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and do make a difference, and
that principled decision
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republican democracy.
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THE USTR ON U.S. TRADE
From the USTR's November, 2006 "Benefits of Trade" document:

• In the extremely dynamic U.S. economy, job creation exceeds job elimination.
In general, the U.S. economy creates roughly 17 million new jobs per year,
while eliminating roughly 15 million jobs.

• The attention paid to offshoring greatly exceeds its actual effect on job loss:
for every 100 U.S. jobs eliminated, about two are due to import competition
or offshoring. New technologies, internal competition among domestic
companies, change in demographic and consumer tastes, and other reasons
account for the rest.

• Even for mass layoffs of more than 50 employees, less than 3% of the job losses are due to offshoring
or import competition.

• Put another way, the U.S. economy creates about 54 new jobs for every job sent overseas.

POLICY FLASHBACK:  FOLLOW THE MONEY
April 6, 1776

Throughout the history of the United States, the country's economic
decisions have usually presaged its political agenda. Such was the case
on this day in 1776, when the Continental Congress's decision to open
American ports to all countries not under British rule foreshadowed the
colonies' ultimate severance from the British Empire. Two weeks later on
April 19, the first shots of the American revolution were fired.

Breaking the mercantilist relationship between the colonies and England was imperative to the success of
the Framers' democratic experiment. Until the British passage of the American Prohibitory Act, the United
States acted as a primary supplier for the Empire's raw material needs. In return, the colonies received
finished goods and other imports. Cut off from these manufactured British goods, the nascent country's only
viable option for survival was to open its ports to anyone and everyone else. Far above NAFTA or CAFTA, this
step by the Continental Congress may well be the most important free-trade decision in U.S. history.

The face of U.S. trade policy
today: imports.

USTR Susan Schwab
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STATE ECONOMIES,
GLOBAL MARKET
STATE ECONOMIES,
GLOBAL MARKET

F E D E R A L I S M  &  F R E E  T R A D E

"All for one, one for all" was fine for the King's
Guards, but does it work for 50 states?

by Howard M. Unger

Canadian potatoes and Mexican truckers.
Border states want them heavily regulated, but

there's not much lawmakers can do. The
Constitution gives legislators in Maine and Texas
as much right to restrict trade as it gives Des
Moines officials the ability to make agreements with
South Korea over Iowa beef.

Although the Constitution guarantees each state
the right to a democratic government, it gives
Congress the power to regulate foreign commerce
and limits states' ability to negotiate with foreign
countries. However, when the Constitution was
ratified, America exported roughly $11 million in
goods, about 40% of which was tobacco. Last year,
the United States exported $1.4 trillion in
everything from corn to computers.

As the American economy becomes more
dependent on foreign markets, states are learning
to deal with trade policies negotiated not out of
their own capitals, but out of Washington, DC.

"Here in Maine, our future is
tied up in international trade,"
says State Senator Peggy
Rotundo, who worries that
trade agreements negotiated
by the Office of the United
States Trade Representative
(USTR) may negatively impact
the Pine Tree State. She's
particularly worried about how
agreements may force her
state to change its health care plan in order to meet
federal trade policies. "It's not that we're anti-trade.
We're pro-trade. Pro-free trade. However, trade
agreements have the potential to undermine our
state's progressive environmental legislation, our
ability to regulate gambling, and to impact our
progressive state health care plan."

Worse yet, she says, because USTR negotiators
do not need to answer to state governments, many
agreements are drawn up without input from states
that could be impacted by trade deals. "Trade
agreements have the potential to touch about every
single policy area and their happening in the
darkness of night. The USTR has been operating
in total secrecy. They're supposed to be listening
and I'm not sure that they are," Rotundo says.

Rotundo, who co-chairs the Maine Citizen Trade
Policy Commission, a group created by the Maine
legislature to monitor trade agreements, argues
that trade issues have changed since the Framers
gave authority to the President to oversee foreign
trade agreements.

"Trade used to just be about tariffs, but with
international trade and investment agreements
being signed these days, we're in a whole new
ballgame," she says. "We're not trying to take away
Congress' rights, we are saying, 'Let us sit at the

Free trade in simpler times.

"The USTR has been operating in total
secrecy. They're supposed to be listening
and I'm not sure that they are."
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table.' It's not about state sovereignty, it's about
creating trade agreements, which benefit people
in countries around the globe and not just a small
group of people around the world who are getting
very rich."

Paul Volckhausen, who represents small farmers
on the state commission, which was created in
2003, says group members have learned that any
trade agreement—even ones dealing with issues
like medical licensing or land use issues—can
potentially impact his state.

But Maine is not alone, he says. "All of the states
are in it together, but part of the problem is that
the states do not have any input in the agreements
before they're agreed on. Other states have to get
involved in the process because these agreements
have a much further reach than we originally
thought they did," Volckhausen says. Trade
agreements, he says, often impact local industries
that federal negotiators did not think would be
affected.

