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E x e cu t i v e  s u m m a r y 

Earlier this year, in Lowy Institute Paper (LIP) 18, Second thoughts on 
globalisation: can the developed world cope with the rise of China and India? 
we argued that the probability of a shift towards a less globalisation-friendly 
policy environment was on the rise.  That earlier Paper suggested several 
factors to monitor over the coming year in order to gauge how this 
probability was changing over time.  This Lowy Institute Analysis looks at 
how some of these issues have evolved in the months since Second thoughts 
was written. 

In this context, key developments include: 

§ The collapse on 21 June in Potsdam of the latest attempt to reinvigorate 
multilateral trade  negotiations; 

§ The expiration, and subsequent failure to renew, the US President’s Trade 
Promotion Authority (TPA); 

§ Continued tension in the US-China economic relationship, including an 
increasing likelihood of Congress-sponsored legislation targeting Beijing’s 
exchange rate policy; 

§ A growing focus on labour, environmental and product safety standards as 
they apply to international trade; 

§ The recent spike in concern about the implications of Sovereign Wealth 
Funds and their potential to trigger a rise in financial protectionism. 

This list is broadly consistent with the hypothesis presented in LIP 18 of an 
ongoing rethink in the developed world regarding the implications of 
globalisation. 
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More Second thoughts . . . 

Earlier this year, we made the case that the 
probability of a shift towards a less 
globalisation-friendly policy environment was 
on the rise.  This argument is set out in Lowy 
Institute Paper (LIP) 18, Second thoughts on 
globalisation: can the developed world cope 
with the rise of China and India? 1 It runs as 
follows: 

Significant parts of the developed world are 
now having second thoughts about the benefits 
of globalisation, with many of these second 
thoughts prompted by the implications of the 
globalisation-powered rise of China and India. 
Some in the rich world are scared by the 
success of globalisation in creating powerful 
new competitors in global markets or spooked 
by the security implications of the resultant 
shifts in economic power.  Others are ill at ease 
with the increases in national inequality that 
seem to be a side-effect of the new global 
economy and troubled by the implications of 
substantially expanded trade with low-wage 
developing economies.  Finally, some are 
rattled by the resource security implications of 
big new commodity consumers and exercised 
by the environmental consequences of the rapid 
industrialisation and urbanisation of the 
world’s two most populous economies.  The 
result is growing pressure on policymakers in 
rich countries to temper or modify the forces 
driving international economic integration. 

Certainly, in the months following the writing 
of Second thoughts it has been easy enough to 
find support for the argument that public 
opinion in the developed world has become 
more sceptical about the benefits of 
globalisation.  For example, an opinion poll 

commissioned by the Financial Times/Harris 
reported that many rich-country citizens now 
felt that globalisation was a having a negative 
effect on their countries, reporting anti- 
globalisation sentiment across six rich 
economies (UK, France, Italy, Spain, Germany, 
US). 2 Earlier, a US poll for the NBC/Wall 
Street Journal had found that between 
December 1999 and March 2007 the share of 
respondents saying that trade agreements had 
‘hurt’ the US increased by 16 percentage points 
(to 46%) while the ‘helped’ share  fell by 11 
percentage points (to 28%). 3 

But opinion poll evidence can be difficult to 
interpret conclusively.  In contrast to the 
FT/Harris results, the latest survey on world 
public opinion produced by the Chicago 
Council on Global Affairs and 
WorldPublicOpinion.org released in June this 
year suggested more positive feelings for 
globalisation, with the number of respondents 
in all of the countries polled viewing 
globalisation as ‘mostly good’ for their 
economies outnumbering those saying that it 
was ‘mostly bad.’ In the case of the United 
States, for example, 60% of those asked said 
that globalisation was mostly good for the 
country, as opposed to 35% who said it was 
mostly bad.  Australians were even more 
optimistic, with 65% opting for mostly good 
against 27% for mostly bad. 4 On the specific 
issue of international trade, once again 
majorities in all of the countries polled found 
that it had a positive impact on their 
economies, although the highest negative 
response was found in the United States (42%). 

On the other hand, the results did provide some 
support for the thesis that developed economies 
increasingly see China’s growing economic
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power as a threat rather than an opportunity 
(Annex II, Table 1).  Their pessimistic 
assessment stood in marked contrast to the 
more positive view held by many developing 
economies. 

