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Global trade imbalances that have been left to fester and build for so long are at least one cause of the global malaise that grips the American, European and world economy today.  Policy makers and, not surprisingly, economists have left the issue unresolved for too long leaving the rich and poor vulnerable to predatory practices of some countries and companies.   The deficit problem and the weakness in the economy derive from the same source – the imbalances existing in the global economy.   Since the collapse of the last tech bubble at the start of the beginning of the Internet Age which coincided with start of the next millennium, United States imports have averaged  $ 1.5 trillion dollars.  In terms of net balance, the trade deficit in goods reached a high of almost $ 800 billion in 2007 and nearly that high in 2008 before the financial collapse.  It declined somewhat to around $ 500 billion in 2009 but is climbing again.  Imports even in a down year, like 2010, have averaged close to $ 2 trillion dollars. For the past two months the trade deficit has been increasing driven primarily by a decline in exports from the prior month.   
For the President the condition of the global economy seems to take precedent over that of the American economy.  Thus his emphasis on America exporting it’s way out of the problem, but unfortunately every other industrial country as well as every emerging market also has that same desire.  Trade is, unlike economic growth, nearly a zero sum game in the short-run.   America and the world can’t export it’s way out of the problem.  For much of the period from the mid-1980’s to collapse of the US and world economies in 2008 the primary source of global growth has come from American demand.  From the point of view of value of manufacturing in total US production the share has remained quite constant averaging 28% to 30% over this long period.  At the same time the share of manufacturing employment has declined from 20% to 10%. There is, however, an explanation for this remarkable improvement in productivity – international trade.  Over this period the share of foreign products in demand for manufactures increased from 11% to 22%.  Over the past twenty years, American companies have become largely headquarters, sales and marketing offices, retail distributors, and organizers of global supply chains.  Increasingly intermediate inputs have been sourced from foreign sources. Even as the trade deficit increased in June, pushing towards a deficit that could reach $ 700 billion by the end of the year, the deficit with China expanded as it did with Europe primarily driven by increasing imports from Germany.  The United States and the United Kingdom, two countries that still believe whole heartedly in the promise of globalization, are the two countries that run consistently large trade deficits while nearly every other country lives off of the benefits that these trade imbalances offer.  
Of course what has been surprising to me is the lack of enthusiasm within the Obama administration of calling a spade a spade and  going after the real prize, not increasing American sales abroad ( a worthy goal), but in substituting back American supply for foreign supply in our own market.  Right now there’s two trillion dollars in demand that is currently a part of someone else’s market demand.  Easily identified, and close at hand, importers interestingly enough speak the same language, use the same banks, go to the same churches.  You don’t need to fly to Shanghai to sell to this market.  You don’t need a translator or learn a new legal code or additional stimulus spending by the government.  Moreover this demand is growing while everything else is declining.  The question in my mind is why have we given up on our own market?  The answer lies deep in the psyche of economists who have feared suggesting the obvious worried that the natural policy option and revenue raising measure, i.e. across the board tariffs, will destroy the artificial, theoretical world, that their models have constructed, i.e. that globalization is good, trade barriers bad, factor equalization good (rarely happens), government interference in the free flow of goods and capital bad.   
The 10% solution
In the mid-1980’s the United States faced a similar situation.  The Reagan tax cuts had invigorated demand without any adjustment in supply.  Imports surged especially as higher oil prices had made driving more expensive.  Japan’s exports surged as they sold small, fuel efficient automobiles compared to the Big 3’s emphasis on larger, gas guzzlers.  America threatened protection and the Japanese responded by investing heavily in new plants here to produce automobiles.  Voluntary export restraints added millions of high paying jobs in the United States.  Steel trigger prices may not have reduced the growth in total volume of imports, but they gave the American companies the needed revenues to invest in more modern plants and saved millions of jobs that would have been lost.  

Another measure of the impact of trade is to compare total market demand for manufactured products in the United States to imports of manufactures. Since 2005 these have averaged around 25% of total demand.  There was a dip in 2009, but it’s back on track to reach 25% by 2011 and if model projections are correct the continued shifting of jobs from American companies to suppliers (many owned by these same companies) abroad this share will reach 50% by 2025.  From the simple point of the security interests of the country this trend is self destructive both in terms of jobs and capabilities. 


A 10% tariff would produce revenues of  close to $ 200 billion next year with little inflationary effect.  Introducing the potential of higher costs for imports also will send shock waves through companies that have benefited by shifting jobs overseas without incurring costs.  Much of what has passed as GDP growth since 2000 has been in the form of higher profits, not wages.  Productivity is higher than other countries in part because much of the direct factory labor is imported.  Where once it was made here, it is now an import coming from thousands of miles away.  The efficiency gain has, however, not been passed on to workers that remain, rather to managers and the investor class who benefit from the higher profits.  Despite the doldrums in the labor market corporate profits and cash reserves have never been higher.  
The Ghost of Smoot-Hawley

Would there be a trade war?  Possibly, but unlikely if the tariff were temporary and meant to raise revenues rather than to limit imports. Any damage to US exporters would be made up by gains by selling these same products to a growing American market.  Foreign governments have complained about the US over dependence on the rest of the world.  It is time to call their bluff.  For too long the trade caravan has run in a single direction.  Countries that try to protect markets are chastised while countries that run large surpluses are allowed to do so even if there are barriers to entry or subsidies given that are obvious.  If the temporary tariff were imposed with the understanding that any country has the right to temporarily, without discrimination, impose a similar tariff if it’s trade deficit is significant and has existed for more than one year then the WTO would be more than an enforcer of out of date rules, and more like an organization dedicated to insuring that everyone fully benefits from open and honest markets.  Changes in the WTO rules might also be asked for before renewal of the agreement.  Finally the sheer importance of the US market to foreign companies gives the United States  monopsony power to impose it’s will on the world.    
Yet even if getting such a revenue raising measure passed through Congress is impossible, the mere mention of it in public and the emphasis of the President on selling to existing, known markets, here at home rather than trying to export our way out of the mess, is a good policy both economically and politically.  I have watched in wonder as President Obama has struggled to try to encourage exports even as he has ignored the $ 2 trillion dollars of imports.  America is a rich country and it at one time could nearly every product that it now imports.  A campaign to emphasize import substitution rather than export expansion is a better alternative and one that will help him win the election.    
� � HYPERLINK "mailto:dblond@queriinternational.com" ��dblond@queriinternational.com�; 505-820-0250, 301-704-8942