To help assess the impact of trade agreements on
Maine, the commission holds public hearings and
has the ear of state leaders and the state's
congressional delegation. Whether it's reviewing the
impact of Canadian potatoes or the Central

to be named due to the sensitivity of the topic. A
major issue that USTR has with state governments,
the official said, is that federal policymakers don't
always know who speaks for them.

"It's important for us to know that the person we're
talking to represents the state's interests," the trade
official said. "A governor will tell me one thing and
a legislator from the opposing party will tell me
something else."

The official said that a lot of states' interests are
represented on USTR's Intergovernmental Policy
Advisory Committee, which is consulted on all free
trade agreement negotiations. Members of the
group, which includes state and local government
officials from around the country, all have security
clearances that allow them to view potential trade
language, according to the official. "Any time we
propose things, they let us know what their views
are," the official said.

USTR also hears from
state and local govern-
ments not represented
on the committee, the
official said. "I don't think
anyone's ever shy about
letting us know what
they think about
agreements. We make
sure that we talk to all
interested parties at the
state level. We like to
make sure that we're
talking to everyone."

"Trade used to just be about tariffs, but
with international trade and investment
agreements being signed these days,
we're in a whole new ballgame,"

ME Senator Peggy Rotundo

MI Governor Jennifer
Granholm

American Free Trade Agreement, Volkhausen says,
the commission is adding to the policy-making
process. "Just the fact that we are holding this
dialogue with our senators and congressman, we
can continue to have more impact on the process
as it develops."

Talking Trade

Not all states have a commission like Maine's.
Some are savvier than others when it comes to
analyzing and commenting on trade agreements,
according to one U.S. trade official who asked not
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In fact, in February, U.S. Trade Representative
Susan Schwab addressed the National Governors
Association's annual winter meetings in
Washington, where she did not gloss over USTR's
trading goals.

During one discussion, Schwab told Michigan
Governor Jennifer Granholm that it is imperative
for South Korea's automobile sector be opened to
American cars if the United States is going to sign
a trade pact with the Asian nation. However,
although Michigan would benefit from exporting
cars, Michigan lawmakers have voiced their
concerns about a free trade pact resulting in a

flood of South Korean
cars in the United
States and few
American cars going
overseas. When
Granholm asked why
her state would
require numerical
targets for opening
the South Korean car
market, Schwab
replied that no trade
agreement can
guarantee market
share. "What you

should be able to guarantee is a level playing field
and fair access," Schwab said. Weeks later, after
10 months of negotiations, the United States
finalized an agreement with South Korea (without
targets for American car sales). As of April 2, the
treaty was awaiting Senate ratification.

USTR also has less confrontational ways for soliciting
states' concerns on potential trade agreements. For
instance, the agency may seek comments from
Colorado aerospace businesses, according to Laurel
Alpert, division director for the Colorado
International Trade Office. "We'll provide the
information to the companies so they can weigh in
on it," says Alpert, who notes that her office is
"working on working more closely with USTR."

Other states have a more formal mechanism to
communicate with USTR. In California, a law that
took effect earlier this year designates a point of
contact within the executive branch to act as the
liaison between the state and the USTR on trade
matters. That contact, according to Assemblyman
Jim Silva, was already tasked with reviewing and
commenting on trade negotiations. However, the
law requires the contact to disseminate information
from USTR to state agencies and legislative
committees and work with them to review the
effects of trade agreements on California and to
communicate any concerns to USTR.

"In essence, the contact simply must communicate
with the legislature regarding trade policy oversight
and communicate any concerns that the Legislature
or any other state agency may have to the USTR,"
says Silva.

States may have a difficult time influencing federal
trade policy, but it is not impossible for them to

address the policy areas affected by mandates like
the North American Free Trade Agreement, says
Senator Eddie Lucio, Jr., who chairs the Texas
State Senate Committee on International Relations
and Trade.

"States can pursue measures to cope with some
of these federal mandates," says Lucio, Jr. "For
instance, in Texas we have implemented certain
work training measures to help those workers who
have been dislocated because of trade acts. Along
the same lines, we have continuously attempted
to work with our federal delegation so that the state
can receive greater roadway funding for the
increased transportation that has resulted from
free trade."

"A governor will tell me one thing and a
legislator from the opposing party will tell
me something else."

WA Rep. Barbara Bailey

TX Senator Eddie Lucio Jr.
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Understanding foreign trade's affects can be very
complex and not easy to offset, admits Washington
State Representative Barbara Bailey, who was
recently seated on the legislature's Community,
Economic Development and Trade Committee as
its ranking minority member.

"A lot of the state's authority is actually not available
in this area and some of our sovereignty issues are
affected," says Bailey. "Trying to decipher where
the state's authority starts and stops is quite
complicated and more complex than most
people know."

Besides being complex, trade policy may also get
a lot more stressful. The President's "fast track
authority" is set to expire June 30 and there is a
movement on Capitol Hill to renew the authority.
With it, Congress has 90 days to approve trade
packages and cannot add amendments to any

federal trade negotiators of ignoring and
disrespecting states' demands regarding whether
or not they agreed to be bound to trade agreements.

