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"The majority of the jobs displaced would be in manufacturing, but many jobs would
also be lost in industries that sell other goods and services to manufacturing."

Robert E. Scott is an international economist for the Economic Policy Institute, with an
expertise in international economics and trade agreements. In the following viewpoint, Scott
examines proposed US trade agreements with Colombia and South Korea, and he projects
that they are likely to increase the US trade deficit by $16.8 billion and eliminate or displace
214,000 American jobs. Scott notes that recent forecasts of the impacts of trade agreements
on US trade deficits and employment have been highly flawed, and he reviews the factors
that have contributed to these errors. Further, Scott concludes that contrary to the erroneous
estimates from economists who say that the "Buy American" provisions in the American
Recovery and Reinvestment Act of 2009 resulted in a net job loss, these provisions have
actually saved US jobs while supporting the world's recovery from the global economic crisis.

As you read, consider the following questions:

According to the viewpoint, what was the increase in the average annual rate of growth of1.
US imports from Mexico under NAFTA?

According to the author, in 2008, how many jobs could US imports from Colombia have2.
supported if produced domestically?

How many jobs does Scott say have been saved or created by the American Recovery and3.
Reinvestment Act of 2009?

The U.S. manufacturing sector lost 5.3 million jobs (nearly one-third of total employment) between
January 2001 and September 2009. The United States accumulated a large, structural trade deficit

over the past three decades, and in 2007, the non-oil share of this deficit was responsible for the loss
or displacement of more than 5 million jobs. Although the U.S. trade deficit has fallen dramatically
since July 2008, as a result of the worst recession in 70 years, many analysts project that the deficit
will expand again once the recession ends.

This study examines proposed U.S. trade agreements with Colombia and South Korea and projects
that they are likely to increase the U.S. trade deficit by $16.8 billion, and eliminate or displace 214,000
U.S. jobs. Other projections, which claim that these deals will create jobs in the United States,
including those from the U.S. International Trade Commission and one published by the U.S.

Chamber of Commerce, ignore factors such as the impact of trade deals on foreign direct investment
(FDI) and the role played by exchange rate manipulation and most nontariff trade barriers, thereby
underestimating the impact of these deals on U.S. imports and job losses.

The [2009] Chamber report also claims that "Buy American" provisions likely cost the United States
nearly 200,000 jobs. This estimate ignores millions of jobs created by stimulus spending by the United
States and other countries, and vastly overstates trade-related job displacement, by a factor of 30 or
more.
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This study examines the failed history of recent forecasts of the impacts of U.S. trade agreements,
reviews the factors which have contributed to errors in the projections of the U.S. International Trade
Commission and uses the lessons learned to analyze the Chamber report.

Economists Have a History of Failed Forecasts

Economists have been projecting that trade agreements between the United States and developing

countries would generate an improving trade balance and support job creation in the United States for

many years. These projections have usually been wrong. For example, [in 1993 Gary Clyde Hufbauer
and Jeffrey J. Schott] projected U.S. exports to Mexico would rise more rapidly than imports following

implementation of the North American Free Trade Agreement (NAFTA). In fact, the United States,

which had a $1.7 billion trade surplus with Mexico in 1993, experienced a rapidly growing trade deficit
that reached $74.8 billion in 2007, before declining to a $64.7 deficit in recession-influenced trade in
2008. Numerous other economists also predicted that NAFTA would generate rising trade surpluses
that would support domestic job creation. Growing trade deficits with Mexico between 1993 and 2004
alone eliminated or displaced a net total of 560,000 U.S. jobs.

A particular source of concern is that the U.S. International Trade Commission (ITC), which generates
official estimates of the likely impacts of proposed trade agreements, has generated many erroneous
forecasts of the impacts of those agreements on U.S. trade, employment, and GDP [gross domestic
product]....

Free Trade Agreements Have Hurt American Trade
and Jobs

Past projections by the ITC and many other economists regarding the outcomes of U.S. trade
agreements have been erroneous, such as NAFTA and the agreement to provide China with

permanent most favored nation (MFN) status (allowing it into the WTO [World Trade Organization]).

There have also been flaws in the tariff-based economic models used by the ITC and the Chamber
study, including the failure to include investment effects and the impacts of factors such as currency
manipulation and nontariff barriers to trade. Given these problems, an alternative approach is clearly
needed to assess the likely impacts of the proposed trade agreements with Colombia and South
Korea on the U.S. economy....

Under the NAFTA agreement, the average annual rate of growth of U.S. imports from Mexico
accelerated from 12.7% per year to 19.1% per year, while the growth rate of U.S. exports to Mexico
actually declined. This result is striking, because it stands at odds with projections by Hufbauer and
Schott and many other economists that exports to Mexico would increase after NAFTA. Three factors
explain this decline. First, there was a sharp rise in capital goods exports to Mexico in the pre-NAFTA
period. [In 1997, Robert A.] Blecker noted that these exports supplied new export factories being built
in Mexico to take advantage of the improved investment climate there, and the level of exports was
unsustainable, given the buildup of Mexico's overall balance-of-payments deficit in this period. The
1994 peso crisis also resulted in a sharp fall in real incomes in Mexico (reducing demand for
consumer goods from the United States) as well as a fall in the peso, which created an adverse shift
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in terms of trade for U.S.-made goods. There are striking similarities to Mexico in recent U.S. trade
with Colombia....

U.S. exports to and imports from China accelerated sharply following China's entry into the WTO....
Import growth increased 3.8 percentage points to 18.6% per year. Export growth nearly doubled, but
from a tiny base. U.S. imports from China exceeded exports in 2001 by more than five to one, the
United States' most imbalanced trade relationship. Despite the very high (20.2%) average annual rate
of growth in exports to China in the 2001-08 period, this imbalance was largely unchanged (falling to
4.85:1 in 2008).

