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Trumpian Disconnect in North America

Fragmentation threatens essential trade relations
Marsha Vande Berg*

Markets are entering the new year clinging tightly to the uncertain view that job
expansion and strong consumer spending will continue, that gains in capital markets
will persist, and that countries like China and India will propel the world economy.
Global growth projections are pushing upwards of 3.5% — but there remains an uneasy
undertow to this outlook.

Investors understand that markets thrive on perceptions, sometimes accurate and
sometimes not so accurate. This dichotomy is especially problematic in the US, where
there is a growing disconnect between the success of domestic markets and the politics
of a country managed by a leadership that eschews governing. As the Trump
administration attempts to overhaul the domestic political and regulatory discourse as
well as Washington’s global leadership role, confidence in markets and the economy is
sure to be tested.

For now, the economy has managed to maintain its ‘sugar high,” as described by
former US Treasury Secretary Larry Summers. The stock market kept its gains and
climbed even higher as the most consequential tax bill in three decades was ushered
into law in December 2017. The passage of theTax Cuts and Jobs Act of 2017 marked
Donald Trump’s most significant legislative victory. It promises economic growth that
will trickle down to help pay for the $1.5tn in tax cuts

weighted in favour of corporates and wealthier taxpayers. Its funding will depend
on motivated corporate spending at a time of almost full employment, as well as key

policy advances requiring bipartisan support. So far there are few if any indications that

1 Marsha Vande Berg is a Distinguished Career Fellow at Stanford University. This article appeared in the Bulletin
January 2018 published by OMFIF
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the Democrats intend to go along with their Republican counterparts.

At some point, this euphoria is sure to abate. Signs could appear as early as the
forthcoming debate on the 2018-19 federal budget. In addition to the tax law failing to
receive Democratic votes in the House or the Senate, Republican-led efforts to advance
related initiatives will be met with harsh questioning on the soundness of US fiscal
policy in the light of the country’s 104% debt to GDP ratio, the outlook for the dollar
and interests rates, and new leadership running monetary policy. The outcome of major
midterm elections in 2018, which could determine which party controls Congress at the
start of next year, will play a significant role.

Much of this is not new. What is new is an awareness of the potential for disruption
owing to a lack of seriousness about governance and the value of longstanding
relationships. This does not mean that 30-year-old treaties should not be examined and
renegotiated to update terms; but upending such norms requires thoughtful
consideration about the advantages and downsides of what has come before.

Whether on trade, deregulation or filling crucial government positions, there is the
threat that the depth of the disconnection between the economy and US politics will

engender policy error and geopolitical risk.

“Worst trade deal ever made’

On trade, the Trump administration signaled its unequivocal preference for
bilateral over multilateral agreements when the president pulled the US out of the Trans-
Pacific partnership. e has disparaged economies with large bilateral trade surpluses
against the US as harmful to domestic business and manufacturing. Trump has also
made his intentions to renegotiate the North Atlantic Free Trade Agreement clear to
Mexico and Canada.

‘We are in the Nafta (worst trade deal ever made) renegotiation process with
Mexico and Canada. Both being very difficult, may have to terminate?’ Trump tweeted
in August 2017. Although a round of talks was completed in October, populist political
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rhetoric is surfacing in Mexico. The July 2018 presidential race is turning into a

referendum on which candidate will stand up to Trump. The longstanding and vital
relationship between Mexico and the US is under severe strain, reflectedin the populist
jabs from both sides of the 2,000-mile border.

While the ruling Institutional Revolutionary Party is yet to name its candidate,
Andre Manuel Lopez Obrador, a fiery leftist and former Mexico City mayor, is an early
front-runner. Obrador has described Trump as an ‘irresponsible bully’ and promised to
reject any deal on Nafta that is not in Mexico’s favour.

A fractured US-Mexico relationship and a less than favourable trade agreement
for any or all of the three countries in Nafta would portend major changes for
manufacturing and businesses dependent on global supply chains. Since Nafta took
effect in 1994, US trade with Mexico and Canada has more than tripled, while Mexico
and Canada rank as the second and third largest exporters to the US after China. Both,

likewise, are leading importers of US products.

Indifference to governance

Trump has invited suspicions of cronyism in selecting the heads of important
government agencies. They are poised to implement his intended deregulation of
business and the financial sector. These appointees, ranging from the US Treasury
secretary to the chairs of the Securities and Exchange Commission and the Federal
Reserve, must deal with two critical issues. First, key supporting positions in each
agency are yet to be filled - indeed, they may never be filled. Second, Trump’s
confidants may find that outsized problems quickly overwhelm decision-making, at the
same time that staffs are not in place to keep the government operational.

Such indifference by the White House to the mechanics of governing is striking.
It threatens the delivery of services to citizens, as well as Washington’s capacity to
extend US influence in global decision-making and rule-setting. Inseparable from the

emerging Trumpian view, this reflects a more narrowly defined participation in global
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relations than was the case with the president’s predecessors.

In early December 2017, the number of Trump appointments and Senate
confirmations lagged considerably behind that of Barack Obama and George Bush at
the same point in their administrations. Of the 4000 positions a president has the
opportunity to fill, 1200 require Senate confirmation. As of 6 December, 253 Trump
nominees had been confirmed and 492 are pending. At the same point in Obama’sfirst
term, 413 had been appointed and confirmed, and 616 were pending, while George
Bush had 481 confirmed and 705 pending.

