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Thank you Gil for that introduction and thank you for inviting me here today.  It is a pleasure to participate in such a prominent event.

As the Under Secretary for Economic Affairs at the Commerce Department, I advise Secretary Don Evans and the White House economic team on a variety of economic issues – domestic and international.  

Recently, we have been thinking about pension issues, health care for small business, trade, and the list goes on.   I also manage the agencies that produce much of our federal data:  GDP, housing starts, international trade and many more.

Some of that economic data recently has been good news.  I prefer good news actually and that’s why I'm pleased today to announce a Commerce Department grant (from the Economic Development Administration) to the Ben Franklin Technology Partners of Southeastern Pennsylvania.

This nearly $800,000 investment will be used to implement the center's Product Development and Commercialization program and will help smaller businesses use technology and improve product planning and development.

This grant has significant economic benefits among small, high-tech companies in the Philadelphia region, and is an example of this administration's commitment to fostering a climate among our nation's small businesses where jobs can be created.

This Administration is focused on creating jobs and these grants will help.  Indeed, recent economic focus has been on domestic issues. A recession will do that to you. 

Perhaps the press or the commentators or even the American people were single minded in their focus first on Iraq, then on the domestic economy.  I can tell you that President Bush was working on all of the above.
 

It was impressive to see President Bush in the midst of the war also working on the economy.  He clearly understands that he is the one person the American people look to and hold responsible for homeland security, national security and economic security.  And he knows we cannot have economic security without the other two.   Still he is balancing nicely our responsibilities at home and abroad.

Trade policy is a key element of our approach to both international affairs and economic policy.  Trade has been high on the President’s list from day one and today I am going to talk a bit about the Administration’s stance on trade.  But first let’s back up and talk about the state of our economy today.

Even though the recession ended almost two years ago, we didn’t get the official word until July. While it is safe to say that our domestic economy is improving, considerable nervousness remains among Americans.

The economy is clearly strengthening.  Growth doubled to more than 3% annually in the second quarter.  Most major components improved.  Real consumer spending, the largest component of GDP, posted a solid 3.8% growth pace.  

Business investment (in equipment and structures) jumped 8% percent after inflation -the strongest gain since mid-2000 before the recession started.  July data indicate that strong growth in these key sectors continued into the third quarter.  Furthermore, domestic corporate profits jumped 11% from the first to the second quarter and almost 18% from their level a year ago.  The S&P 500 has gained nearly 30% since its low in March of this year and the Nasdaq 60%.  

Now back to trade policy.  The past few weeks have seen an unusual amount of public attention given over trade policy. Trade policy rarely grabs the attention of the press and the pundits I mentioned before.  

Unfortunately, it takes a failure for this to happen. You just can’t get good television out of a WTO ministerial. But despite the setback in Cancun, we’ve made some significant advances in this area. And we are not going to let Cancun completely derail our efforts to advance the cause of economic liberalization.

Let me take you through some of the administration’s accomplishments — and show you where we are headed.

Cancun is not the first disappointment for U.S. trade policy. Remember Seattle? Just four years ago, it seemed as though any progress on international trade was impossible. We all knew that the noisy, visible and highly vocal minority that grabbed the headlines by rioting there was really just a cover for other fundamental problems. 

Nobody ever denied that those were serious. The developing countries had lost a good deal of trust in the entire process of negotiating trade agreements. The United States and Europe — the leaders necessary for advancing the cause of trade — could not even agree on an agenda for the talks in Seattle.

So, yes, the failure at Cancun has once again left us apparently stalled on multilateral trade negotiations. But — unlike the failure in Seattle — it does not exhaust our ability to advance the trade agenda. 

Let me back up and explain how that disarray has been replaced by a disciplined and focused approach—ensuring that the failure at Cancun does not stop the cause of trade liberalization. 

Our basic strategy has been to promote open trade at three levels: global, regional, and bilateral. We have been criticized in the past for spreading our efforts too thin. But the results at Cancun demonstrate the wisdom of not putting all our eggs in one basket. Let me address the problems of Cancun — and demonstrate how our other efforts will continue to advance the agenda of free trade.

Consider just how much we accomplished before Cancun. The members of the WTO gave priority to recovering from the Seattle disaster. And, together, we did so.  At Doha, we came to an agreement on how to proceed in liberalizing the international economy — the agreement that seemed so far away at Seattle. And the breakdown at Cancun should not overshadow our agreement with the EU about agricultural subsidies — or the agreement we reached over medicines in the developing world. 

Both of these were expected to be insurmountable issues, and yet, with persistence and patience, we made unprecedented strides in solving them. Even if Cancun delays the completion of the Doha round beyond the deadline, these are solid accomplishments that will allow further advances in the years ahead. 

After all, be honest. Did you ever really expect the EU to agree to significant reduction in its CAP — not to mention the possibility of actually dismantling it? Yet that is what happened at Cancun. Future multilateral negotiations will start from a much more promising foundation than these did.