The latest, 2007 iteration of our own Lowy 
Institute Poll sought to test Australian public 
attitudes towards freer trade. 5 The results paint 
a reasonably complex, but nevertheless 
positive, picture.  They suggest that Australians 
on average feel that international trade delivers 
net benefits to Australia, but that they are also 
worried about some of the consequences.  So, 
for example, roughly two-thirds of those polled 
agreed with the propositions that freer trade 
helped make the world a more stable place, and 
that it helped increase prosperity both in 
Australia and in other parts of the world.  On 
the other hand, roughly the same proportion 
agreed with the notion that freer trade put 
Australia at a disadvantage because of our high 
labour and environmental standards, and about 
half agreed with the two propositions that freer 
trade costs more jobs than it creates, and that 
freer trade leads to more economic and social 
inequality in Australia. 6 Our polling also 
confirmed that Australians remained relaxed 
about the implications of China’s growing 
economic power, although they have become 
more sceptical regarding the benefits of the 
bilateral preferential trade agreement that 
Canberra and Beijing are currently negotiating. 

Politicians in the developed world have been 
showing signs of re-evaluating the implications 
of globalisation.  In the United States, for 
example, there have been signs that there are 
votes to be had in economic populism. 7 

Perhaps one of the most striking comments on 
this matter since Second thoughts was written, 

however, came from the new French President, 
Nicolas Sarkozy, in June this year.  After 
having successfully persuaded his European 
colleagues to agree to amend Article 2 of the 
old Constitutional Treaty by dropping ‘free and 
undistorted competition’ as a policy goal, he 
was widely quoted as saying ‘The word 
‘protection’ is no longer taboo . . . Competition 
as an ideology, as a dogma, what has it done 
for Europe?’ 8 For some observers, Sarkozy’s 
comments were emblematic of a Europe 
contemplating a flirtation with old-fashioned 
mercantilism or economic nationalism. 9 

Recent months have also seen analysts 
continuing to pick over the possible 
consequences of the changing distribution of 
economic and political power.  One interesting 
new slant on the security implications of 
globalisation has been the discussion 
surrounding the rise of so-called ‘authoritarian 
capitalist’ powers, a definition intended to 
capture China (along with Putin’s Russia), and 
the consequences of the prospective emergence 
of a non-democratic but economically 
advanced ‘Second World’ that would be in a 
position to challenge the established powers. 10 

The risk of economic ‘warfare’ between rising 
and established powers has also received some 
journalistic attention. 11 

Tracking the policy shift 

In LIP 18 we recognised that since the forces 
driving globalisation forward were still 
powerful, any dramatic swing in the policy 
pendulum was not a done deal.  We therefore 
suggested four key areas to monitor for 
evidence of such a change: 12
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• The fate of the Doha round of world 
trade talks; 

• The response of the US Congress to the 
Bush administration’s desire to renew 
Trade Promotion Authority; 

• The temperature of US-China 
economic relations, and in particular 
the aftermath of the May 2007 
Strategic Economic Dialogue; 

• Beijing’s attempts to rebalance the 
Chinese economic model in order (at 
least in part) to dampen protectionist 
sentiment in the West. 

In addition to these factors, we also listed 
several other issues that could be monitored in 
order to track any changing policy attitudes 
towards globalisation.  These included the 
progress of IMF reform and initiatives aimed at 
tightening international environmental and 
labour standards. 

Since Second thoughts, there have been 
significant developments across most of the 
issues listed above.  The bulk of them have 
tended to be consistent with the hypothesis of 
developed countries reconsidering their policy 
stance towards globalisation. 

The fate of the Doha Round 

As we noted in LIP 18, with international trade 
at the heart of the globalisation process, and 
the WTO frequently seen as a potential 
regulator of the global economy, one obvious 
place to take the temperature of policy attitudes 
towards globalisation is with the state of the 
Doha round of international trade negotiations. 

