the impotence of the global system that we run because there has been no effective response to it.


The Bretton Woods system in fact was created at the end of the Second World War to protect the world economy against a repetition of what happened in the 1930--the outbreak of trade protection but even more importantly competitive currency depreciations and devaluations which literally brought on and/or deeply intensified the Great Depression and therefore led to the Second World War.  The Bretton Woods system was organized to avoid a repetition of that disastrous experience.


What we are going through now, I think, is the first real stress test to see whether the Bretton Woods system can cope with the kind of disruptive behavior by a major world economy of the type we’re now experiencing with China.  And if you doubt the impact of what China’s doing, look at what’s happening now not just in the U.S. with congressional complaints about it which have been frequent (even led the House to pass legislation to respond to it last September), but look at what’s happening in Brazil, India and Mexico, other emerging markets and developing countries.  They, because China keeps its exchange rate undervalued and won’t let its currency go up, are experiencing huge inflows of capital.  That leads them to put on capital controls, forces them to intervene to keep their exchange rates which are already overvalued from becoming more excessively outpricing their products in world markets, and so leads to what has been called “currency wars.”  

And unless the root of the problem, the Chinese undervaluation, can be effectively corrected within a reasonable period of time, I am afraid that could lead to trade controls in reaction, certainly more of the currency competition, certainly more controls on capital flows, and a gradual erosion of the open trading system that is so important for world economic success and on which all of us have come to rely.

Now, I think there is modestly good news.  I wrote a piece just two weeks ago suggesting that out of the recent summit here between President Obama and President Hu Jintao actually came a deal.  I can’t prove that there’s an explicit written deal.  I actually asked the President last week when I was with him at a meeting, and he said he was “encouraged.”  The deal that I infer is that the Chinese now have finally ‘gotten it,’ have recognized the global economic problems they are causing.  Probably more importantly, realize that letting their currency go up will help them cope with their number one problem now, which as I said before is inflation, and so are in a process that will lead over the next couple of years to a substantial correction of the exchange rate misalignment.


They have let the currency go up now over the last six months at an annual rate, bringing in the inflation adjustment, of 10 to 12 percent.  The under-valuation as I said is 20 to 30, so if they would let that process continue for another couple of years the misalignment would be corrected.  By our calculations the Chinese surplus would come down by $300 to $400 billion; it would take $100 billion or so off the U.S. global deficit.  And it would begin to push the imbalances in the right direction.

I fervently hope I’m right that there’s been a commitment of that type, but I think there is good evidence for it, and I think that if it does happen it will go a substantial part of the distance toward alleviating that risk to the global outlook from currency and trade wars.

On trade policy more broadly, and this will be the final remark, I think the world is also in a somewhat risky situation.  I invented something 30 or so years ago called “the bicycle theory” which says that trade policy is dynamically unstable.  It either moves forward to  greater liberalization or it falls back.  It leaves a vacuum into which protectionism injects its ugly presence and you get backsliding and movements away from open markets.  I think the empirical evidence on that is very strong, certainly over the entire post-war period.

The problem in the last several years has been an inactivity on the part of the United States, still the world’s leader in trade policy, on the trade policy front.  We had a period during the last couple years of the Bush Administration where its clashes with the Democratic Congress led to stasis.  The first year of the Obama Administration did not move forward on trade at all either.  So a vacuum was opened up, and I think it’s encouraging in fact that, given the Great Recession, more protectionist pressure did not emerge.  But there was some.  There certainly was some backsliding, and the risk of its continuing in the environment I described a moment ago is quite acute.