Trading States

Trade experts say that the United States must be
clear about who speaks for the country at the
negotiating table but
that states can still
influence their own
trade policies.

"Our government
needs to speak with
one voice on trade
policy and foreign
matters," says Daniel
Griswold, director of
the Center for Trade
Policy Studies at the
Cato Institute. While
states can make their
voices heard in Washington, Griswold says, trade
agreements involve changes in U.S. law, which
require Congressional approval.

However, Griswold says, states do have tools to
influence trade on the local level. "They can change
state law in regards to taxes or subsides or
infrastructure, but they can't use trade policy as a
tool," he says. In addition, many states promote
their local industries by having trade offices in
foreign countries. Many states have trade offices
in Mexico and Canada. California even has one
in Armenia.

"Trying to decipher where the state's
authority starts and stops is quite
complicated and more complex than most
people know."

Daniel Griswold Sherman Katz

F E D E R A L I S M  &  F R E E  T R A D E

agreements. The South Korean trade agree-
ment—the largest bilateral trade agreement in the
world—was submitted to the Senate on the last
possible day for a treaty to fall under the "fast track"
provision.

"Fast track" supporters say that the United States
needs to keep pace with the European Union and
China when it comes to opening up the
marketplace to goods and services. Critics argue
that with it, members of Congress will not be able
to analyze the potential impact of agreements or
pore through hundreds of pages of trade language
before having to vote on it.

Even though it has no formal authority, one state
recently took a public stand on "fast track." In
February, the Montana Senate, by a vote of 45 to
5, approved a resolution asking Congress to replace
the President's "fast track" authority with an
alternative that uses a "more democratic, inclusive
mechanism that enshrines the principles of
federalism and state sovereignty." It also accused

1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20 21

 |  |  |  |   | |<<  Previous Page  Cover   Contents   Exit Full Screen   Search Issue   Print    Next Page  >>POLICY TODAY

http://www.policytoday.com


Vo l /4| No / 5 POLICY TODAY  |  April 18, 2007      9

At times, Griswold says, state interests conflict. For
instance, South Carolina may want to ensure that
local timber companies succeed while Arizona may
want to ensure that it's marketplace for new homes
is not impacted by rising lumber costs. If Canadian
companies suddenly begin offering lumber at rock
bottom prices, South Carolina is free to lower taxes
on its lumber companies, even if Congress chooses

not to raise tariffs on Canadian lumber. "The
wisdom of the Constitution is that it's up to Congress
to sort out what's best for the government as a
whole," Griswold says.

Sherman Katz, a senior associate at the Trade,
Equity and Development project at the Carnegie
Endowment for International Peace, says that while

Congress may be the final voice on trade
agreements, as agreements become more
complex, states need to weigh in on them before
Congress acts on them.

When agreements expand opportunities for
American companies to enter foreign markets, he
says, America is expected to allow foreign
companies to enter the American marketplace—
something some states may not want.

"If states were to come to USTR individually or,
better yet, in groups, and say we have concerns if
a Brazilian company comes into their states to offer
insurance or radiologists from India who want to
set up practice, the states can play a role in
negotiations," says Katz, referring to recent World
Trade Organization issues. "States need to make
their concerns known because, when various
service sectors get included in what USTR says
we're prepared to liberalize, it creates a source of
pressure."

Once trade policy is set, he warns, states cannot
avoid trade agreements. If a state enacts a law
that conflicts with federal trade policy, he says,
other countries can wage complaints with the
World Trade Organization. For example, in one
instance, the European Union and Japan filed
complaints against the United States because
Massachusetts barred state companies from doing
business with Burma. The U.S. Supreme Court,
in a unanimous decision, eventually decided that,
among other issues, the state law interfered with
the President's authority to develop a national policy
on Burma.

USTR Susan Schwab with President Bush
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"THE STATES ARE GOING
TO START DIGGING
THEIR HEELS IN."

"THE STATES ARE GOING
TO START DIGGING
THEIR HEELS IN."

Q & A :  T R A D E  P O L I C Y  A N D  T H E  S T A T E S

How do you preserve the ability to legislate
locally when so many big economic decisions
are now taken at a global level? PT asked
Vermont Representative Kathleen Keenan.

PT: National trade policy has tremendous
ramifications for individual states, yet the federal
government's role in regulating foreign trade is
designed to limit state autonomy. With the
continuing growth of the global market, is there
any balance to be struck between free trade and
local democracy?

Keenan: I think there should be a way to do it. I
think that the states need to have some kind of
say in the process when the United States is
negotiating these treaties. If we don't, it usurps
all of our environmental rules and labor
standards. I think that states shouldn't be put in
the position of having to defend themselves
against companies who can set up a subsidiary

in another country for the purpose of coming in
and suing us for violating a treaty.

Ultimately, the current system impacts all of our
environmental and labor standards, and I don't
think it makes for a level playing field. I don't
have any problem with international trade—that's
a big part of our economy and we need it. I just
think that we should have a level playing field.

