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INTRODUCTION TO GLOBALIZATION AND ITS DISCONTENTS REVISITED

1 Source: IMF, World Economic Outlook database (WEO), April 2017, using GDP (in current U.S. dollars) and population data for the year 2016 and the IMF’s definition of “emerging and developing economies.”

2 GDP per capita (current U.S. dollars) in 2016. Source: World Bank, World Development Indicators database.

3 Of course, Smith and Ricardo didn’t call it “globalization.” That term emerged in the middle of the twentieth century, and didn’t become widely used until the 1980s.

4 More sophisticated analysts quarrel with the way we measure GDP and income, and in particular price deflators, the adjustments used for inflation. While our metrics are imperfect, and do underestimate some of the benefits of technological change, they also underestimate the reductions in well-being as a result of increased insecurity. On net, my judgment is that matters may be worse than the most commonly cited numbers suggest. I chaired the international Commission on the Measurement of Economic Performance and Social Progress, which investigated these matters. See, for instance, its 2010 report: Mismeasuring Our Lives: Why GDP Doesn’t Add Up, with J. Fitoussi and A. Sen (New York: New Press, 2010).

5 A. Case and A. Deaton, “Rising Morbidity and Mortality in Midlife Among White Non-Hispanic Americans in the 21st Century,” Proceedings of the National Academy of Sciences 112 (49) (2015), pp. 15078–83. They subsequently updated their findings in “Mortality and Morbidity in the 21st Century,” prepared for the Brookings Panel on Economic Activity, March 23-24, 2017.

6 National Center for Health Statistics (2016), Mortality in the United States, 2015, NCHS Data Brief 267.

7 Milanović ranks people in the world from the bottom to the top in terms of income. Those around the global 50th percentile represent the new middle classes in the emerging markets, and they’ve seen an increase in incomes of some 100 percent between 1988 and 2011. See Branko Milanović, Global Inequality: A New Approach for the Age of Globalization (Cambridge, MA: Harvard University Press, 2016).

8 Source: The World Bank China Overview, available at http://www.worldbank.org/en/country/china/overview.

9 Comparison based on IMF World Economic Outlook (WEO) and World Bank data available as of August 2017. This comparison deflates the nominal value of the trade increase using the producer price index. Using the consumer price index—which is the more common way of looking at inflation, but less appropriate for gauging trade increases—a somewhat lower figure is arrived at. However, the point stands that trade has grown dramatically faster than the size of the global economy.

10 Sources: IMF World Economic Outlook (WEO) and International Financial Statistics (IFS), April 2017.

11 There is a large literature showing how excessively strong and poorly designed intellectual property regimes can impede innovation. The most telling example is provided by what happened when the U.S. Supreme Court decided that one couldn’t patent genes. An American company, Myriad, had the patent on two genes, the presence of which dramatically increased the likelihood of breast cancer. The company would not allow others to provide tests for the presence of the gene, and its own tests were not as accurate as those developed by others. After the Court’s decision, there was a rash of innovations, bringing down the cost and improving the quality of the tests. Elsewhere, I have explained how tighter intellectual property rights reduce the size of the pool of knowledge for others to draw upon, thereby impeding innovation. See “Intellectual Property Rights, the Pool of Knowledge, and Innovation,” NBER working paper 20014, March 2014, available at http://www.nber.org/papers/w20014.pdf?new_window=1. For a broader explanation of how innovation can and has been hurt, see C. Henry and J. E. Stiglitz, “Intellectual Property, Dissemination of Innovation, and Sustainable Development,” Global Policy 1(1), pp. 237–51.

12 The top marginal tax rate has fallen dramatically in the globalization era, going from 70 percent in 1980 to as low as 28 percent in 1988, and to 39.6 percent in 2017. In 1997, taxes on capital gains—a major form of income of the very rich—was markedly reduced, with further reductions under President George W. Bush, eventually reaching just 15 percent. This contributed to the regressive nature of U.S. taxation, in which those at the top pay a smaller percentage of their income in taxes than those lower down.

13 While some inequality may be useful in providing incentives, there is now a general consensus—including among such mainstream institutions as the IMF and the OECD (the “think tank” of the advanced countries) that excessive inequality leads to poorer economic performance, undermines democracies, and leads to a divided society. See, for example, Joseph E. Stiglitz, The Price of Inequality: How Today’s Divided Society Endangers Our Future (New York: W. W. Norton, 2012).

14 Of course, this was not always the case, but it was true for many of the better-managed firms, and was the “story” depicted by the advocates of capitalism.

15 Sean F. Reardon and Kendra Bischoff, “Income Inequality and Income Segregation,” American Journal of Sociology 116 (4) (January 2011), pp. 1092–153; Richard Fry and Paul Taylor, “The Rise of Residential Segregation by Income,” Pew Research Center, August 1, 2012, available at http://www.pewsocialtrends.org/2012/08/01/the-rise-of-residential-segregation-by-income/.

16 Unlike German steel producers, America hadn’t competed by producing high-quality specialty steels, which require highly skilled workers and involve advanced technology. The country didn’t make the investments in people and technology that that required. It was trying to compete in the mass-produced steel in which China had quickly learned to excel.

17 A Google image search yields many haunting photos (http://bit.ly/2hmTJ3B). A picture of what has happened to the school and community surrounding it can be vividly seen in a film I did after publishing GAID, to graphically show the impact of globalization on various parts of the world: Around the World with Joseph Stiglitz, directed by Jacques Sarasin (Les Productions 100 Faire Bleu, Swan Productions, ARTE France, with the participation of Île-de-France), available at https://vimeo.com/153222282.

18 For instance, at the time that I wrote GAID, many of the critical decisions were made by the G-7, a group of the richest advanced countries (United States, Germany, France, Canada, Italy, Japan, and the UK). China and India were excluded, even though they had 40 percent of the world’s population. There have been some significant changes in global governance since the publication of GAID.