The ostensible strength of the economy, represented by US stock markets’
impressive performance since Trump took office, means the implications of this
administration’s indifference may be slow to register. But they will emerge soon, and

not only for investors.
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Evidence-based Policy Making to Enhance

Development Effectiveness
HUR Yoonsun*

In 2016 around USD 142 billion, the highest amount of ODA in history, went into
developing countries to support their education, health, and governance, and ultimately
to enhance the economic growth of developing countries.? Korea's development
assistance achieved a new peak of USD 2 billion in 2016, a 3.4% increase in real terms
from 2015. Thus the amount of development assistance provided to developing
countries from developed countries including Korea has been continuously in-creasing
since 1990. After several decades of development assistance, policymakers and the civil
society are questioning the effect of development assistance. What results are these
huge amounts of development assistance actually having? Does this assistance
efficiently and effectively support the growth of developing countries? If not, what can
we do to enhance the effect of development assistance?

The effect of development assistance has long been an important topic for
policymakers and scholars. Various evaluation methodologies such as before-after
analyses and cost-benefit analyses have been utilized to evaluate the effect of
development activities. Some scholars have tried to measure the macroeconomic effect
that development assistance has on the economic indicators of developing countries.
But the question whether development assistance has been effective in developing
countries still remains a controversial subject. The disadvantage of the former
evaluation approach is that it does not exactly reveal whether the effect can be attributed
to the development aid activity. Also, if the effect of development assistance is negative,

it is impossible to know which factors in the project have contributed to this negative

1 Ph.D., Associate Research Fellow, Development and Cooperation Team, Korea Institute for International
Economic Policy.
2 OECD DAC Statistics. (http://www.oecd.org/development/stats/idsonline.htm). Accessed November 1, 2017.

IMI | 38



/ﬁ%
3 == | 40
o | (U
2018 5 % 7 % % 250 #7
effect. Such evaluation methods were of little help in later policy design and

s
4

development effectiveness.

In the early 2000s, an effort was made to improve the effectiveness of development
cooperation projects through results-based management in order to respond to criticism
surrounding the effectiveness of assistance and scientifically demonstrate the
performance of development projects. The Busan Partnership for Effective
Development Cooperation in 2011 emphasized the role of evaluation in providing
results and enhancing development effectiveness. The development agencies have
begun to demonstrate the effectiveness of development cooperation projects by
rigorously assessing the impact of individual development cooperation projects on
beneficiaries. The World Bank, as a leading agency for development effectiveness,
actively adopted RCT (randomized controlled trial)-based impact evaluation methods
to assess the causality between activity and impact. The US, Japan, and UK also
recently reformed their evaluation systems to scientifically demonstrate the
performance of development projects using experimental and quasi-experimental
methodology. Compared to former evaluation methods, rigorous evaluation procedures
that include, for instance, impact evaluation are better suited to reveal the causality
between activity and impact and the reason why things are working or not. Thus these
rigorous evaluation methods are used as a tool for accountability and learning,
managing for development results, and eventually the input for evidence-based policy
making in the international community.

Recently, the internal and external demands to adopt evidence-based policy
making and enhance development effectiveness are increasing in Korea. Korea has
been reforming its ODA and evaluation system to enhance the efficiency and
effectiveness of its development assistance since its joining the OECD DAC in 2010.
The evaluation system of Korea's ODA can be categorized into two parts: integrated
evaluation and self-evaluation. Self-evaluation is managed by each executing agency,

while integrated evaluation is conducted by the sub-committee for evaluation under the
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CIDC of Prime Minister's Office. Under the current sys-tem, each development agency

and ministry selects the project to evaluate and conducts self-evaluation, in accordance
with guidelines from the integrated evaluation system. Most evaluation for Korea's
ODA projects focuses on ex-post evaluation which is limited when it comes to revealing
the causality between project and effect, and thus makes but limited contribution to
future policy planning.

It is time for Korea to adopt rigorous evaluation, such as impact evaluation, to
enhance development effectiveness through evidence-based policy making. The first
step for that would be to build knowledge about the importance of rigid evaluation
among stakeholders. Rigid evaluation is often costly and time-consuming, making it
difficult to incorporate into the cur-rent evaluation system of Korea's ODA. It will be
necessary to persuade various stakeholders to support the reform of the evaluation
system to enhance development effectiveness. Second, more systematic selection
process is needed. Currently each agency autonomously selects the project they
evaluate, mostly toward the middle or end of the project. Building a systematic
evaluability-assessment process will help these agencies select the projects which can
provide substantial evidence to key policy decision such as scaling up the project.

It is not to say to immediately revise Korea's ODA evaluation system and conduct
an impact evaluation on all aid projects. In the short term, it is considered to implement
the impact evaluation of small and innovative project to strengthen the capacity of the
evaluation. In the mid-to-long term, however, a strategic assessment and feedback
process should be set up to evaluate the impact of a large project that is a flagship
initiative with influential result. This strategic ODA evaluation system will contribute

to evidence-based policy making and enhance development effectiveness in the future.
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