PT: States are really in a much better position to
gauge the impact of trade policy than the USTR,
but they have little sway over the ultimate positions
taken by the administration...

Keenan: We don't have any sway; it's all about
what the White House wants to do. All we have is
the Congress, and I think that about half the time
Congress isn't alert to what's going on with a lot
of these trade policies.

PT: What is the state's role then? Would the ideal
scenario be a more receptive Congress? Better
relations with the USTR?

Keenan: Well, better relations with the USTR
would be a good start, but I think that some of
these things should be ratified by the states too.
There should be hearings, and maybe states
should be able to vote on these things. Maybe if
you get a majority of states together voting on
these things then you have to live with the end
result, but right now there's not much to do. If
they reauthorize the fast track, I just think it leaves
us at a disadvantage in the states.

PT: What about some of the logistical challenges
inherent in the current system? Do you think that

"I think [the federal government] may be biting off a
little more than they're allowed to chew."
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maybe our federal model isn't structurally capable
of dealing with today's global marketplace?

Keenan: Possibly. We've gone into a global
economy so fast; I don't think anybody has been
really ready for it. A lot of the implications haven't
been thought through. I do think that it's a good
thing, but I don't think that we've been prepared
for it institutionally.

PT: So, how do states surmount those institutional,
structural challenges? How do you get the USTR
to listen equally to 50 states' concerns?

Keenan: Well, from what I understand of the
USTR, the position is really a direct arm of the
administration. So, until they're responsible to
others, I don't think anything is going to change.

PT: Are there specific concerns in Vermont about
these issues?

Keenan: We just started, and we're trying to
educate ourselves. I think where we're putting a
lot of our energy and focus right now is on the
fast track provision, which is up for renewal this
summer.

seen as the basis for withholding federal monies
to the states?

Keenan: Boy, that's getting your arm up behind
your back, isn't it? Wow. I think that would be
devastating for the states. I can't believe that
anyone in Congress would go along with that. Still,
I think that we just need to get ourselves
mobilized in the states. States need to realize
what's involved in these treaties that we're in and
what we need to do to protect ourselves. Then we
all need to get together and educate the Congress.

PT: It's also interesting because ultimately the
Constitution doesn't regulate business—it regulates
foreign trade and interstate commerce. But trade
agreements do say things about business
regulation and labor standards. I guess the real
question is how the states can best engage in that
debate about sovereignty and economics. Is there

even a place for them to get together and exercise
their political authority?

Keenan: I hadn't really considered it that way,
but I think that's correct. I think they may be
biting off a little more than they're allowed to
chew.

PT: We hear a lot about one branch of the federal
government occasionally trying to chip power away
from the others, but we don't hear as much about
the vertical power-sharing dynamic. No matter how
you look at it, the states comprise an enormous
reservoir of political authority. Do you see any
opportunity—whether via trade policy or something
else—for the states to re-exert their political clout
in the federal model?

Keenan: I think we've tried that in other areas.
But there are so many sensitive facets to trade
agreements. More and more states are becoming
environmentally conscious and there are some
states that are still concerned with labor issues.
We're certainly concerned with agricultural
issues. The western states are having problems
with Mexican trucks coming into the country that
aren't inspected or properly insured. So, I think
there are just more and more of these things
cropping up. I think the states are going to start
digging their heels in; maybe later than sooner,
but it is going to happen.

PT: Representative Keenan, thank you for your
time.

Kathleen Keenan sits on Vermont's House
Appropriations Committee.

Q & A :  T R A D E  P O L I C Y  A N D  T H E  S T A T E S

"We've gone into a global economy so
fast; I don't think anybody has been really
ready for it."

PT: Let's look at how trade policy could ultimately
impact the legislative process in the states. How
would it change the rules for state legislatures if
non-compliance with trade agreements could be
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 “
MORE THAN A SOUND BYTE — PT Q&As AT POLICYTODAY.COM

 “
On partisanship…

"There is very little partisan discussion on our floor. And when I say very little, I mean that the last
partisan vote I can remember was about 12 years ago. That was it. I don't remember another

straight party-line vote. We're very issue-oriented, and we try to keep it that way."
- Wyoming State Senate President John Schiffer

On expectations…
"We tend to expect a lot from our legislators, and yes, they've asked for the job, but they're people
like anybody else. They give up family time. They lose families. They are susceptible to anything

that might afflict any of us under stressful conditions—alcohol, drugs, depression. We have to learn
to accept their humanness and understand that they are under a tremendous amount of pressure to

make decisions that are significant for a great number of people."
- California State Senate Sergeant-at-Arms, Tony Beard Jr.