19 I emphasize “for the most part” because, for instance, the standard economic models underestimated the dangers of capital market liberalization and overestimated the benefits. See Joseph E. Stiglitz, “Capital Market Liberalization, Globalization, and the IMF,” in Joseph E. Stiglitz and José Antonio Ocampo, eds., Capital Market Liberalization and Development (New York: Oxford University Press, 2008), pp. 76–100. (Revised and updated version of an article with the same title originally published in Oxford Review of Economic Policy 20 [1] [2004], pp. 57–71.) So too for certain other aspects of globalization, as I emphasize in chapters 1 and 2.

20 I elaborate on this idea in my paper by the same name: “Social Protection Without Protectionism,” in Mary Kaldor and Joseph E. Stiglitz, eds., The Quest for Security: Protection Without Protectionism and the Challenge of Global Governance (New York: Columbia University Press, 2013), pp. 24–47.

21 A commonly used indicator is the inequality-adjusted Human Development Index (HDI) put out annually by the UNDP, in which the Scandinavian countries Norway, Denmark, Iceland, and Sweden ranked 1, 5, 9, and 14, respectively, in 2015. (Source: Human Development Report 2016: Human Development for Everyone, UNDP, March 2017, available online at http://hdr.undp.org/sites/default/files/2016_human_development_report.pdf.)

22 This is a main theme in my recent books The Great Divide: Unequal Societies and What We Can Do about Them (New York: W. W. Norton, 2015) and The Price of Inequality: How Today’s Divided Society Endangers Our Future, op. cit.

23 The idea of a Washington consensus was originally formulated by John Williamson in 1989. The term evolved to incorporate all of the central tenets of IMF/World Bank orthodoxy, even when they were not included in Williamson’s original formulation. Thus, capital account liberalization became part of the Washington Consensus, even though Williamson himself was critical of it. For a broader discussion of the evolution of the term, see Joseph E. Stiglitz, “Is There a Post-Washington Consensus Consensus?” in Narcis Serra and Joseph E. Stiglitz, eds., The Washington Consensus Reconsidered: Towards a New Global Governance (New York: Oxford University Press, 2008), pp. 41–56; and John Williamson, “A Short History of the Washington Consensus” in the same volume, pp. 14–30.

24 This term is used even when the policies apply outside of the industrial sector, for instance, in agriculture.

25 As I explain in the afterword, many of these ideas are being questioned today, even within the IMF and the World Bank—a shift that began some twenty years ago. For instance, the 1998 World Development Report, Knowledge for Development, recognized the importance of secondary and university education, as well as primary education, if the knowledge gap separating advanced countries and developing countries was to be addressed. In the afterword, I also explain how in the past quarter century the Washington Consensus has become discredited. A new consensus has emerged, called the Stockholm Consensus. (For a summary, see https://www.sida.se/globalassets/sida/eng/press/stockholm-statement.pdf.)

26 These were called “escalating tariffs,” with higher tariffs on the higher value-added products. See Joseph E. Stiglitz and Andrew Charlton, Fair Trade for All (New York: Oxford University Press, 2005).

27 There is now a large branch of economics called behavioral economics, exploring the systematic ways in which individuals act “irrationally.” More recent developments have emphasized that the economic system shapes individual preferences and behavior (in contrast to standard theory, which assumes preferences as given), for instance, making individuals more selfish or more shortsighted than they might be otherwise. See, for instance, bestselling books such as Daniel Kahneman, Thinking, Fast and Slow (New York: Farrar, Straus & Giroux, 2011); Michael J. Sandel, What Money Can’t Buy: The Moral Limits of Markets (New York: Farrar, Straus & Giroux, 2012); and Richard H. Thaler, The Winner’s Curse: Paradoxes and Anomalies of Economic Life (Princeton, NJ: Princeton University Press, 1992). For a discussion of how preferences are shaped, see Karla Hoff and Joseph E. Stiglitz, “Striving for Balance in Economics: Towards a Theory of the Social Determination of Behavior,” Journal of Economic Behavior and Organization 126(B) (2016), pp. 25–57.

28 Of course, in a short book, I could not really go far back into history: globalization has been with us in fact for a very long time, evidenced, for instance, by the foods we eat, which originate in many different parts of the world. A key driver of economic activity in the last few centuries has been the creation of new trade routes and new colonies.

29 Fortunately, there seems to be a large gap between Trump’s campaign rhetoric and what his administration has done. Later in the book, I explain why this should not come as a surprise.

30 Indeed, the evidence is that such agreements would have had a negligible effect on growth. See the discussion in chapter 1.

31 This has historically been the case, though in recent years developing countries and emerging markets have had larger emissions of greenhouse gases. Still, the United States has the highest level of emissions per capita.

32 See J. E. Stiglitz, “Sharing the Burden of Saving the Planet: Global Social Justice for Sustainable Development,” in Mary Kaldor and Joseph E. Stiglitz, eds., The Quest for Security: Protection Without Protectionism and the Challenge of Global Governance (New York: Columbia University Press), pp. 161–90.

33 UN Conference on the World Financial and Economic Crisis and Its Impact on Development, June 2009. Outcome of the conference available at http://www.un.org/esa/ffd/documents/Outcome_2009.pdf.

34 The United States has, however, paid a high price for this advantage. As foreign countries buy more U.S. bonds, the value of the exchange rate increases, depressing exports and increasing imports—part of the cause of the trade deficit that Trump excoriates.

I had been active in promoting a global reserve system, and an international commission which I chaired, whose key recommendations were endorsed by the UN General Assembly, came out strongly in support of such a system. When I discussed the matter with President Obama, he seemed to understand the costs to the U.S. economy of the current reserve arrangement, but he saw too the advantages, the ability to borrow at a low interest rate, and those advantages seemed particularly relevant at a time when the United States was running large deficits in its attempt to emerge from the 2008 crisis. Besides, a change in the global reserve system was a radical change, something too radical for Obama’s natural conservatism. See The Stiglitz Report: Reforming the International Monetary and Financial Systems in the Wake of the Global Crisis, with Members of the Commission of Experts on Reforms of the International Monetary and Financial System appointed by the president of the United Nations General Assembly (New York: New Press, 2010); Bruce Greenwald and Joseph E. Stiglitz, “A Modest Proposal for International Monetary Reform,” in Stephany Griffith-Jones, José Antonio Ocampo, and Joseph E. Stiglitz, eds., Time for a Visible Hand: Lessons from the 2008 World Financial Crisis (Oxford: Oxford University Press, 2010), pp. 314–44; and Bruce Greenwald and Joseph E. Stiglitz, “Towards a New Global Reserve System,” Journal of Globalization and Development 1 (2) (2010), article 10.