At the time of writing Second thoughts, trade 
talks had been resumed in February 2007, 
following their suspension in July 2006 due to 
irreconcilable differences between leading 
participants over agricultural liberalisation. In 
the event, this latest resumption of negotiations 
turned out to be fairly short-lived. When 
negotiators from the United States, EU, Brazil 
and India met in Potsdam in June this year, the 
parties were once again unable to reach 
agreement on agricultural or non-agricultural 
trade liberalisation, and discussions collapsed 
on 21 June.  Indeed, the only significant 
difference from the previous breakdown in 
negotiations appears to have been that this time 
around the United States and EU decided to 
blame India and Brazil, rather than each other, 
for the failure to deliver. 13 Other explanations 
offered up for the ongoing stalemate include 
the continuing inability of the United States and 
the EU to deliver substantial reductions in 
agricultural support and fears in developing 
countries about increasing their own exposure 
to Chinese competition. 14 

On 17 July, in an attempt to get the round back 
on track, the chairs of the agriculture and non- 
agricultural market access (NAMA) negotiating 
committees produced draft proposals designed 
to provide a basis for restarting negotiations. 
These proposals received a mixed response, 
however, since while some of the big players 
welcomed the move as providing a basis for 
further talks, they prompted a much more 
negative reaction from many developing 
countries. 15 The whole process then moved into 
(Northern) summer recess, with negotiations 
scheduled to resume in Geneva in September. 

Prospects for a deal therefore look no better 
than they did when the assessment of LIP 18
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was penned.  Indeed, if anything, they look 
worse.  The proposed US Farm Bill in its 
current form appears to lock in subsidies at 
levels higher than those proposed in the 
negotiations.  Despite crop prices that have 
been at or close to record highs, the House 
Agricultural Committee has fiercely resisted 
calls for major cuts in subsidies, and instead 
crafted a bill promising to continue with 
generous support for US farmers. 16 The House 
approved the bill (by 231 votes to 191) in July, 
and it will go before the Senate in September. 
The Bush administration has threatened a veto. 
And the expiration of TPA makes the timeline 
for completing the Doha round negotiations 
look even more problematic. 

Trade Promotion Authority (TPA) 

The future of the Doha round and the quest to 
renew TPA have long been linked.  TPA 
(previously known as fast track) grants the US 
President authority to enter into certain trade 
agreements, and then to have their 
implementing bills considered by Congress 
under expedited legislative processes.  The 
theory is that this gives negotiating partners 
comfort that they will not have to deal with the 
uncertainties and delays that would be entailed 
by unlimited congressional delays and 
amendments. 17 The absence of TPA is widely 
considered to severely compromise 
Washington’s ability to pursue an active trade 
policy.  Granted, some commentators disagree 
over the precise importance of TPA, but either 
way it has become a potent symbol of US 
commitment to liberal trade policies. 18 

In LIP 18, we noted that given the changing 
nature of trade politics in the United States, and 

in particular the shift in composition between 
the previous 109 th and the new (more trade- 
sceptical) 110 th Congress, extending TPA would 
be difficult.  In the event, once TPA lapsed at 
the end of June, there was no immediate 
attempt to negotiate an extension.  Rather, 
Democrat leaders in the House, including the 
Speaker and the influential Head of the Ways 
and Means Committee (which handles trade 
policy) issued a statement saying that their 
legislative priorities did not include rapid 
renewal. 19 Subsequently, most observers have 
discerned little appetite among Democrats to 
reverse this decision. 20 As a result, many 
pundits judge that there is little chance of any 
renewal for TPA before a new President takes 
office in 2009. 

Concluding the Doha round and achieving 
renewal for TPA now look to be caught up in 
something of a ‘chicken and egg’ problem. 
Ideally, the Bush administration would like to 
be able to demonstrate sufficient progress with 
respect to the Doha round to make it 
worthwhile for both the President and 
Congress to spend the political capital required 
to fight for TPA renewal.  But in the absence of 
TPA, negotiating partners in the rest of the 
world may be sceptical of the United States’ 
ability to deliver a binding deal, and hence 
reluctant to pursue meaningful negotiations. 21 

US-China economic relations 

The third and fourth factors identified in 
Second thoughts as warranting close 
monitoring were US-China economic relations 
and Beijing’s own response to the mounting 
dangers of a protectionist backlash in the 
developed world.  The relationship between
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Washington and Beijing has arguably become 
the most important bilateral relationship in the 
global economy, and the US bilateral trade 
deficit with China a powerful symbol of many 
of the concerns felt by US politicians with 
regard to both the economic and security 
challenges posed by China’s rise, as well as 
fears about job losses and rising inequality due 
to trade with low-income economies.  In 
particular, the US Congress has focused its 
attention on the renminbi and China’s 
exchange rate policy, with accusations of 
‘unfair’ currency manipulation designed to 
boost China’s competitive edge now 
commonplace. 

