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'The Pulitico—Strategic Dimension of the U.S.

Proposal for a Free Trade Agreement
(FTAs) with the Philippines”

Renato Cruz De Castro
(Chair, Department of Intemational Studies, De La Salle University,
Manila, Philippines)

“Trade, together with war, constitutes one of the oldest modes of
international communication and affects the well-being of an ever-large
segment of the world population. Because of this, it has always been a
central issue in national, regional and international politics, reflecting
the fact that policy decisions regarding, for example, levels of tariff at

national borders, have differential effects on groups within and outside

national communities. . .” @

@  Paper originally presented in the Intemational Sympostum on U.S. A. and Asia, Ji
Nan University, Guangzhou, China, December 11, 2004.

@ Brian Hocking and Steve McGuire, “Trade Politics: Environment, Agendas and
Processes,” Brian Hocking and Steve McGuire (eds.), Trade Politics ( New York: NY:

Routledge, 2004), p.1.
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Hocking and McGuire , 2004

“Regional economic groups are often inspired by political motives,
despair over the achievement of genuine multilateralism, and among
other things, by a desire to obtain more leverage in global economic
negotiations. . .”®

G.R. Berridge, 1997

On March 11, 2002 Senator Richard Lugar presented to the
United States Congress Senate Bill 2004. The bill authorizes the
American president to negotiate and conclude a free-trade agreement
(FTA) with the Republic of the Philippines. Washington’s offer of an
FTA to Manila has very strong political-strategic undertones. @ It should
be noted that Washington’ s choice of a bilateral negotiating partner is
based on a number of factors ranging from the open trade policy of the
partner country, hemispheric political grounds (as in the case of
Central America), global strategy (as in the proposed negotiations in
the Middle East) to support the wider U.S. foreign policy objectives
(as in the cases of the Istael, Jordan and Australia) . The Philippines
is not a major trading partner of the U.S. . However, an‘FTA with the
Philippines will have important strategic and foreign policy implications
on the Bush Administration’s current war on terror and on the
revitalized security relations with Manila.

@® G.R. Bermidge, International Politics: States, Power and Conflict since 1945
(Trowbridge, the United Kingdom: Redwood Books, 1997), p.41.

@ A free trade agreement consists of an arrangement between states by which they agree
to remove all customs duties (quotas) on goods passing between them. Each party is free,
however, to unilaterally determine the level of customs duty on imports coming from third party
states. A good example of this arrang was the European Free Trade Area of 1957.
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A free trade deal with the Philippines will not only manage
practical trade problems with the latter, but more significantly build
closer bilateral economic and security ties. The Bush Administration
considers the proposal as part of its intemnational counter-terrorism
initiative. Washington extends an FTA to the Philippines to elicit
political compliance and loyalty from the country. It is also aimed at
minimizing political disputes between the two allies in the light of the
war on terror and other future conflicts in East Asia. From the Bush
Administration” s view, an FTA deal will provide the Philippines a
better chance to compete in a changing and globalizing intemational
economy and, possibly, enable it to lift the majority of the population
from poverty through international trade, and to contribute to regional
stability and order.

From a larger picture, the U.S. s initiative to forge an FTA with
the Philippines is a component of the Bush Administration’s global
effort to pursue a policy of competitive liberalization. This policy is
primarily aimed at creating a competition in [ trade ] liberalization that
will “increase U.S. trade leverage and promote open markets in the
western hemisphere and throughout the world.”® It is part and parcel
of the Bush Administration’s coherent strategy of competitive
liberalization that is directed to establish free trade relations with
countries selected on the basis of the following criteria: 1) net

economic gains for the U.S; 2) promotion of constructive economic

@  Statement of the Honorable Robert B. Zolleck, United States Trade Representative,
Testimony before the Subcommittee on Trade of the House Committee on Ways and Means.
Hearing on Summit of the Americas and Prospects for Free Trade in the Hemisphere. May 8,
2001. Quoted from William Copper, “Free — Trade Agreements: Impact on U.S. Trade and
Implications for U. S. Trade Policy,” Congressional Research Service ( CRS) Report for
Congress (Washington D.C. : The Library of Congress, April 9, 2002), p.5.
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reforms in the designated country; 3) importance for broader U. S.
trade policy; and 4) significance for overall U. S. foreign policy
objectives. © The Philippines is one of the East Asian countries being
considered by the U.S. This is because Washington aims to encourage
economic reform and to cement economic and foreign policy ties with its
oldest Southeast Asian ally. In addition, this move will give the U.S.
additional leverage against any European stalling of the global trade
negotiation, and more significantly, the ability to thwart the prospect of
a new East Asian economic bloc that will exclude American economic
interests in the region.