35 In 2015, China’s urban manufacturing employment was around 80 million, while Sub-Saharan Africa’s population between twenty-five and sixty-four years old is projected to increase by 581 million by 2050. Sources: China Statistical Yearbook and United Nations (World Population Prospects, median fertility variant).

36 Which, in any case, will only be effective in 2020, just as his term comes to an end.

37 According to the Department of Homeland Security report, the number of successful illegal entries—including people making multiple attempts—between ports of entry along the entire southern border with Mexico plummeted from 1.7 million in 2005 to 170,000 in 2015. Source: “Barely Half of Illegal Border Crossers from Mexico Caught,” Associated Press, October 6, 2016, http://www.latimes.com/local/lanow/la-me-border-cross-20161006-snap-story.html.

38 See Joseph E. Stiglitz, Freefall: America, Free Markets, and the Sinking of the World Economy (New York: W. W. Norton, 2010).

39 Some economists like Nobel Prize winner Gary Becker argued that there was no discrimination—income differences just reflected differences in productivities. See Gary Becker, The Economics of Discrimination, Second Edition (Chicago: University of Chicago Press, 1971). Not surprisingly, there was a large subsequent literature explaining what was wrong with Becker’s theory. See, for instance, J. E. Stiglitz, “Approaches to the Economics of Discrimination,” American Economic Review 62 (2) (May 1973), pp. 287–95.

40 See David Autor et al., “A Note on the Effect of Rising Trade Exposure on the 2016 Presidential Election,” MIT working paper, 2016; Betsy Cooper et al., “The Divide over America’s Future: 1950 or 2050? Findings from the 2016 American Values Survey,” Public Religion Research Institute Report, 2016; and Brian F. Schaffner, Matthew MacWilliams, and Tatishe Nteta, “Explaining White Polarization in the 2016 Vote for President: The Sobering Role of Racism and Sexism,” University of Massachusetts Amherst working paper, 2017.

41 I noted earlier that China moved some 800 million out of poverty. Standard economic theory predicted that unskilled workers in the less developed world would benefit from globalization. It did not predict that the more educated, skilled workers would benefit as well. That they have done so is in part a tribute to how these countries managed globalization.

42 It would be tempting to focus just on the mortgage originators, who engaged in predatory lending. But the lying and deceit that was necessary to make the whole corrupt system “work” brought into the vortex the rating agencies, most of the investment banks, and a host of others. See Joseph E. Stiglitz, Freefall: America, Free Markets, and the Sinking of the World Economy, op. cit., and the studies cited there; and The Financial Crisis Inquiry Report: Final Report of the National Commission of the Causes of the Financial and Economic Crisis in the United States, submitted by the Financial Crisis Inquiry Commission, February 25, 2011, available at https://www.gpo.gov/fdsys/pkg/GPO-FCIC/pdf/GPO-FCIC.pdf.

43 The ideas in this section are elaborated upon in Joseph E. Stiglitz with Nell Abernathy, Adam Hersh, Susan Holmberg, and Mike Konczal, Rewriting the Rules of the American Economy, A Roosevelt Institute Book (New York: W. W. Norton, 2015), available at http://www.rewritetherules.org.

44 Since GAID, I have written extensively on various aspects of globalization, most notably Making Globalization Work (New York: W. W. Norton, 2006); Fair Trade for All, with Andrew Charlton (New York: Oxford University Press, 2005); and An Agenda for the Development Round of Trade Negotiations in the Aftermath of Cancún, with Andrew Charlton, prepared for the Commonwealth Secretariat, 2004. My book on the euro deals with one aspect of globalization—the attempt by a group of countries to share a common currency. See my book The Euro: How a Common Currency Threatens the Future of Europe (New York: W. W. Norton, 2016).




PART I

1 Done for the Roosevelt Institute: S. Greenberg and N. Zdunkewicsz, “The Unheard Winning and Bold Economic Agenda,” Democracy Corps Memorandum, 2016.

2 Though the outcome was the result of America’s peculiar electoral system. Trump got 2.9 million fewer votes than Clinton.

3 The United States, representing the interests of producers of GMO seeds, has for instance argued that such disclosures are an unfair trade practice, because consumers in Europe will steer clear of products containing GMO products. The United States has thus been arguing not only against restrictions on GMOs, but for restrictions on access to information that individuals value.




CHAPTER 1

1 P. A. Samuelson, “Welfare Economics and International Trade,” American Economic Review 28 (2) (1938), pp. 261–66.

2 See David Ricardo, On the Principles of Political Economy and Taxation, 1817, and Adam Smith, The Wealth of Nations, 1776. It is worth noting that trade policy has been the subject of contention in public policy for more than two and a half centuries.

3 This is not their only responsibility: they have to balance this against other objectives—most important, ensuring price stability. The central bank of the eurozone, the European Central Bank, has been criticized for having a mandate focusing just on inflation (see, e.g., Joseph E. Stiglitz, The Euro: How a Common Currency Threatens the Future of Europe, op. cit.), though more recently, under the leadership of Mario Draghi, it has interpreted that mandate more broadly.

4 Any theory is only as good as the assumptions which go into it—as the expression goes, garbage in—garbage out. If the assumptions are unrealistic, the conclusions are likely to be false or at least misleading.

5 See D. Autor, D. Dorn, and G. H. Hanson, “The China Syndrome: Local Labor Market Effects of Import Competition in the United States,” American Economic Review 103 (6) (2013), pp. 2121–68.