Therefore, it is quite encouraging that the Administration now has begun to move.  It will be taking the Korea free trade agreement to the Congress; that simply implemented an inherited commitment, but it does move the trade ball forward.  More importantly, and driven by concerns over China’s ascending dominance in Asia in economic and broader terms, the Administration did join in the negotiations for the Trans Pacific Partnership to bring together, hopefully, a growing number of APEC countries into a trade agreement initially as a subgroup but which over time hopefully would led to the Free Trade Area of the Asia Pacific that President Bush proposed in 2006, that the leaders of APEC way back in 1994 with President Clinton in the lead committed to (under the heading of the Bogor Goals): free and open trade in the region by 2010 and 2020.
So that train may be back on track, and if so it would be I think a very positive step for trade policy.  The weak element in the whole picture has been at the multilateral level in the World Trade Organization and with the Doha Round.  The unfortunate reality is that the 10 years of negotiation in the Doha Round so far have produced a mouse.  We’ve done a comprehensive study of it at my institute.  It shows that the actual trade gains from the Doha Round deal that’s now on the table, including agriculture, are so miniscule that it’s quite understandable that American business is more interested in the Free Trade Agreement with Panama than it is in the Doha Round, which includes 150-plus countries.
Our studies show that U.S. exports would go up by something like $6 or $7 billion, which gets lost in the rounding, in both agriculture and manufacturing, from the deal that’s now on the table.  It’s not enough to get any political support in the Congress, and therefore the deal is going to have to be substantially expanded if it’s going to command support.  

My preference of course would be to see that happen, to bring services in in a major way, probably for the U.S. to make a renewed offer to put more of our agricultural support program on the table in order to induce these big emerging markets, who not only are growing fast but have still very high trade barriers, to liberalize on manufacturing, on services, on their own agriculture—in order to ratchet the whole deal up further and make it worthwhile.  That would get the bicycle moving again at the global level, which would be the most desirable outcome possible.

I do not think there is a trade-off among those different geographical foci for trade policy.  I believe in competitive liberalization which says you move ahead bilaterally, regionally, globally, all at the same time using each strand to reinforce each other.  Again, I think the empirical record suggests that is what has happened and, skillfully managed, can continue to happen.

So I would like to see the U.S. do more bilateral FTAs.  I think we should be offering one to Egypt right now to encourage the reform elements in Egypt to move forward with an economic reform package supported by the prospect of more open markets in the United States.  I think we should be offering one to India.  I think we should be proposing a free trade area of the democracies in part to get India to break into its reserve over agricultural policy, but also to deal with some of our restrictions on services that are of such concern to them.  It’s a natural deal, it’s there to be made.  It would require political courage on both sides.


So there are lots of bilateral opportunities that are still out there.  At the regional level I mentioned the Trans Pacific Partnership.  If it can expand to bring in Japan, Korea, some big Asians, then it could be on its way to a Free Trade Area of the Asia Pacific.  And if that were to happen, I strongly suspect that the countries outside that group—the Europeans and other developing countries—would quickly see their interest in bringing the multilateral negotiations back on to the front table to avoid the erection of new discrimination against them.

And so a strategy is there to restart or invigorate the global bicycle of trade policy.  That I think would have huge, huge benefits for U.S. agriculture as well as other parts of our economy.  We did a study at my institute about five years ago that showed that the U.S. economy as a result of the globalization of the last 60 years is $1 trillion per year richer.  We get cheaper imports, we can export more of what we produce best and get higher wages, we get positive productivity effects from the competitive pressures of the world economy.  All those things generate an additional $1 trillion per year in U.S. income.  That’s $10,000 per household, it’s 10 percent of our entire economy.  And we suggested that if you could get all the way to global free trade there is another half trillion dollars of benefit to the U.S. economy that’s out there.

All this, of course, has adjustment costs.  Those adjustment costs have to be dealt with humanely and effectively, including to maintain political support for an open international policy.  But I think that’s the course for the U.S.  If we are going to rebalance our economy, put it on a sustained and stable basis for the long run, we are going to need more sales from this sector, more international trade in general, and a more active than ever U.S. role in the world economy.


Thank you very much.  There are a few minutes, and I’ll be happy to answer questions.

[Applause]