And nobody now questions what is essentially a historic expansion of the scope of these talks. Traditionally, international trade discussions have focused on manufacturing. We are not neglecting that sector.  Our sweeping proposal to simply eliminate all manufacturing tariffs will set a standard for future talks.

But — even with the failure at Cancun — we are still committed to bringing agriculture and services into the process that has led — over 50 years — to freer trade in manufactured goods. 

Those areas were traditionally put aside because they were deemed too difficult. Cancun demonstrates this. We never expected it would be easy. Nevertheless, the encouraging signs — like the EU’s recent step toward reform of its Common Agricultural Policy — of progress in these areas have set the stage for novel agreements in the future. 

At Cancun, we gave priority to providing a stronger voice to the concerns of developing countries.  That was surely one of the important lessons of Seattle, and one that we have taken to heart.  

It is not only a matter of listening to the concerns of developing countries. It means, for example, providing these countries with the ability to function effectively at the WTO. 

The United States has committed over $1 billion for “capacity building” assistance in 2001 and 2002 so that developing countries will no longer view themselves as locked out of the WTO decision-making process and unable to adhere to global standards.

Yes, it is true that some countries in Cancun preferred to play to the gallery. They discovered — much to their own dismay — that negotiations require substantial effort and sacrifice if one is to avoid going home empty handed. In the last hours of the negotiations, many countries began to seriously reconsider their own positions. 

I believe that future negotiations will go much more smoothly as countries have now learned that having a seat at the negotiating table brings with it real responsibility for the success of the negotiation.

Cancun does not leave us without an immediate way forward. At the regional level, we have made bold proposals to move ahead with the Free Trade Area of the Americas. 

When these negotiations are completed, we will have created the world’s largest free market with nearly 800 million people in 34 countries. And the current U.S. proposal includes agriculture and services. This is a revolutionary movement to remake the entire economy of the western hemisphere for the better. 

We intend to complete the negotiations by January 2005. And the failure at Cancun has taught all of us a lesson in compromise — a lesson that I believe makes the success of these talks more likely.

In the Middle East, the President recently proposed creating another regional free trade area. Our aim is to help integrate the economies of that region into the world trading system. We believe that this proposal deserves priority because of the importance of Middle East economic growth for global security. As the President has said, our goal must be “to bring the Middle East into an expanding circle of opportunity, to provide hope for the people who live in that region.”

At the same time, we are now accelerating our efforts to come to agreements with other individual countries that have a like-minded worldview. Recent bilateral agreements include those signed with Singapore and Chile.  Furthermore, we have started formal talks with Morocco, Australia, Bahrain, the Dominican Republic, the five countries of the Southern African Customs Union and five countries in Central America. 

It appeared very ambitious for us to put so much effort on all three levels — multilateral, regional, and bilateral — at once. But I think we can now see the advantage of this approach. 

We are firmly convinced of the benefits of trade to all parties. The best way to prove those benefits is to demonstrate them. In some countries — as Cancun demonstrates — there are those who wish to slow things down, put sand in the gears — or even stop the entire process. To them we counter with the simple argument that such recalcitrance threatens to leave them behind.  

We demonstrate it — by working with others to move ahead and threatening to leave the nay-sayers behind. Those who derailed the talks at Cancun are going to quickly find themselves isolated by advances at the regional and bilateral level. Success at that level is very likely to bring even the most recalcitrant anti-free trade government back to the negotiating table — for fear of being left out of the broad advancement of the global economy. 

Of course, free trade is a hotly debated topic in the United States as well. Making U.S. trade policy has always required a partnership between Congress and the President. This Administration has made significant progress in overcoming the potential for gridlock in this area. 

The President’s efforts have produced solid results including, first, the renewal of trade promotion authority. Opponents of free trade figured that “fast track” was dead after Seattle. They were simply wrong. Free trade has powerful arguments in its favor and powerful allies as well. Congress has certainly been ready to see and understand the benefits of free trade and trade promotion authority.

Then there is the agreement on adding China and Taiwan to the WTO. Opponents of open trade viewed this as a key potential point to block the progress of economic freedom. But it turned out that — once again — many members of Congress were quite willing to invest the time and effort into understanding the strong arguments about how agreeing to Chinese WTO entry would benefit their constituents. 

Open trade has been, and remains, an important goal of the President. But why is it so important? Start with the simple fact that our desire to trade with developing nations is certainly not all altruistic.  Trading with those countries benefits the U.S. as well. 

Currently, slightly less than half of U.S. trade takes place with low-wage countries. Those are the economies that are expected to grow most rapidly over the coming years.  About one third of our trade is with intermediate-wage countries and only 20 percent with high-wage countries

The point I want to make is that concern is often focused on imports from low-wage foreign competitors.  But, in fact, the growth of U.S. exports of goods to low-wage countries has been higher than the growth of exports to high-wage countries.  Those low-wage countries are our best potential markets. Now is the time to create the trade relations that will provide U.S. businesses with future opportunities.  