6 Economists distinguish between traded goods and services—like cars and TVs—that are made in one country and can be purchased in another, and nontraded goods. Some services, like university education, are traded—many students study abroad. The sale of these services to foreigners creates jobs, just like the sale of manufactured goods does. As I note later, Trump and some of his advisers have become obsessed with goods, ignoring the high-paying services that are part of America’s comparative advantage.

7 The Washington Consensus policies that I discuss briefly in the introduction, and which are the center of my critique of globalization in GAID, are based on such models. I often referred to these policies as market fundamentalism because they were predicated on an almost religious faith in markets. Adam Smith had talked about the virtues of markets, but he realized, as well, their limitations. Since then, major advances in economics have centered around deepening our understanding of the limits of markets, for instance showing that whenever there were imperfections of information (that is, always), markets are not, in general, efficient. My work in this area was the basis of the Nobel Memorial Prize that was awarded in 2001. (See, in particular, Bruce C. Greenwald and Joseph E. Stiglitz, “Externalities in Economies with Imperfect Information and Incomplete Markets,” Quarterly Journal of Economics 101 (2) (May 1986), pp. 229–64.) It used to be the presumption that markets were efficient; there were limited circumstances, such as unemployment or pollution, requiring government intervention. Now, the presumption is reversed: markets are typically inefficient. The task of government is to identify those instances where the inefficiencies are the greatest and where selective intervention is most likely to improve matters.

8 This is a result I showed with Professor David Newbery of Cambridge University more than a third of a century ago. See “Pareto Inferior Trade,” Review of Economic Studies 51 (1) (1984), pp. 1–12. Professor Partha Dasgupta (also of Cambridge University) and I were able to show that quotas—restrictions on the absolute amount that could be imported—might be better than tariffs, upending a key pillar of trade policy of the last half century, which has been to convert quotas into tariffs. See “Tariffs vs. Quotas as Revenue Raising Devices Under Uncertainty,” American Economic Review 67 (5) (1977), pp. 975–81.

9 I warned about these issues in Making Globalization Work, op. cit., the book on globalization that I wrote following GAID. GAID had explained what had gone wrong with globalization. In Making Globalization Work, I sought to explain what could be done to make it work right. Chapter 4 in this book can be viewed as an extension of that work.

10 This was a concern in South Africa, which took measures to protect small African producers, insisting that Walmart incorporate them into its supply chain. For full disclosure: I was an expert witness appointed by the South African government in its case against Walmart.

11 In these cases, trade can originate based not on relative competence, as in the standard theory, but on relative market power. In Mexico, Walmart demonstrated another strength which need not contribute to societal well-being: greater willingness and ability to engage in corruption. For the story that broke the scandal, see David Barstow, “Vast Mexico Bribery Case Hushed Up by Wal-Mart after Top-Level Struggle,” New York Times, April 21, 2012.

12 That is, they worry that small producers will always claim that a large firm from abroad has market power, and that is why it can undersell.

13 This is one of the central points in Bruce C. Greenwald and Joseph E. Stiglitz, Creating a Learning Society: A New Approach to Growth, Development, and Social Progress (New York: Columbia University Press, 2014; Reader’s Edition, 2015).

14 Some point to Germany and its success in retaining manufacturing jobs, suggesting that if the United States would only follow Germany’s example, it could recover its manufacturing jobs. This is wrong, for several reasons. As I discuss later (chapter 3), total global manufacturing jobs will be in decline, and it will be even difficult for the United States to retain its current share. Germany did so in part by having an undervalued exchange rate, the result of its being part of the euro. But Germany did so in part by having a well-tuned apprenticeship and education system, which would take years for the United States to create—if it could do so. Besides, Germany was “lucky” in focusing on niches within manufacturing, like complex machine tools, that China has yet to enter. As China moves up the “value chain,” producing increasingly complex goods, Germany may find it increasingly difficult to retain its share in global manufacturing employment.

15 Indeed, the success the United States has had in retaining jobs in, say, manufacturing has necessitated massive cuts in wages—in some cases by two-thirds. One of the arguments for focusing on manufacturing was that those jobs were “good,” high-paying jobs. But that argument is obviously weakened if, to retain manufacturing, those jobs are converted into low-paying jobs.

16 When government revenues exceed spending, government has a surplus, i.e., it is saving. Conversely, when spending exceeds revenues, there is a deficit. National savings is the sum of private savings plus government savings. When the government runs a deficit, the government has negative savings, obviously diminishing national savings. Funds are fungible, so it doesn’t matter much whether the government borrows from abroad to finance its deficit, or the government borrows from America’s private sector, but the private sector borrows from abroad to finance its investment.

17 In note 6, I noted that exports of services—like sales to tourists or to students—are just as much exports as the exports of manufactured goods. Exports of services create jobs just as exports of goods do.

18 It was not until the Clinton administration that the huge fiscal deficits were reversed. But as this happened, America went through an investment boom—the tech bubble. With limited private savings, the corporate sector had to borrow abroad, so even as the fiscal deficit was eliminated, the trade deficit persisted. Bush returned to fiscal deficits with his tax cuts of 2001 and 2003, and during his tenure we had both fiscal deficits and a housing boom. Finally, Obama inherited the Great Recession, leading to massive fiscal deficits even as investment contracted. Thus, the gap between domestic investment and domestic savings persisted.

19 Though the United States did restrict some exports of high-technology products to China. China argues that U.S. complaints about China not buying enough American goods are unfair: the United States refuses to sell it some of the key goods in which the United States has a comparative advantage.

20 The lower interest rate made it less attractive to buy U.S. Treasury bills. Money shifted from the United States to, say, Europe, lowering the value of the dollar relative to the euro. The defense of the United States was that this fall in the exchange rate was an incidental side effect. In reality, of course, the adjustment of the exchange rate is one of the main mechanisms by which interest rates have a macroeconomic effect. These benefits would not have occurred if other countries had lowered interest rates in tandem. But in April and again in July 2011, the European Central Bank, then headed by Jean-Claude Trichet, actually increased interest rates; it was worried about incipient inflation, and saw its mandate narrowly as fighting inflation. Later, Europe did lower its interest rates to levels close to that of the United States, eliminating this advantage.

