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rade’s a dirty word in Wash-

ington these days. Congress

did not renew President Bush’s
authority to submit trade bills for a
simple up-or-down vote, and free trade
agreements (FTAs) with Panama and
Peru are stalled. Several senators have
also already announced their opposi-
tion to an FTA with South Korea. U.S.
unemployment is low, but real wages
have been stagnant for years and the
cost of healthcare is too much for many
to bear. Trade, especially with mainland
China, is an easy scapegoat. But oddly
enough, in Taiwan’s case, the usual
political rules of thumb about trade
don’t seem to apply.

A vote on the Korean FTA is still
months away, but Senator Hillary
Rodham Clinton of New York has
already labeled the agreement “inher-
ently unfair.” Granted, this FTA is
underwhelming in key areas, namely
autos, beef, and rice. It’s also presiden-
tial primary season, and Democratic
frontrunner Clinton fears populist chal-
lenges from Illinois Senator Barack
Obama and former vice presidential
candidate John Edwards. Key constit-
uencies in her party, chiefly organized
labor, are anti-trade like never before.
But Clinton does represent a state
with the second-largest Korean-Amer-
ican population. That she can so flatly
denounce a deal with Korea, without
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fear of any repercussions, only reinforc-
es the notion that trade for the moment
is a safe political target.

But Korea’s just for starters. Most
Americans see mainland China, with its
trade surplus and fixed currency (the
yuan), as the real trade villain. P’m no
fan of China’s politics, but this ire on
trade is misplaced, self-defeating, and
somewhat disingenuous, considering
our own record on textile quotas, agri-
culture subsidies, steel tariffs, etc.

People draw parallels between
today’s China and 1980s Japan. But
trade-wise, the two couldn’t be less
alike. Because of Japan’s restrictions on
foreign direct investment, almost all of
its export goods came out of Japanese-
owned factories. China has instead
positioned itself as the keystone in the
global supply chain, letting foreign
enterprises create much of its eastern
coast industrial infrastructure for it.
At the time of its economic rise, Japan
was a humbled political power, and a
U.S. ally. China’s political relationship
with the United States is up and down
(frequently down over Taiwan). Ameri-
cans shouldn’t view China as a natural
enemy. But neither is China the politi-
cal and military partner that was and is
Japan.

There are eerie similarities, however,
in our reactions to the two economies.
In 1971, then U.S. President Nixon,

concerned by a rising U.S. trade deficit,
took the dollar off the gold standard
and slapped surcharges on imports,
resulting in a higher yen and fewer Jap-
anese imports. Geo-strategic concerns
aside, our neurosis over China’s trading
power today will one day look as silly
as these past worries about Japan look
now.

In fact, today’s trade deficit with
China is, as The Economist maga-
zine calls it, “a red herring.” It merely
reflects the latest evolution in Asia’s
ever-adapting supply chain. Any
upward revaluation of the yuan would
not significantly alter America’s net
trade deficit, as production would
merely shift to third countries.

China should, for its own sake, let
the yuan’s value be more greatly deter-
mined by market forces. This would
stem excess liquidity at home, facilitate
domestic investment, discourage trad-
ing in shady stocks, and help it reassert
control over its own monetary policy.
But Congressional threats to hit China
with punitive tariffs if it does not reval-
ue the yuan will only make it less likely
to do so. Such inherently inflationary
tariffs would also disproportionately
hurt the lower-income Americans who
most rely on cheap Chinese goods.

So given America’s globalization
angst, there is surely no appetite for
enhanced trade with Taiwan, right?
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