On collegiality…
"We need to create the time and space to build relationships with those we work with, regardless of
their political perspectives or geographic concerns. It's through that kind of intentional exchange—
getting to know not just one and other, but one and other's communities—that so many valuable

things can happen."
- Oregon State Senator Avel Gordly

On self-definition…
"We need to change the way we, as legislators, identify ourselves. You have to start by saying, "I'm
your representative." You have to be accessible, so I say to my constituents, "I want to show up at

your high school or your college, I want you to come to my office, I want you to come to
Sacramento—I want to be the bridge that connects you to the resources you need to succeed."

- California Assemblywoman Bonnie Garcia

On federalism…
"In the New Deal, too often the states weren't holding up their end of the bargain. Today, however,
the states would argue that the federal government has shirked its responsibilities. You could argue

that in several areas.
- William Pound, Executive Director, National Conference of State Legislatures
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BEGGAR THY NEIGHBOR: ADAM
SMITH VS. STATE LEGISLATURES

S T A T E  C O M P E T I T I O N

BEGGAR THY NEIGHBOR: ADAM
SMITH VS. STATE LEGISLATURES

Texas, Illinois, North Carolina and Alabama. All
are on a growing list of states offering incentives,

from tax credits to grant money, to corporations in
order to win their business. In return for these
goodies, large corporations bring jobs and put
money back into the economy.

But some states are beginning to wonder if the
costs outweigh the benefits.

As part of an economic renewal package passed
in 2005, Ohio legislators cut out the state's tangible
personal property tax, inventory tax and corporate
franchise tax, all of which had tax break options
as an incentive to new businesses.

Instead, the legislature introduced a new
commercial activities tax that would only tax goods
sold in Ohio, benefiting manufacturers and non-
retail industries, says Ohio House Speaker Jon
Husted (R-Kettering).

State legislators wrestle with the cost/benefit
of tax cuts and grant money to lure jobs to their
states.

by Rebecca Adler

"In large part we took ourselves out of the incentives
race by reforming our tax code," Husted says. "But
that doesn't mean people won't want to operate in
our state. The tax reform, along with the tort reform
in that same year, has significantly lowered the cost
of doing business in our state."

North Carolina took a different approach to making
sure their incentives didn't end up costing more
than they were gaining from new corporations.

The state's job
development invest-
ment program awards
per fo rmance-based
grants that come from
income tax revenue
rather than a separate
budget item, says
Deborah Barnes, a
spokeswoman for the
North Carolina Depart-
ment of Commerce.

Companies can receive up to a 75% return on the
income tax generated by their new employees,
Barnes says. In this way, the companies receive
no incentives until they create the jobs they have
promised to the state.

"We can't come out negative on these deals,"
Barnes says. "If they don't come here our income
tax revenue doesn't increase. If they do, we'll be
getting 25% more than we would have gotten
otherwise. So we both win."

But incentives aren't the only thing driving
corporations to new states, Barnes says. A friendly
business climate, nice weather and a good
community can all bring businesses without ever
needing to offer tax incentives.

Legislators in Texas have the same belief. That's
why their incentive program, like North Carolina's,
is only offered to those companies that require a
tie-breaker between two states.

The Texas Enterprise Fund is used to quickly close
deals with new companies. But unlike the North
Carolina grants program, it comes from the general
fund, with $295 million to be used for business
incentives, says Katherine Cesinger, a
spokeswoman for Texas Governor Rick Perry.

To date $181 million has been spent from the
fund, with an expected return of $2.2 billion,
which the governor believes shows how well the
fund is working.

"Ideally states shouldn't need incentives," Cesinger
says. "But realistically we needed something to set
us apart from the other states and countries that
are also competing for these employers and jobs."

"Ideally states shouldn't need incentives."

OH Speaker Jon Husted
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CAN STATES SUCCEED WHERE
PRIVATE ENTERPRISE HAS FLED?

S T A T E S  I N  A  G L O B A L  M A R K E T

The exodus of America's service jobs to low-
wage countries is spurring policymakers and

business leaders to rethink education reform and
job creation and training.

A February 2007 report published by the
Brookings Institution, a Washington-based think
tank, predicts that 28 metropolitan areas, with
13.5% of the nation's population, are likely to lose
between 2.6% and 4.3% of their service jobs to
low-wage countries between 2004 and 2015.
Those metro areas that could see the highest job
losses, above 3.1%, are Boulder, Colo.; Lowell,
Mass.; San Francisco; San Jose; and Stamford,
Conn.

Robert Atkinson, a senior fellow in economic
studies at Brookings, and Howard Wial, a senior
research associate, authored the report, The
Implications of Ser vice Offshoring for
Metropolitan Economies. Using occupational data,
they estimate that some Northeast and West cities

CAN STATES SUCCEED WHERE
PRIVATE ENTERPRISE HAS FLED?
With America's Asian allies making better
products at lower prices, state legislators
debate ways to build a more competitive
workforce.

by Donna Jackel

will lose at least 17% of their computer
programming, software engineering and data entry
jobs during this time period.

"The most important thing states can do is support
scientific research and development," Wial says.
This can be done, he says, via direct spending and
tax credits.

hire additional faculty to train more engineers,
nurses and special education and math teachers—
professions in short supply.