21 This amounts to a decline of 25 percent. Source: Bloomberg.

22 As in the case of his complaint about Mexican immigrants, Trump’s timing was badly off.

23 What determines comparative advantage in a modern economy is complex. In the simple agricultural economy analyzed by David Ricardo, it’s weather: Portugal has a comparative advantage compared to the UK in producing wine, relative to wool, because its weather is more suited to wine. But with capital, and even skilled labor, relatively mobile, and even knowledge that resides within a corporation moving easily across borders, comparative advantage resides in those aspects of production which are not mobile, such as the legal institutions.

24 These expenditures could, however, affect the sectors in which a country has comparative advantage.

25 See Joseph E. Stiglitz, Making Globalization Work, op. cit., chapter 6.

26 Trade agreements have not dealt with the problems posed by market power, but some countries have used their own competition laws. For instance, when Walmart entered South Africa, competition authorities required it to take certain actions (including making certain payments) to ensure that small South African producers were not adversely affected.

27 This was called the factor price equalization theorem. Trade in goods was (under the stipulated conditions) a perfect substitute for movement of people. If one worried about the consequences for unskilled wages of a large immigration of unskilled workers from developing countries, one should have been equally worried about free trade with developing countries. See Paul Samuelson, “International Trade and the Equalisation of Factor Prices,” Economic Journal 58 (230) (1948), pp. 163–84.

28 Wolfgang Stolper and Paul Samuelson showed that trade liberalization—reducing tariffs—would lower unskilled wages in the country with relatively high unskilled wages. See W. Stolper and P. A. Samuelson, “Protection and Real Wages,” Review of Economic Studies 9 (1) (1941), pp. 58–73.

29 This is an aphorism attributed to John F. Kennedy in various speeches, most notably in 1963. See “Remarks in Heber Springs, Arkansas, at the Dedication of Greers Ferry Dam,” October 3, 1963.

30 See Joseph E. Stiglitz, The Price of Inequality, op. cit.

31 See Joseph E. Stiglitz et al., Rewriting the Rules of the American Economy, op. cit.

32 Later, Warren Buffett would say: “There’s class warfare, all right, but it’s my class, the rich class, that’s making war, and we’re winning.” As quoted by Ben Stein, “In Class Warfare, Guess Which Class Is Winning,” New York Times, November 26, 2006, available at http://www.nytimes.com/2006/11/26/business/yourmoney/26every.html.

33 While GAID focuses on the consequences of globalization for the poor in developing countries, in Making Globalization Work, op. cit., I explain how unskilled workers in advanced countries would be hurt. But the underlying ideas, as I explain, could be traced by to the work of Stolper and Samuelson cited earlier.

34 This particular president was a doctor, and when he asked me whether he should sign the proposed trade agreement, I replied by asking him whether he had taken the Hippocratic Oath (required of all doctors) which includes: do no harm. He said he had. I replied that he then couldn’t sign the trade agreement, especially since the proposed agreement would have reduced access to life-saving medicines. Whether because of these arguments, or more likely domestic politics, he decided not to push for an agreement with the United States.

35 As I’ve explained here and elsewhere, perhaps even more important was the fact that over the past third of a century, the rules of the market economy have been rewritten in ways which have weakened unions’ and workers’ bargaining position. This is one of the central themes of Joseph E. Stiglitz et al., Rewriting the Rules of the American Economy, op. cit.

Changes in technology have combined with changes in the structure of the economy and in the rules and their enforcement leading to an increase in market concentration in many sectors. The resulting increase in prices leads, in turn, to lower standards of living for workers.

Some argue too that there is greater dispersion of wages within the service sector than in manufacturing, and as the economy moves to a service sector economy, there will be more wage inequality. This, however, does not account for the decline in the share of labor overall, and the fact that workers’ compensation has not kept pace with productivity. See Josh Bivens and Lawrence Mishel, “Understanding the Historic Divergence Between Productivity and a Typical Worker’s Pay: Why It Matters and Why It’s Real,” Economic Policy Institute Briefing Paper #406, 2015, http://www.epi.org/publication/understanding-the-historic-divergence-between-productivity-and-a-typical-workers-pay-why-it-matters-and-why-its-real/.

36 See Bruce Greenwald and Judd Kahn, globalization: n. the irrational fear that someone in China will take your job (Hoboken, NJ: Wiley, 2009).

37 Perhaps that’s because he believes in American exceptionalism—that because of U.S. economic power, it can get away with doing what others can’t. But while this might have been true at one time, it isn’t true today, at least when other large economies, like China and the EU, are affected.

38 Globalization’s rules have had an ambiguous effect on the disparity between developed and developing countries in knowledge. What separates developing and developed countries is a disparity in knowledge even more than a disparity in resources (See Stiglitz and Greenwald, Creating a Learning Society, op. cit., and World Bank, Knowledge for Development, World Development Report, 1998.) Those in the advanced countries enjoyed enormous “knowledge rents,” extra income that they receive because of the advantage of knowledge that they have that is not universal. While globalization facilitated the movement of technology across borders—thus reducing this advantage—an important part of modern globalization, discussed below, are global intellectual property rights, designed to impede the movement of knowledge across borders and to ensure that those in the advanced countries maintain their knowledge rents.

Still, the location of production matters for learning associated with production, learning by doing. And there are important spillovers from such learning for the entire economy. This learning has played an important role in the success of China and some of the other countries of East Asia.

39 Trump, of course, never explains how he calculates this; indeed, throughout the campaign and months after the election, he refused to even specify what he would like changed.

40 From 1994 to 2013, Mexican corn production was reduced from 8.0 million hectares to 6.8 million, while that in the United States increased from 29.3 million to 35.5 million. American subsidies take many forms, some of which are more distorting than others. The U.S. mandate for cars to use ethanol and subsidies for U.S. ethanol production played an important role in the expansion of U.S. production. See G. C. Hufbauer, C. Cimino-Isaacs, and T. Moran, “NAFTA at 20: Misleading Charges and Positive Achievements,” Peterson Institute for International Economics, PB14-13 (2014).