We must not lose sight of the fact that free trade helps our economy.  Manufacturing jobs in export industries pay about 15% more than the average wage. The most recent studies, using data from 1990, show that trade protection cost U.S. consumers $70 billion per year at that time. 

And while I haven’t been able to find more recent – comparable – data, that number can only have grown.

When we open markets — and open our own market — our workers benefit from better-paying jobs, and our households benefit from lower costs. 

And that’s just the “static” impact. Down the road, our economy benefits even more from greater competition. Such competition translates in practical terms into lower costs, higher productivity and more wealth for everybody. We know that U.S. businesses can rise to meet this competition because they have done so in the past. 

Open trade is also a key element in our approach to economic development. Why?

We believe that the United States can play a central role in helping today’s poor countries develop into tomorrow’s healthy, wealthy ones. We believe that the United States can be an influence for the better on the lives of the one billion people who today live on less than one dollar a day. 

But it is not just through financial aid — important as it is — that the poor will become better off. It is by following the same path that the United States followed — the path of economic freedom.

Let me step back a minute to look at the question of development. Recent research demonstrates that, when it comes to development, three things matter. First, economic freedom. Second, just governance. And third, investments in people. 

When citizens are given the tools, through education, to effectively operate in the marketplace — when people have the freedom to take advantage of opportunities, and are able to secure the profits from those opportunities — and when people can be assured that government will keep order and resolve disputes fairly — then, and only then, is a country ready to break the chains of poverty.

My friend Jagdish Bhagwati makes an important point when it comes to trade and developing countries.  He argues that, “Protectionism is as bad for the poor as for the rich.”  

Some argue that recent trade rounds wrested more “concessions” from poor countries than rich — and are therefore “unfair.”  Remember, Professor Bhagwati says, poor countries have that much further to go. 

They have more tariffs to reduce, more anti-dumping actions cloaked as “fair trade” rules to reverse, and more non-tariff barriers that need to be torn down. And these are not really “concessions,” after all. Becoming more open to foreign competition helps raise incomes in those poor countries. They stand to gain more — and have gained — more from those “concessions” than we do.

Recent research by David Dollar and Art Kraay at the World Bank dramatically demonstrates this. They found that, in the 1990s, developing countries that embraced globalization and opened their economies to the world experienced per capita income growth of 5% per year. 

In contrast, developing countries that turned their back on globalization and world markets managed per capita growth of just 1.4% per year — less than one-third the growth rate of the globalizers. And the higher income was shared widely: The absolute numbers of people living in poverty fell during the last 20 years in developing countries that embraced globalization. 

The bottom line is this: We know something about how to achieve faster growth and how to reduce the terrible burden of poverty in the developing world. And opening up to international trade is an important part of the policy mix.

Our strategy for development recognizes these facts. The President has proposed, in the “Millennium Challenge Account” program, a 50% increase in U.S. foreign aid. But we have placed conditions on the money. We are insisting that countries that receive this aid adhere to the three principles (economic freedom, just governance, and investments in people) I outlined in creating development programs. Beyond these broad principles, countries will have great latitude in devising uses for the extra aid.  That will ensure that the “Millennium Challenge Accounts” — unlike much past development aid — will truly make a difference in the lives of the poor.

I hope I have given you a clear sense of the Administration’s trade agenda, our goals, and what we have accomplished. 

I would like to turn briefly to the topic of our current account balance. As you know, the United States ran a record current account deficit last year — and it continues to grow. Many people interpret this as some kind of failure of the U.S. economy. 

Let me suggest the opposite. The current account deficit does not in any way demonstrate that U.S. companies are not competitive or that there are weaknesses in our economy. To the contrary, it is proof of our strength. 

After all, we can only run a current account deficit if foreigners wish to invest in the United States.  And that is exactly what they have done. Over the past ten years, investors have chosen U.S. businesses and the U.S. economy over other alternatives. 

That amounts to a strong vote of confidence in the competitiveness and efficiency of the U.S. economy. 

We are now beginning to see recovery in other countries. As Europe begins to tackle its frozen and over-regulated labor markets, as Japan begins to clean up its banking system, and as East Asia begins to recover, other investment opportunities are opening up around the world. That is not a bad thing. How can prosperity elsewhere disturb us? 

As more opportunities open up abroad, it is true that investors will move some of their money out of the United States. Let me stress again that this will occur not because our economy is weak — but because our friends are becoming more prosperous as well. 

When this happens, our capital imports will shrink — and, our trade balance will improve. I can see the pessimistic headlines now: “Investors abandon the United States.” 

I hope you do not panic or succumb to the inevitable nay-sayers that will be heard when this happens. Instead, just remember that good news in Europe and Japan is good news for the United States.

Philadelphia Quakers were famously known for “doing well while doing good.” Good ethical and efficient business practices contributed to the growth of the city and the country. They also happened to make those who adopted those practices and who did business that way rich as well. By continuing to pursue free trade, the United States can follow that wonderful example. We can do well for ourselves — while doing good for the rest of the world. 

Thank you.
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