Utah is also rewarding scientific innovation. Last
year, legislators initiated an economic development
program to award money to research universities
conducting cutting-edge technology, with the
hopes of attracting top researchers.

"We are trying to nurture an intellectual spark that
will result in new technologies and companies,"
Allen says.

Utah also recently opened a new world trade center
to foster national and international trade, she adds.
The state also offers incentives for companies
considering relocating to Utah.

"The most important thing states can do
is support scientific research and
development."

RI Senator Daniel DaPonte

Public money should be diverted to industries that
demonstrate growth, or the potential for growth,
Wial adds. "For example, biodiesel fuel might be
something for heavily agricultural states to look at."

While state officials have limited influence in
shaping foreign trade policy, many are taking steps
to create more jobs, retrain displaced workers and
improve public education and higher education to
attract new businesses and retain existing ones.

Utah, for example, is trying to build a competitive
workforce by making public schools more
accountable, such as toughening graduation
standards, says Rep. Sheryl Allen (R). At the
university level, state money is being allocated to
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All these initiatives take money, and Utah's
legislators are in the fortunate position of enjoying
an economic surplus of more than $1 billion for
both 2006 and 2007, Allen says.

The northeast has been hit particularly hard by
the loss of manufacturing jobs, and Rhode Island
is no exception.

In response, state resources have been going to
workforce development, says State Sen. Daniel
DaPonte (D). "As jobs began to disappear and we
had unskilled workers looking for work, we realized
we had to train them to be competitive for service
sector-type jobs," he says.

Those jobs included banking, insurance, and
health care.

"The unfortunate reality is that competition is
fierce, whether it's the offshoring of manufacturing
jobs or service call centers moving to India,"
DaPonte says. "The challenge is the high cost of
living in the northeast."

With Rhode Island the home to top colleges, like
Brown University and Rhode Island School of
Design, state officials are trying to entice top-notch
companies so college graduates will remain. To
this end, the state legislature began phasing out
the capital gains tax in 2001. Lowering property
taxes is also necessary, believes DaPonte.

"We need to get to a level competitive with other
states," he says. "Part of the challenge is making
the public understand that if we're not competitive,
companies will go knock on someone else's door."

S T A T E S  I N  A  G L O B A L  M A R K E T

Economically speaking, NAFTA has been a success, says Walter Bastion, deputy assistant secretary
of commerce for the Western Hemisphere.

Exports to NAFTA partners have increased 157%, compared with 108% to the rest of the world.

In addition, more than 25 million jobs have been created in the United States since 1994, he says.
Although not all new jobs can be attributed to the introduction of NAFTA, Bastion says new job
creation is a sign of a good economy, which has only been bolstered by increased trade with
bordering nations.

However, some legislators believe the economic benefits have come at the cost of state sovereignty.

"If we look at jobs alone, we're missing 90% of the issue with NAFTA, which is state sovereignty and
control of trade," says Montana Senator Jim Elliott (D-Trout Creek).

Elliott says NAFTA limits states' ability to create legislation regulating business and trade because of
a clause forbidding the use of any artificial barriers to trade.

According to Elliott, such barriers include environmental regulations, like Montana requiring the
use of renewable energy sources. He says if a Canadian energy company considered moving to
Montana, the company could oppose the renewable energy statute as a
barrier to trade.

"NAFTA has had a very real effect on the democratic process," Elliott
says. "If an international company opposes our policies, we receive
pressure from the federal government to lower our requirements."

Elliott says this ability to argue against regulations, and exert power over
legislative decision, gives foreign companies an advantage over U.S.
companies.

"It hasn't done us any good," he says.

HAS NAFTA BEEN 'GOOD' FOR U.S. BUSINESS?
Montana State Senator Jim Elliott says "no."
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"WE LOOK TO CANADA WITH ENVY.""WE LOOK TO CANADA WITH ENVY."
Utah Representative Sheryl Allen isn't referring
to maple syrup or frozen tundra when she
lauds our neighbors to the north. She's talking
about Canada's procedures for vetting and
ratifying trade agreements. PT talks to her
about free trade, gambling and Antigua.

PT: Utah has been at the center
of recent discussions regarding
the state's role within the
framework of free trade policy.
With trade agreements
threatening to conflict with state
regulations, how do you
maintain the ability to legislate
locally?

Allen: That's a concern shared
by many states, and we
recognize the economic value
provided by trade, but we'd like
to have more input with our
USTR prior to trade agreements
so that our state authority is
protected. I know California has
had some concerns due to lawsuits, and they have
had to spend a lot of time and resources doing
research and defending their regulations.

Just last Friday, the WTO compliance panel ruled
that the United States was not in compliance in
the case brought by Antigua due to Utah's "zero
quota" policies on gambling. We want to maintain
those policies, and are very unsure about this
ruling and what the consequences will be.

PT: Better input with the USTR would undoubtedly
be beneficial to the states, but how could that

happen logistically?