41 A 2016 study by the Wilson Center put Mexico-dependent jobs at 4.9 million, while a 2012 report by the U.S. Chamber of Commerce estimating 6 million jobs is also frequently cited. See Christopher Wilson, “Growing Together: Economic Ties Between the United States and Mexico,” Mexico Institute at the Wilson Center, November 2016, and “Enhancing the US-Mexico Economic Partnership,” U.S. Chamber of Commerce, April 2012.

42 Source: United States Census Bureau’s 2016 Foreign Trade statistics, retrieved from https://www.census.gov/foreign-trade/index.html.

43 In 2016, for instance, the United States had a goods trade deficit with Canada of $12 billion, but a services trade surplus of $25 billion. Source: United States Trade Representative, retrieved from https://ustr.gov/countries-regions/americas/canada.

44 The international system, in which there are reciprocal agreements about how each country behaves with respect to exports and imports and how disputes about compliance with such rules are to be resolved is often referred to as the “global rules-based system.” Respect for such agreements—actually complying with the agreement—is part of the respect for the international rule of law.

Some might argue that since countries can always withdraw from such agreements, they have not really given up any sovereignty. (The contrast is between the states of the United States, which cannot withdraw from the union, and the members of the EU, which can.) De facto, however, there is a weakening of sovereignty (and that is certainly how signing the WTO agreement was perceived, especially by conservatives, in the United States). The United States has respected most of the adverse WTO decisions, either changing its action or providing compensation to the offended party to induce it to withdraw the complaint. In no instance has there been retaliation against a country that has been authorized by the WTO to impose trade sanctions in response to what has been judged to be a WTO-noncompliant action. Thus, the WTO has avoided trade wars.

45 For a popular account, see Daron Acemoglu and James A. Robinson, Why Nations Fail: The Origins of Power, Prosperity, and Poverty (New York: Crown Business, 2013).

46 See, e.g., President Xi’s speech in Davos, January 17, 2017, available at https://www.weforum.org/agenda/2017/01/full-text-of-xi-jinping-keynote-at-the-world-economic-forum.

47 This principle is long-standing and was embodied in international agreements that preceded the WTO, in GATT, the General Agreement on Tariffs and Trade, which went into effect in 1948.

48 See, for instance, The Stiglitz Report: Reforming the International Monetary and Financial Systems in the Wake of the Global Crisis, Report of the Commission of Experts on Reforms of the International Monetary and Financial System appointed by the President of the United Nations General Assembly (New York: New Press, 2010).

49 Thus, TPP was seen as part of the “pivot to Asia.” In fact, as I will note later, the economic benefits were estimated to be negligible.

50 Obama not only overestimated the trade benefits of TPP, but also the foreign policy benefits. China already had multiple trade agreements around the region, and with most countries in the region, its trade was far larger than the trade with the United States. Many believe that the United States should have been focused on encouraging cooperation with China, not the kind of confrontation that TPP represented. Earlier, the Clinton administration had switched from a policy of containment and confrontation to one of engagement and cooperation. In other arenas, such as climate change, the Obama administration did engage in cooperation, and without this cooperation, the Paris global deal on climate change would not have been possible.

51 The U.S. recession also played a role in discouraging migration.

52 I discuss how they do this in greater detail later.

53 Source: “Trans-Pacific Partnership: Likely Impact on the U.S. Economy and on Specific Industry Sectors,” United States International Trade Commission, 2016, available at https://www.usitc.gov/publications/332/pub4607.pdf.

54 J. Capaldo, A. Izurieta, and J. K. Sundaram, “Trading Down: Unemployment, Inequality, and Other Risks of the Trans-Pacific Partnership Agreement,” GDAE Working Paper 16-01, Tufts University, 2016.

55 Consistent with there not being significant externalities to other jurisdictions. Unfortunately, the European Commission often seems to have forgotten this principle in its quest for regulatory uniformity.




CHAPTER 2

1 The Riegle-Neal Interstate Banking and Branching Efficiency Act eliminated previous restrictions. The restrictions were originally motivated out of a worry that the big money center banks would drain money out of the rest of the country toward them. It was thought that such restrictions would encourage the development of different regions of the country, and there is some evidence that that is in fact the case. (See, e.g., Bruce Greenwald and Joseph E. Stiglitz, Towards a New Paradigm in Monetary Economics [Cambridge: Cambridge University Press, 2003].) One of the arguments for the act was that the banks had found many ways of circumventing the restrictions.

2 See, e.g., Stiglitz and Greenwald, Creating a Learning Society, op. cit.

3 Smith’s most famous book, The Wealth of Nations, was published in the year of U.S. independence, 1776.

4 Almost a half century ago, I showed that when the tax code provides for deductibility of interest (as the U.S. code does), the corporate income tax has no effect on investment when depreciation rates correspond to “true” economic depreciation. In fact, most tax codes (including that of the United States) provide for faster depreciation, so that the effect of the corporate income tax is actually to encourage investment, with the tax reducing marginal returns by less than it reduces marginal costs. See “Taxation, Corporate Financial Policy and the Cost of Capital,” Journal of Public Economics 2 (February 1973), pp. 1–34.

5 Source: Data from the Bureau of Economic Analysis, U.S. Department of Commerce.

6 The full analysis is slightly more complicated because of exchange rate effects.

7 These are called macroeconomic externalities. Bruce Greenwald and I (in our 1986 paper, “Externalities in Economies with Imperfect Information and Incomplete Markets,” op. cit.) showed that whenever there was imperfect information or incomplete risk markets—that is, essentially always—markets are not fully efficient; there are always government interventions that could make some individuals better off without harming others. Subsequently, a host of economists showed that these effects can manifest themselves in a significant way at a macroeconomic level, with firms, for instance, borrowing excessively in foreign-denominated debt (see, for example, Markus Brunnermerier and Yuliy Sannikov, “International Credit Flows and Pecuniary Externalities,” American Economic Journal: Macroeconomics 7 [1] [January 2015], pp. 297–338).