The inaugural US-China Strategic Economic 
Dialogue (SED), held in China in December 
2006, had been heralded as the start of a 
process designed to manage these strains.  That 
meeting delivered little more than platitudes, 
however, and the second SED, held in 
Washington on 22 and 23 May this year, 
similarly failed to produce the kind of progress 
on China’s currency regime needed to reconcile 
Congress.  Sure, Beijing announced a token 
liberalisation of its currency regime in the form 
of a widening of the renminbi’s daily trading 
bands (from ±0.3% to ±0.5%) in the week 
immediately before the SED. 22 But the move 
was far too modest to win much appreciation 
in Washington, or to appease the appetite in 
Congress for more dramatic action on the 
exchange rate. 23 

The next SED is due to be held this December, 
but in the meantime Congress has continued to 
line up bills targeting Beijing.  Indeed, threats 
by US politicians to punish China over its 
alleged currency manipulation have now 
become so regular as to be described as a 

‘Capitol Hill ritual’ (Annex I to this paper lists 
some of the proposed measures targeting 
China).   The chance of one of these proposed 
pieces of legislation gaining enough support to 
make it into law is on the rise, with some 
analysts judging that at least one of the 
proposals now being lined up will be able to 
generate the two-thirds majority needed to 
override a promised presidential veto. 24 True, 
even if one of these proposals does finally pass 
into law, it might still be a long time before 
China felt the sting of US sanctions. 25 

Nevertheless, a key message to come out of 
these developments is that US trade with China 
remains a politically resonant issue.  This is a 
message that has already been recognised by 
some of the leading Democrat candidates for 
the presidency. 26 

Finally, it is not just Washington that has 
ramped up some of the rhetoric towards China. 
Recent months have also seen elements from 
within the EU display some signs of following 
Washington’s critical stance on Chinese trade 
and currency policies. 27 

Reforming the IMF 

Along with the WTO, the IMF is at the top of 
the pile of international economic institutions 
in terms of would-be governors of the world 
economy. 28 In Second thoughts we suggested 
that the fate of the proposed governance 
reforms of the Fund could serve as a marker as 
to the extent to which developed economies, 
particularly in Europe, were prepared to 
recognise the changing balance of economic 
power in the world economy.
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Progress in one highly symbolic area – selecting 
the leadership of the IMF (and of its Bretton 
Woods sister, the World Bank) – has been 
slight.  Traditionally, these posts have been 
carved up between Washington and (Western) 
Europe, with the United States gifted the choice 
of the boss of the Bank, and Europe getting the 
same deal for the Fund.  When Paul Wolfowitz 
quit as head of the World Bank earlier this 
year, Washington exercised its traditional right 
to nominate his successor, and Robert Zoellick 
duly took his place, thwarting hopes that the 
Wolfowitz crisis might have created the 
opportunity for a fundamental rethink in the 
appointment process. Subsequently, the EU has 
tried to follow the same path with the IMF, 
nominating Dominique Strauss-Kahn as their 
candidate for managing director to replace 
Rodrigo de Rato.  This has met with some 
resistance, however, with Britain and a group 
of developing countries successfully managing 
to introduce some changes to the appointment 
process, including a longer nomination period 
to allow alternative candidates to come 
forward and a commitment by the IMF Board 
to consider candidates ‘without geographical 
preferences’.  Initially there was some doubt as 
to whether this package would be enough to 
encourage other candidates, but in August 
Russia nominated Josef Tosovsky, a former 
Czech premier and central bank governor. 29 

Interestingly, both of the two rising Asian 
powers have been relatively silent over the 
leadership debate, prompting the IMF’s former 
chief economist to speculate that their apparent 
indifference might reflect a lack of faith on the 
part of Beijing and New Delhi as to the 
prospects of making the Fund more developing 
country-friendly. 30 Meanwhile, efforts to 
change the IMF’s voting structure appear to 

have run into the expected opposition, as 
European countries continue to be reluctant to 
see their voting rights diminished as part of a 
package designed to give more weight to 
emerging economic powers like China. 31 

Finally, in June the IMF announced that its 
board had agreed to changes to its approach to 
international surveillance, with a new 
framework setting out a requirement for 
countries not to adopt polices that could 
threaten international stability, with criteria 
including fundamental currency misalignment. 32 

The obvious target for this change was China, 
and Beijing’s response was to warn the Fund 
that it should not see its new mandate as a 
mechanism for enforcing Washington’s views 
on the renminbi. 33 If Beijing’s fears (and 
Washington’s hopes) about the implications of 
the IMF’s new mandate turn out to be justified, 
and if the reform process remains deadlocked, 
then the Fund’s ability to encourage the major 
new economic players to be ‘responsible 
stakeholders’ in the global economy is likely to 
be severely compromised. 