Allen: Well, they can do it by
any one of several ways. Those
of us in the United States who
watch this issue look to Canada
with envy, because they have a
more structured procedure
where they involve, inform and
listen to their provincial
representatives much more so
than in the United States. Here
we have IGPAC, but we are
thrown into IGPAC with no
training and we have to seek that
elsewhere, through organ-
izations such as the National
Conference of State Legislators.
As a state legislator, I have to

commend the NCSL for everything they do in this
area. If they hadn't taken leadership, we'd be in
the dark.

The U.S. Trade Office is always courteous of us,
but this is a detailed, complex issue. We could
do a better job if the USTR got involved in our
training, and if they did so, they might even be
more attentive.

PT: What would happen if—as in the case with
Utah—the federal government withheld federal
funds on account of non-compliance with a trade
agreement the country had entered into?

Allen: We've talked a lot about infringements on
our ability to regulate, but there haven't been a
lot of discussions on the federal money that may

"We'd like to have more input with the
USTR prior to trade agreements."

"We had better take a leadership role;
we have to."

be tied to that. That idea makes it triply
worrisome. I haven't seen any indication of that
on the horizon, but it really raises the stakes.

PT: With the stakes potentially higher than they
already are, what can the states do to pull back
some of the political authority that they have ceded
to the federal government?

Allen: We're not going to be effective unless
there's a group of us that does something similar.
Maryland probably leads that charge, having
passed legislation prohibiting the governor from
signing trade agreements without conferring with
the legislature.
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In Utah, we've established an international trade
commission, and that was recently renewed for
an additional 11 years. We need knowledgeable,
committed legislators on there, and we need to
work more closely with our congressional
delegation as well.

PT: Do you see the gambling case with Antigua
pressing Utah into a leadership role on this issue?

Allen: Yes. We had better take a leadership role;
we have to.

Sheryl L. Allen represents Utah's 19th House
District. She served from 2004-2006 as chair of
the NCSL's Economic Development Committee,
and now as  vice-chair of the NCSL Standing
Committee. She also sits on the George
Washington University Elliott School of
International Business trade advisory committee
and serves as a board member for the Forum on
Democracy and Trade.

Will Utah be able to maintain its anti-gambling laws in
the age of the Internet?
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THE GOLDEN
STATE GOES
GREEN

C A L I F O R N I A  P O L I C Y

New, more environmentally friendly ways to fuel
cars and power homes and businesses may

spur California growth, lawmakers say—even
where complex regulatory and economic factors
squelched it.

California's lawmakers hope to encourage "green
growth" by applying tactics other states have used
to poach California businesses.

Tax credits and incentives for alternative fuels and
renewable power could drive economic growth in
areas of the state that have lost jobs and seen
diminished economic growth, according to long-
time Republican and Democratic lawmakers from
the Assembly Committee on Jobs, Economic
Development & The Economy. Overall, the number
of California-owned businesses expanding in

THE GOLDEN
STATE GOES
GREEN
California's "clean tech" industry revs its
engines—and signals a new surge in
economic growth.

by Colleen Flannery

California shrank as the number of out-of-state jobs
created by California-owned companies rose,
according to trends spotted by the Public Policy
Institute of California think tank.

Instead of bemoaning the jobs lost to other states,
"we figure out what they are doing right, and
address that," says Assemblywoman Bonnie Garcia,
(R-Cathedral City), a long-time Republican
committee member. "It's not enough to bring them
here; you have to keep them here."

Garcia's district abuts Arizona and
Mexico, both prime out-of-state lures
for district businesses, she said. New
incentives to build renewable power
plants in her district may provide a
similar draw.

California lawmakers, including Garcia
and Assemblyman Juan Arambula
(D-Fresno), have introduced numerous
bills designed to provide tax credits and related
incentives to alternative fuels manufacturers,
providers of renewable power and other "green"
businesses in the state.

Arambula, who chairs the committee, has
introduced several bills—including AB 1506 and
AB 1620—to offer targeted incentives that "help
support the expansion of the clean technology
market," particularly for small businesses.

He says California "can and should" encourage
clean, innovative companies to expand their
businesses in the state.

Green Nightmares?—Environmental Regulation

Environmental regulations may create new
markets, but they also can make bad situations
for businesses, according to Assemblyman Jim
Silva, (R-Huntington Beach), the committee's vice
chair. In Silva's experience as a former county
supervisor and after serving on numerous boards
and commissions, the state's constant efforts to
strengthen environmental rules prompts

businesses to shift to less-expensive states
to do businesses.

For instance, Microsoft, headquartered in
the state of Washington, and Hewlett-
Packard Co., headquartered in California,
must compete in many of the same
markets although they may face
completely different environmental
compliance costs. If compliance costs rise
too high, Hewlett-Packard could seek
another state where its profits would not

go toward meeting increasingly restrictive rules,
Silva said.

In Silva's estimation, a "combination" of tax credits
and a lessening of some of the environmental rules
could make a better atmosphere for California
businesses. At the very least, California regulators
must better weigh the potential economic effects
of regulation, he says.