It is imperative for the Philippines to understand, analyze, and
effectively respond to the Bush Administration’ s offer of a free trade
agreement . This entails determining whether it will be in the country’s
interest to consider and possibly accept this proposal. Thus, this
research addresses the following background issues of an FTA proposal:
1) what are the strategic and political dimensions of a free-trade
arrangement? 2) What are the strategic and mﬁﬁcal agenda of the
Bush Administration in its current effort to promote competitive
liberalization in intemational trade? 3) How will the American FTA
proposals in East Asia affect the the growing economic competition
among the United States, China and Japan? 4) And what are the
possible politico-strategic issues pertinent to the U.S. offer of an FTA
to the Philippines?

@ C. Fred Bergsten, “Foreign Economic Policy for the Next President,” Foreign
Affairs 83, 2 (March/April 2004), p.95.
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Overview of U.S. Foreign Economic Policy

In the last few years since the end of the Cold War, the U.S. has
been actively forming bilateral and regional FTAs with a number of
countries. Currently, the U. S. is conducting negotiations with 33
Latin American countries to create a Free Trade Area of the Americas
(FTAA) by 2005 and with various Asian and Pacific-Rim countries to
form a free trade and investment area by 2020. % Since 2002, U.S.
efforts to form bilateral and regional free trade areas have intensified.
The Bush Administration negotiated and signed FTAs with Singapore,
Chile, Australia, Morocco, Bahrain, Thailand, and member states of
the Central American Common market and the Southem African
Customs Union although these countries are not among the U.S. s top
10 trading partners. The U.S. motives behind its FTAs are a mixture
of economic and political factors. One important factor is to protect
American exporters from being discriminated by foreign companies that
get preferential treatment from FTAs that exclude the U.S.. Another
consideration is to reaffirm American political and strategic support to
certain countries and strengthen its ties with these states. As the
world’ s only superpower, the U.S. efforts to form an FTA cannot be
separated from its wider politico-strategic interests. Its large market and
strong economy have laid the very foundation not only for its economic
growth and prosperity but also its military prowess in the 20th century.

@ William H. Cooper, Free Trade Agreements: Impact on U.S. Trade and
Implications for U. S. Trade Policy (Washington, D.C.: Congressional Research Service,
April 9, 2002), p.2.
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Consequently, trade liberalization has been an integral component of
American foreign policy. It has made the U.S. economy vibrant, and
is immensely credited with developing the country as ultimately the only
superpower in the world.

American integration of this economic agenda to its overall foreign
policy stems from the political leadership’ s recognition that global
economy is far from being a perfect market. Thus, the government has
to play an active role in improving the country’ s balance of trade and
national welfare. © Faced by colonial preferences and protected markets
in the aftermath of the Second World War, the government found it
necessary to assist American firms to generate positive externalities
(technological spillovers and a large market) as well as to shift profits
and eamnings away from foreign firms to American companies. Since the
late 1940s, trade liberalization has helped American firms increase
their productive capabilities, and has paved the way for the building of
excess production capacity for the country’ s economy.? Thus, the
foreign economic policy agenda of every U.S. administration in the last
70 years has been directed at reducing barriers to international
exchange at home and abroad; and developing a rule-based trading
system built around strong multilateral institutions . ®

The U.S. government’ s strategic approach to international trade
became more apparent during President Bill Clinton’ s famed emphasis
on economics as the central preoccupation of his Administration. In the

early 1990s, the Clinton Administration gave much attention to trade

@ Robert Gilpin, Global Political Economy (Princeton, New Jersey: Princeton
University Press, 2001), p.124.

@ Ihid. p.124.

® C. Fred Bergsten, “Foreign Economic Policy for The Next President,” Foreign
Affairs 83, 2 (March/ April 2004), p-%4.
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negotiations and the creation of jobs through export-oriented programs
such as the Big Emerging Markets strategy.© It managed an ambitious
record of successful trade deals particularly the Uruguay Round the
North American Free Trade Agreement, and trade with China despite
being battered by powerful domestic anti-trade liberalization trends,
and often appearing unaware of its strategic trade promotion policy.®
With its comparative advantage in services and agriculture, the Bush
Administration is aggressively pushing U. S.-sponsored initiatives to
eliminate the discrimination that goes head-on with preferential trade
arrangements formed by West Europeans and possibly by East Asians.

The U. S., however, is not only a trading state. More
importantly, it sees itself and acts as a leader or a hegemony in an
open and a liberal trading order. According to American economist
Charles Kindleberger, an open and a liberal intemational trading
system requires a strong political leadership by the most advanced
economy at a certain point in time. This concept is known as the theory
of hegemonic stability, which states that the leader or the hegemony
facilitates international economic cooperation and prevents states from
defecting through the use of side payments (bribes) , sanctions, and/or
other means but can seldom, if ever, coerce reluctant states to comply
with the rules of a liberal international economic order. This theory
likewise assumes that a liberal and open international trading regime
requires certain private that will be provided by the hegemony or the

U.S. A private has the properties of non-exclusivity ( inclusiveness)

@D Brian Hocking and Steven McGuire, “Trade Politics: Environments, Agendas, and
Processes,” Hocking and McGuire, op. cit.,7.
@ John Peterson, “The Politics of Transatlantic Trade Relations,” fbid. , p.41