Regulating globalisation: environmental, 
labour and product safety standards 

Second thoughts made the case that demands 
for the imposition or intensification of 
environmental and labour standards as applied 
to international trade could be taken either as 
evidence of anti-globalisation (in the sense that 
sometimes calls for such measures are really 
disguised calls for old-fashioned protectionism 
dressed up in modern garb) or as demands for 
more, but different globalisation (a demand for 
global standards).  In the months since LIP 18
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was written, there have been significant 
developments in both areas. 

In terms of environmental concerns, we argued 
in Second thoughts that the environmental 
consequences of the globalisation-powered rise 
of China and India were set to receive increased 
attention, especially in the context of mounting 
public concern in the developed world about 
global warning.  In particular, LIP 18 cited 
International Energy Agency (IEA) estimates to 
the effect that China was likely to become the 
world’s largest emitter of greenhouse gases 
before the end of the current decade.  That 
forecast now looks to have been too 
conservative.  The IEA’s chief economist, Dr 
Fatih Birol, has since said that, such has been 
the pace of China’s recent growth, it could 
become the world’s largest emitter by 
November this year.  He also went on to note 
that, at current rates, China would be emitting 
twice as much CO 2 as the world’s 26 richest 
countries put together within 25 years. 34 In 
June, the Netherlands Environmental 
Assessment Agency released estimates 
suggesting that China had already overtaken 
the United States as the world's biggest 
producer of CO 2 . 

35 For its part, China unveiled 
its first national climate change policy on 4 
June and promised to further control its soaring 
greenhouse gas emissions.  But Beijing 
repeatedly rejected mandatory caps on 
emissions, at least for now, stressing that a 
country’s stage of development needed to be 
taken into account and making the familiar 
case that the source of the current problem is 
past rich-country emissions, for which China 
should not be unfairly penalised. 36 Indian 
policymakers have taken a similar line. 

The debate over labour standards has also 
gathered some momentum, particularly in the 
United States where the changing balance of 
power in the US Congress has added weight to 
Democrats’ insistence that new US trade 
agreements should take labour standards into 
account.  In fact, as I M Destler has pointed 
out, congressional Democrats have been 
arguing that US trade agreements should 
include commitments to uphold labour 
standards since at least the start of the NAFTA 
debate.  More specifically, they have sought a 
commitment to enforce so-called ‘core labour 
standards’ as set out in the International 
Labour Organization (ILO) 1998 Declaration 
on Fundamental Principles and Rights at Work. 
These standards comprise freedom of 
association and an effective recognition of the 
right to collective bargaining, the elimination of 
forced or compulsory labour, the abolition of 
child labour, and the elimination of 
discrimination in respect of employment and 
occupation.  In taking this line, opinion polls 
suggest that Democrats are accurately 
representing American public opinion on the 
issue, despite the fact that while the United 
States has endorsed the 1998 ILO Declaration, 
it has not ratified all of the underlying ILO 
conventions. 37 Indeed, as several observers 
have noted, some existing US labour laws are 
probably inconsistent with these core ILO 
standards and as such would be subject to 
challenge if the United States were to sign 
agreements linked to them. 38 

As well as labour standards, congressional 
Democrats have also focused on the 
environment, investors’ rights and national 
security at US ports.  This set of concerns was 
brought together in an agreement reached with 
the Bush administration on 10 May this year,
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whereby as the price for Democrat support for 
US free trade agreements with Peru and 
Panama, the administration had to include 
measures covering labour and environmental 
standards, port security exemptions, and a 
provision that foreign investors would not be 
granted greater rights within the United States 
than domestic investors. 39 For long-time 
opponents of the inclusion of labour and 
environmental measures in trade agreements, 
the May decision was seen as a major reverse. 40 