8 Matters are even worse: the compensation schemes provide incentives to distort accounting systems to make it seem as if profits are higher than they really are. For a fuller account, see my book, written in the aftermath of the scandals of the early years of this century: The Roaring Nineties: A New History of the World’s Most Prosperous Decade (New York: W. W. Norton, 2003), and especially the discussion of creative accounting (chapter 5). For a discussion of some of the changes in the rules of the American economy that led to the changes in compensation schemes, see Joseph E. Stiglitz et al., Rewriting the Rules of the American Economy, op. cit.

9 In democratic societies, governments turn over frequently, and this also gives rise to “short-termism,” a focus on the short-term consequences of policies, with insufficient attention given to the long run. But while there is thus clearly a tendency for short-termism, it can and has been combated—but that can only happen once the problem has been recognized. Thus, Norway has put almost a trillion dollars of its oil revenues away for the future in its sovereign wealth fund. In short, there are institutional mechanisms for addressing short-termism.

10 The first such agreement, between Pakistan and Germany, was signed in 1959. In recent years, they have proliferated—and the world began to understand the problems that they brought. See my paper, “Regulating Multinational Corporations: Towards Principles of Cross-Border Legal Frameworks in a Globalized World Balancing Rights with Responsibilities,” American University International Law Review 23 (3) (2007), pp. 451–558, Grotius Lecture presented at the 101st Annual Meeting of the American Society for International Law, Washington, DC, March 28, 2007.

11 Trump has necessitated a reexamination of the vocabulary used to describe falsehoods.

12 The branch of the World Bank Group that does this is called MIGA (Multilateral Investment Guarantee Agency). The U.S. government has an agency called OPIC (Overseas Private Investment Corporation).

13 Source: Duff Wilson, “Cigarette Giants in Global Fight on Tighter Rules,” New York Times, November 13, 2010.

14 International Center for Settlement of Investment Disputes. 2013. Philip Morris v. Uruguay: Award, ICSID Case No. ARB/10/7, http://icsidfiles.worldbank.org/icsid/ICSIDBLOBS/OnlineAwards/C1000/DC9012_En.pdf. Had Uruguay lost, it might have had to pay as much as $2 billion to Philip Morris, an enormous amount for this small country. (“Uruguay vs. Philip Morris,” Center for Public Integrity, available at https://www.publicintegrity.org/2010/11/15/4036/part-iii-uruguay-vs-philip-morris.)

15 The provisions of the investment agreements restricting regulations are sometimes called “regulatory takings” provisions. The argument is that regulations take away property rights; in this way, they are similar to confiscation, except the owner is only deprived partially of his use of the asset. Courts in the United States, and Congress, have repeatedly affirmed that owners do not have to be compensated for the effects of regulations on the value of their assets, for the obvious reason that doing so would totally impair the ability of government to regulate. Indeed, that is the intent of the anti-environmentalists who are the strongest advocates of these provisions.

16 Thus, imagine what would have happened had these provisions been in place when the health consequences of asbestos were discovered and, as a result, asbestos was forbidden in construction. Rather than the asbestos manufacturers compensating those hurt, the government would have had to compensate the asbestos manufacturers for their lost profits. Critics of tobacco suggest that Philip Morris, in the suit against Uruguay, was effectively asserting its “right to kill.” Though eventually Philip Morris lost, the fact that it was a 2-to-1 decision makes clear that in some other case, the ruling might go the other way.

17 I was asked by the government of Panama to head a commission to advise them on what reforms were required to enable them to be a good global citizen. When they refused to commit to making our report transparent, Mark Pieth—another non-Panamanian Commissioner and a devoted anticorruption expert from Basel—and I felt we had no choice but to resign. Subsequently, we wrote a report describing what Panama and other fiscal paradises needed to do. See “Overcoming the Shadow Economy,” Friedrich Ebert Stiftung International Policy Analysis Paper, November 2016. For other discussions of the fiscal paradises, see N. Shaxson (2011), Treasure Islands: Uncovering the Damage of Offshore Banking and Tax Havens (New York: Macmillan, 2011); and G. Zucman, The Hidden Wealth of Nations: The Scourge of Tax Havens (Chicago: University of Chicago Press, 2015).

18 U.S. Senate, Hearings of the Permanent Subcommittee on Investigations, “Offshore Profit Shifting and the U.S. Tax Code—Part 2 (Apple Inc.),” May 21, 2013, available at https://www.hsgac.senate.gov/subcommittees/investigations/hearings/offshore-profit-shifting-and-the-us-tax-code_-part-2. European Commission, August 30, 2016, press release, http://europa.eu/rapid/press-release_IP-16-2923_en.htm.

19 The distinction between tax avoidance and tax evasion is that the latter entails not paying taxes that are legally due, while the former entails taking advantage of loopholes and differences in tax rates and provisions across different jurisdictions to lower one’s tax obligations. The boundary between the two may be thin.

20 One of the few things on which Democrats and Republicans in the United States agree is that these arrangements need to change, but they differ in the view of how they should be changed. They all agree that the pile of profits stashed abroad should be taxed now—this gives a one-time bonus that can be used to finance infrastructure investments, or more tax cuts for corporations (in the case of Republicans) or for the middle class (in the case of Democrats). The repatriated money would be taxed at a lower rate than the current 35 percent, but, as this book goes to press, Republicans are talking about a much lower rate than what the Democrats are proposing. Republicans (by and large) believe in a territorial income tax system, where money earned abroad would not be taxed at all by the United States. The Democrats believe that American companies making money abroad should be taxed at the same rate as they would be taxed for production in the United States—otherwise we would be encouraging firms to locate abroad to lower-taxed jurisdictions.

21 These were called tax inversions. The Obama administration issued regulations to stymie these attempts at tax avoidance. As this book goes to press, Trump appears to be making efforts to undo these restrictions.

22 I noted earlier (in the introduction) the large reduction in the revenues raised in the United States by corporate taxation (as a percentage of GDP). In Europe, individuals can easily move between countries, choosing a low-tax residence, making it difficult to impose very progressive income taxes. By contrast, U.S. citizens are taxed on their income, regardless of where they live. For a fuller discussion, see Joseph E. Stiglitz, The Euro, op. cit.