On average (of growth rates in U.S. trade with Mexico and Canada), ... U.S. import growth
accelerated nearly twice as much as exports (import growth accelerated 5.1 percentage points while
export growth accelerated only 2.8 percentage points). Furthermore, export growth accelerated in
only one of two cases (China), and only from a very small base. Given China's reliance on the United
States for feedstocks such as plastics, iron ore, and scrap, and for imported intermediates (such as
electronic components), two outcomes were largely inevitable: that U.S. exports of these components
would rise rapidly, and that the value of U.S. imports would rise even more rapidly since China was
transforming imported inputs into valued manufactured final goods that were re-exported to the United
States....

The Projected Effects of Trade Agreements on U.S.
Employment Reveal Significant Job Loss

Exports tend to support domestic employment, and imports displace production that could support
domestic jobs. Most studies of the effects of proposed trade agreements begin by estimating the
effects of those agreements on trade flows and then estimating the effects of changes in trade flows
on domestic employment. [In 2008 Robert E.] Scott uses a 201 sector model of the economy and
detailed data on trade flows in those industries to estimate the effects of changing trade patterns on
employment.

In 2008, U.S. imports from Colombia could have supported 127,000 jobs if produced domestically,
and exports supported 99,000 jobs, so net trade with Colombia resulted in a net displacement of
27,000 U.S. jobs. Given projected changes, the growth of the U.S. trade deficit with Colombia will
displace 83,000 U.S. jobs in 2015, for a net loss of an additional 55,000 jobs. Likewise, the projected
growth of U.S. trade deficits with Korea between 2008 and 2015 will displace an additional 159,000
U.S. jobs. Overall, if adopted, the U.S.-Colombia and U.S.-Korea trade agreements will displace a
total of 214,000 additional U.S. jobs. The majority of the jobs displaced would be in manufacturing,
but many jobs would also be lost in industries that sell other goods and services to manufacturing.

The Chamber study assumes that these trade agreements would lead to net increases in U.S.
exports of $40 billion, and the creation of 383,400 jobs. This study has shown that the U.S. trade
deficits with Colombia and Korea are instead likely to increase U.S. trade deficits with both countries
by roughly $17 billion, resulting in the net loss of approximately 214,000 jobs.



The "Buy American" Provisions in the Recovery Act
Save Jobs

The Chamber report also claims that inclusion of "Buy American" provisions in the American
Recovery and Reinvestment Act of 2009 [referred to herein as the Recovery Act] could cause a net
loss of 176,800 jobs if other countries retaliate with their own "Buy National" policies. This estimate is
based on the observation that at least 90 countries or regions have announced stimulus plans totaling
over $1.7 trillion. [In their 2009 report for the U.S. Chamber of Commerce, Laura M. Baughman and
Joseph F. Francois] assume that 1% of this total is reserved for "Buy National" programs that reduce
potential U.S. exports by approximately $17 billion, resulting in the job loss projections noted above.

This scenario is ludicrous for several reasons. First, as Paul Krugman pointed out in a recent
[February 1, 2009] blog posting,

We are in the midst of a global slump, with governments everywhere having trouble coming
up with an effective response.... If macro policy isn't coordinated internationally—and it
isn't—we'll tend to end up with too little fiscal stimulus everywhere.

Now ask, how would this change if each country adopted protectionist measures that
"contained" the effects of fiscal expansion with its domestic economy? Then everyone would
adopt a more expansionary policy—and the world would get closer to full employment than it
would otherwise. Yes, trade would be distorted, which is a cost; but the distortion caused by a
severely underemployed world economy would be reduced. And, as the late [American
economist] James Tobin liked to say, it takes a lot of Harberger triangles to fill an Okun gap.

In December 2009, the recession cost the United States some 10.6 million jobs. It is estimated that
the Recovery Act has saved or created between 1 and 1.5 million jobs. Stimulus spending in other
countries has accelerated the recovery of those economies, which will also be good for the U.S.
economy.

The risks and potential costs of trade diversion cited by Baughman and Francois are vastly
overstated, for at least two reasons. First, the Recovery Act contained explicit language that permits
governments to waive the "Buy American" rules when they conflict with our international commitments
under trade agreements such as NAFTA and the WTO. Second, the amount of U.S. trade potentially
affected by "Buy National" rules is vastly overstated because other nations also have similar,
reciprocal obligations to the United States. Most "Buy National" rules, including those in the United
States, apply primarily to imports from countries like China and India that have not signed on to WTO

or other government procurement codes.

Baughman and Francois estimate that only $3.2 billion of the $787 billion in Recovery Act spending
(0.41%) will be affected by "Buy American" rules. If a similar proportion of the $1.7 trillion in stimulus
spending by other countries (identified by Baughman and Francois) is affected by "Buy National"
rules, then total world exports would decline by only $6.9 billion. However, the U.S. share of total
world exports was only 8.1% in 2008. Thus, the U.S. share of "lost" exports would be on the order of
one-half billion dollars. Baughman and Francois' estimate of the potential impact of "Buy National"
rules is too large by a factor of 30.

But the more important point remains that the cost of "Buy National" policies pales in comparison with
the benefits to be gained from more than $2.5 trillion in global stimulus spending, which will save or
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create millions of jobs worldwide. As Krugman notes, if building the political support needed to
implement this spending diverts a few billion, or even tens of billions of dollars from world trade, the
costs (in terms of jobs lost) are vastly outweighed by the benefits (in jobs saved or created) of
increased stimulus spending needed to offset the worst global recession in 70 years.
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