Finally, while LIP 18 flagged labour and 
environmental standards as issues to watch, 
consumer and product safety has now joined 
them as China’s export juggernaut has had to 
cope with a series of consumer scares relating 
to pet food, toys and toothpaste. 41 The US 
Food and Drug Administration has blocked 
shipments of Chinese-manufactured toothpaste 
and seafood, and fears about the safety of some 
Chinese exports – in this case clothing and 
textiles – have also been felt in Australia. 42 

The ongoing disputes between the United States 
and China over contaminated food exports can 
be seen as part of a broader trend to use 
product standards to regulate international 
trade.  Peter Gallagher, for example, has 
pointed out that the number of new sanitary 
standards that governments report to the WTO 
has tripled since 2000.  Critics of such 
measures charge that these standards represent 
new non-tariff barriers that are increasingly 
used to substitute for lower tariffs. 43 The 
Chinese government has estimated that some 
15% of all Chinese exporters encountered some 
form of technical trade barrier last year. 44 The 
Chinese leadership has been concerned enough 
about the potential damage to its export 
machine that it has said it will raise the issue of 

product safety during the next SED round in 
December. 45 Meanwhile, concerns about 
consumer safety are threatening to work 
against efforts at regulatory harmony in other 
trading relationships. 46 

Compensating globalisation’s losers 

A major factor behind the growing discomfort 
with globalisation in many parts of the 
developed world is the fear that international 
economic integration lies behind rising national 
inequality. The perception that the gains from 
globalisation have been quite unevenly 
distributed is leading to calls for rich-country 
policymakers and politicians to think about 
how to reconcile voters to policies that, 
although they make the economy as a whole 
better off, may not be seen as beneficial by the 
average voter. 

Not surprisingly, then, there have been some 
signs of a renewed interest in the case for 
redistributive government policies, particularly 
in the United States.  One example is a recent 
essay in the journal Foreign Affairs, calling for 
a ‘New Deal’ for globalisation, whereby moves 
towards further trade and investment 
liberalisation in the United States would 
effectively be purchased from the electorate by 
providing tax concessions to all workers 
earning below the national median.  A report 
commissioned by the Financial Services Forum, 
a body which brings together the leading US 
financial services company, makes the same 
case, calling for policies designed to spread the 
benefits of globalisation more widely across US 
voters. 47 Meanwhile, the US Congress has been 
discussing an expansion of the Trade 
Adjustment Assistance (TAA) program.  TAA
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provides assistance to US manufacturing 
workers who are able to show that they lost 
their jobs due to international trade.  In July, 
the Senate introduced a bill aimed at expanding 
the program to include service sector workers, 
recognising that in today’s global economy new 
sectors are now exposed to the winds of 
international competition.  Similar legislation 
has been proposed in the House. 48 

Fear of Sovereign Wealth Funds 

Finally, recent months have seen rich-world 
globalisation angst find a new focus:  Sovereign 
Wealth Funds (SWFs). 49 SWFs – basically 
government-owned and -run investment 
companies – have been receiving a lot of 
attention in the financial press and beyond. 50 

The interest was sparked in part by the news 
that Beijing was planning to create its own 
investment fund in order to manage a portion 
of its huge stock of foreign exchange reserves 
(now standing at more than US$1.33 trillion). 
The company is officially expected to start 
operations in September, but has already 
dipped its toes into the water with the purchase 
of a US$3 billion stake in US private equity 
group Blackstone. 

Why the fuss?  A big part of the explanation is 
the size of funds in question.  Since although 
SWFs in one form or another have been around 
for quite some time, with the proceeds of huge 
current account surpluses in the Middle East 
and East Asia being funnelled into new 
investment vehicles, rather than into the low- 
yielding (typically US) government paper that 
constitutes the bulk of foreign exchange 
reserves, their role in international financial 
markets is expected to expand significantly. 

Foreign exchange reserves held by Asian central 
banks alone reached an estimated US$3.52 
trillion in June this year, so it is hardly 
surprising that the prospect of more active 
management of these funds has been grabbing a 
lot of attention. 51 In a widely-cited paper, 
Morgan Stanley’s Stephen Jen estimated that 
the current size of the world’s SWFs could be as 
large as US$2.5 trillion.  (This would compare 
to the between US$1.5 trillion-US$2 trillion 
that is estimated to be at the disposal of the 
hedge fund industry.)  But Jen also forecast that 
the size of SWFs could soar to nearly US$12 
trillion by 2015. 52 

The current profile of SWFs is dominated by oil 
and gas-revenue related funds: Jen estimates 
these account for about two-thirds of the total, 
with the balance mainly controlled by Asian 
exporters (Annex II, Table 2).  But he 
anticipates that the share of the former will 
gradually decline relative to the latter, with 
China’s proposed SWF set to be the single 
largest such institution by 2009, overtaking the 
current leader, the Abu Dhabi Investment 
Authority. 