However, Arambula says the state's environmental
quality also could lure companies and their families
to California. "Having a good physical environment
is attractive" to companies, he notes.

CA Assemblyman
Juan Arambula
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OUTFOXING
OUTSOURCING

A major talking point in 2004, California's
 outsourcing issue seems to have all but

disappeared.

In 2004 a number of outsourcing bills were
churning through the state legislature, three of
which were vetoed by Governor Arnold
Schwarzenegger, who cited barriers to trade and
unnecessary business hurdles among his reasons
for vetoing the bills.

Today there are no California bills addressing
outsourcing or the offshoring of jobs, which
indicates a realization that the practice is here to
stay and legislation isn't a cure, says Ashok
Bardhon, a senior research assistant at UC
Berkeley's Haas School of Business.

Bardhon recently completed a study on the
outsourcing of service industries, which account
for about 50% of U.S. jobs.

OUTFOXING
OUTSOURCING
California bets on new technologies, innovation
to keep jobs at home.

by Rebecca Adler

"As long as we stay at the cutting edge
of innovation, creating new jobs and new
sectors, we can remain competitive
despite the jobs going overseas."

"These jobs have gone overseas in order to remain
competitive," Bardhon says. "Instead of creating
legislation against offshoring, we should be creating
a new range of jobs in the industries where
California already shows strength."

The software industr y has been the most
susceptible to competition from China and India,
where engineers can be hired for about one-tenth
of a U.S. salary. But Bardhon says California still
excels in exports of services in the environmental,
consulting, legal, engineering and financial
industries.

"In these areas California is very technologically
advanced compared to other countries," Bardhon
says. "As long as we stay at the cutting edge of

i n n o v a t i o n ,
creating new
jobs and new
sectors, we can
remain com-
petitive despite
the jobs going
overseas."

But sometimes
new technology
can be detri-
mental to job cre-
ation, such as in
the movie indus-
try, says Sen.
Sheila Kuehl (D-
Los Angeles).

The advent of blue and green screen technology
has made it possible for directors to shoot a film
based in the United States from anywhere in the
world. Not only does the actual filming move
overseas, but so do the post-production jobs, Kuehl
says.

"Just as with other industries, these producers are
looking at their bottom line," she says. "They have
no commitment to L.A. labor. Really, our only option
is to offer them incentives to hire our workers."

With a celebrity governor in office, Kuehl thought
she might have a chance of reversing the exodus
of film industry jobs from California by offering
incentives to keep production here. But she says
she ran into a number of roadblocks before her
plan could be introduced.

Instead, she said she's on board with other
legislators who are pushing for allowing research
and development in California for new technologies
like stem cells and biodiesel.

"Outsourcing isn't going to just go away," she says.
"We've got to start educating and developing for
future technologies to retain jobs here, even if they
aren't the same jobs."CA Senator Sheila Kuehl
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N O T E S  A N D  A C K N O W L E D G E M E N T S

Howard M. Unger

Howard M. Unger is a regular contributor to
Policy Today. He earned his master's degree
from the University of Maryland's School of
Public Policy and is currently a freelance
journalist in New York City.

Rebecca Adler

Rebecca Adler is a freelance journalist and
one of Policy Today's regular Sacramento
correspondents.

Donna Jackel

Donna Jackel is a freelance journalist  living
in Rochester, New York. Her work on
women's issues, health, history and social
justice appears regularly in publications
across the country.
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* VT State Representative Kathleen Keenan

* UT State Representative Sheryl Allen

NCSL Issue Specialists

* Brian Weberg

* Jeremy Meadows

COMING IN THE NEXT ISSUE...

The definitions of liberty, freedom and equality have been evolving for
generations, usually generating emotion and conflict. The very roots of our
republican democracy are tangled with a singular “American experience"
that allowed the Framers’ experiment to exist in the first place: the country’s
abundant land and resources reinforced the social and economic equality
that the Constitution sought to establish, thus clearing the way for the
colonists' fight for political liberty. The struggle would have undoubtedly
been wasted if the yeoman farmer didn't have enough to eat or had to
house his family in a FEMA trailer on the commons.
In the coming issue, PT looks at the governing principle of “liberty” in America.
While libertarian ideals guide the political philosophy of many state legislators,
the tug of war with "equality" lies at the heart of the legislative process.
Stories include:
* The Right to be Rich
It may not be spelled out in the Constitution, but Americans have the right
to get rich, and many do.
* The American Entrepreneur
Unlike many other developed capitalist economies, America is still an
extraordinarily easy place to turn a good idea into a successful business.
* Fighting for Freedom
American volunteer soldiers are presently engaged in two wars abroad. What
happened to shared sacrifice?
* Sweet Land of Liberty
Where would Madison or Hamilton come down on the debate over mandatory
HPV vaccination in public schools?
* How Clean is Clean?
PT checks in on Arizona's campaign finance reform project.

Liberty vs. Equality Round II: Liberty in America

CONTRIBUTORS TO
THIS ISSUE
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