Of course, given their huge stocks of foreign 
exchange reserves, the same governments now 
contemplating establishing or expanding SWFs 
already own large stocks of developed country 
financial assets. 53 The difference that has been 
seized upon in much of the commentary to date 
is that while these existing holdings are 
typically in government paper (such as US 
treasury bills) which does not offer any direct 
control to the investor, the new investments are 
more likely to take the form of equity stakes 
which will confer ownership rights.  Moreover, 
such investments may have a tendency to 
cluster in industries that are sensitive to
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national security considerations, such as 
infrastructure, transport and energy. 54 Other 
concerns over a growing role for SWFs in 
international financial markets have focused 
either on the lack of transparency of many 
SWFs, or on the particular risks associated with 
ownership by government-controlled entities. 
In particular, the possibility that government- 
ownership could entail the pursuit of objectives 
other than the maximisation of shareholder 
value has been sounding warning bells. 55 

As Second thoughts pointed out, the experience 
when China’s CNOOC attempted (and failed) 
to buy US oil company Unocal, suggests that 
the developed world is uncomfortable with the 
idea of seeing control of what it thinks are 
strategic assets pass into the hands of potential 
competitors. Some form of financial 
protectionism appears to be one likely 
response.  Following the Dubai Ports World 
saga in 2005, the United States has already 
moved to tighten foreign investment controls. 
On 26 July this year the Foreign Investment 
and National Security Act of 2007 was signed 
into law, making significant changes to the 
foreign investment review process. 56 In 
particular, the scope of the review process was 
broadened to include a mandatory review of 
transactions where the buyer is a foreign 
government or is controlled by or acting on the 
behalf of such a government.  Washington has 
also asked the IMF and World Bank to 
establish a code of good practice for SWFs. 
Elsewhere, Brussels is reported to be 
considering European-wide guidelines, and 
Germany is thinking about adopting a US-style 
approach to screening foreign investment. 
There have now been several calls for the 
introduction of internationally agreed 
standards covering government-controlled 

international investment and the operation of 
SWFs, including potentially quite onerous 
disclosure requirements. 57 

While some of the concerns expressed 
regarding the operation of SWFs are perfectly 
legitimate, nevertheless emerging markets will 
justifiably feel that there is an element of rich- 
world hypocrisy at work here.  After all, 
politicians in some developing countries have 
long been sceptical about the actions of non- 
transparent hedge funds, for example.  And no 
matter how much their developed country 
interlocutors might insist that the key difference 
is one of government versus private ownership, 
they are likely to suspect that the real difference 
is whether the control is being exercised by a 
developed or a developing economy.  In this 
context, one interesting possibility is whether 
US demands for greater official oversight of 
SWFs will be met by calls for similar treatment 
for hedge funds and other private sector 
institutions.  Certainly, the current volatility in 
international financial markets means that calls 
for greater international financial regulation are 
already on the rise. 58 

Conclusion 

In the months since Second Thoughts was 
written, developments have been broadly 
consistent with the hypothesis presented in the 
Paper of an ongoing rethink in the developed 
world regarding the implications of 
globalisation.
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Annex I:  Selected examples of 

pending China legislation in 

the US Congress 

As mentioned in the main text, the US Congress 
(both the House and the Senate) have crafted a 
number of bills targeting China’s currency 
policy.  Several different approaches are on 
offer, with some bills proposing to levy tariffs 
on Chinese products equal to the estimated 
undervaluation of the renminbi and others seek 
to treat renminbi undervaluation as equivalent 
to a subsidy, and hence subject to the use of 
countervailing duties.  Yet another approach 
seeks to amend the way that the US Treasury 
evaluates cases of currency manipulation in 
order to increase the likelihood of an adverse 
finding against Beijing (since to date Treasury 
has been reluctant to deliver any such result). 

Several examples are listed below. 

In the Senate: 

The Currency Exchange Rate Oversight 
Reform Act of 2007 (S.1607), sponsored by 
Max Baucus (D) Charles Grassley (R) Charles 
Schumer (D) and Lindsey Graham (R). 
Originating in the Senate Finance Committee, 
this bill requires the Secretary of the Treasury 
to report biannually to Congress on misaligned 
currencies.  Currencies judged to be 
‘fundamentally misaligned’ are to be designated 
for priority action, beginning with bilateral 
consultations with the country in question.  If 
the misalignment then persists for 180 days 
after these consultations, then the United States 
is to use antidumping measures.  Other punitive 
measures relating to federal procurement, 
Overseas Private Investment Corporation 

(OPIC) financing and insurance and support 
for multilateral bank financing would also be 
invoked.  After 360 days, the US Trade 
Representative (USTR) would be required to 
file a case at the WTO, while the Treasury 
Secretary would be expect to consult with the 
US Federal Reserve regarding the possibility of 
remedial currency intervention. 

The Currency Reform and Financial Markets 
Access Act of 2007 (S. 1677) sponsored by 
Chris Dodd (D) Richard Shelby (R) and 
originating in the Senate Banking, Housing and 
Urban Affairs Committee seeks to make it 
easier for Treasury to identify a country as 
manipulating its currency by removing the 
requirement of finding ‘intent’.  If currency 
manipulation is identified, then the Secretary of 
the Treasury has 30 days in which to adopt a 
proposal to counter the manipulation and begin 
negotiations with the country in question.  If no 
progress has been made after 300 days, then 
WTO action should be pursued. 

The Fair Currency Act (S. 796) sponsored by 
Jim Bunning (R) Debbie Stabenow (D) 
originates in the Senate Finance Committee.  It 
seeks to amend the 1930 Tariff Act in order 
that exchange rate misalignment can be treated 
as an export subsidy, and hence be subject to 
the use of countervailing duties. 

In the House: 

The Currency Reform for Fair Trade Act of 
2007 (HR. 2942) sponsored by Tim Ryan (D) 
Duncan Hunter (R) of the House Ways and 
Means Committee combines the Baucus- 
Grassley approach (using antidumping laws in 
the case of misaligned currencies) with a
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provision that countervailing duty laws be 
made applicable to non-market economies, and 
that currency misalignment should then be 
treated as a subsidy in calculating 
countervailing duties. 

The Nonmarket Economy Trade Remedy Act 
of 2007 (HR.1229) sponsored by Artur Davis 
(D) Philip English (R) of the House Ways and 
Means Committee would amend the Tariff Act 
of 1930 in order to require the Commerce 
Department to accept countervailing duty cases 
against non-market economies.  It would create 
a new mechanism in which congressional 
approval would be required to implement a 
decision by Commerce to ‘graduate’ a country 
to market economy status. 

The Fair Currency Act of 2007(HR. 782) is the 
House counterpart to the Senate bill of the 
same name.
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Annex II: Tables 

Table 1: How China’s growing power affects your country (selected results) 
Growing economy  Growing military power 

Good thing 
(%) 

Bad thing (%)  Good thing 
(%) 

Bad thing (%) 

Canada  50  41  16  66 
US  41  45  15  68 
Spain  35  44  15  58 
France  35  64  15  84 
Britain  45  41  12  66 
Germany  39  55  10  77 
Sweden  62  18  9  61 
Italy  19  65  7  70 
Japan  57  27  6  80 
Source: Chapter 3 in The Chicago Council on Global Affairs (2007) 

Table 2: Selected Sovereign Wealth Funds 
Country  Name  Estimated size (US$ b) 
UAE  Abu Dhabi Investment Authority (ADIA)  500 ­ 875 
Singapore  Government of Singapore Investment 

Corp. (GIC) 
100 – 330 

Saudi Arabia  Various Saudi Funds  300 
Norway  Government Pension Fund ­ Global  300­308 
China  State Foreign Exchange Investment Corp 

+ Central Huijin 
300 

Singapore  Temasek Holdings  100­108 
Kuwait  Kuwait Investment Authority (incl Future 

Generations Fund + General Reserve 
Fund) 

70­213 

Russia  Stabilisation Fund  32­122 
Qatar  Qatar Investment Authority  50 
Sources: Estimates from Economist (2007) and Truman (2007) 
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