23 Source: David Riker, “Intellectual Property Rights and International Receipts of Royalties and Licensing Fees,” Office of Economics Working Paper, U.S. International Trade Commission, August 2014.

24 The true cost to developing countries of IPR is much greater than this amount, for the IPR gets leveraged into monopoly, and those in the developing countries thus have to pay much higher prices for goods which fall under the protection of IPR. In the absence of this monopoly, firms in developing countries could enter and the country would benefit not just from the lower prices but from the learning that resulted. India had a thriving generic drugs industry before stronger IPR laws restricted its scope. See Stiglitz and Greenwald, Creating a Learning Society, op. cit.

25 Economists distinguish between two kinds of compensation: what one receives for the exertion of effort (wages), and what one receives from the ownership of an asset (land), which has nothing to do with one’s exertions, also called “rents.” Rents also include the returns one gets from the ownership of a monopoly. Economists have broadened the concept: rent-seeking is any attempt to increase one’s income in a way unrelated to one’s exertions directed at increasing the size of the national pie. For an elaboration, see Joseph E. Stiglitz, The Price of Inequality, op. cit.

26 As I have noted elsewhere, what separates developing and developed countries is a disparity in knowledge that is even greater than the disparity in resources. Excessively strong IPR impede the closing of the knowledge gap and force a flow of resources from developing countries to the developed.

27 Association for Molecular Pathology et al. v. Myriad Genetics, Inc., et al. Case No. 12-398. Argued April 15, 2013-Decided June 13, 2013. I was pleased to have written an Amicus brief, in support of the ACLU (Case 1:09-cv-04515-RWS, Document 224, Filed 01/20/2010).

28 There was a net outflow of Mexican immigrants of 140,000 from 2009 to 2014. “More Mexicans Leaving Than Coming to the U.S.,” Pew Research Center, November 19, 2015, available at http://www.pewhispanic.org/2015/11/19/more-mexicans-leaving-than-coming-to-the-u-s/.

29 Trade in goods would be a nearly perfect substitute for movement of labor. In such a world, if we imported more unskilled-labor-intensive goods from China, the demand for unskilled labor in China would increase, while in the United States it would decrease, thereby increasing unskilled wages in the former and decreasing them in the latter. This back-and-forth would continue until the wages for unskilled labor would be the same in both countries. This was the central message of our earlier discussion on trade liberalization.

30 There are some “limiting” cases where full-factor price equalization might not occur, for instance, a country with much unskilled labor totally specialized in producing goods intensive in unskilled labor.

31 Branko Milanović, Global Inequality: A New Approach for the Age of Globalization (Cambridge, MA: Harvard University Press, 2016).

32 In particular, of public services, like defense, in which there is no increase in costs when another person moves into the country. Moreover, an increase in the supply of unskilled workers could increase the productivity and wages of skilled workers. (Technically, economists would say that that happens if unskilled and skilled workers are complements. It is usually assumed that they are.) Of course, if the direct public services used by the immigrant are greater than his total tax contributions (direct and indirect), then there will be a burden on those already living in the country.

33 This discussion has focused on the effects of immigration on the “receiving” country. There are similarly benefits and costs to the sending country. A large literature has analyzed the benefits that arise from the remittances that are sent back. Some have argued that there are also “cultural remittances”: returnees bring back skills that they have learned abroad. There can also be negative effects on the sending country: when the most talented young people leave, leading to a “hollowing out” of their society, it may impede the growth and development of the sending country. Developing countries rightly complain that after spending large sums in providing education, some of the most talented emigrate to developed countries, which receive the benefits but provide no compensation to the developing countries. Malaysia’s former prime minister described this as the theft of the country’s intellectual property. (See Joseph E. Stiglitz, Making Globalization Work, op. cit.) Some have suggested there can be other adverse effects—for instance, that workers returning from the Middle East to Bangladesh, Pakistan, and some other countries have been radicalized.

34 Boeing also is helped by loans through the U.S. government’s Export-Import Bank (sometimes called “Boeing’s Bank”). To be fair, Europe also subsidizes its producer, but in a different form. Indeed, the entire industry is rife with subsidies.

The construction of an assembly plant by Airbus, the main European aircraft manufacturer, in Mobile, Alabama, illustrates the secondary role played by standard comparative advantage. The parts were shipped into Alabama largely from Europe. The workers there had no relevant skills that Airbus was taking advantage of. Indeed, the mentality of American workers—don’t worry about getting things right the first time; we can fix it later—was seen as a problem. Rather, having a plant in the United States was seen as helping promote sales to the American government, and possibly other purchasers. Assistance from the state government—it picked up much of the tab for training workers—mattered, as did the absence of unions, which resulted in wages topping up at $23 an hour. Binyamin Appelbaum, “Politics Rives Epic Assembly Line Project,” New York Times International Edition, May 9, 2017, p. 1.

35 See M. Mazzucato, The Entrepreneurial State: Debunking Public vs. Private Myths (London: Anthem Press, 2013).

36 Source: 2015 National Health Expenditure Accounts, United States Government Centers for Medicare and Medicaid Services.

37 Indeed, in the TPP negotiations, the USTR was asking for stronger protection for Big Pharma than the president had argued for in other contexts.

38 Indeed, when the USTR compromised on a technical provision (the length of data exclusivity for certain products)—in a way that even the president had advocated—one of the key senators threatened to torpedo the entire agreement and send it back for renegotiation.

The industry justifies its demands in terms of ensuring that American firms get a fair return on their investments in R&D. The battle between access to medicines and ensuring returns to innovation was settled within the United States by the Hatch-Waxman Act of 1984, which enabled Big Pharma to maintain very high profit levels, while generics grabbed more than 80 percent of the market. Without generics, as I have noted, drug prices would be much higher than they are today. Big Pharma has tried to reopen the matter, behind closed doors, through trade agreements—trying to get a far better deal for themselves than under Hatch-Waxman.

39 There were two arguments of modest validity: Why, they said, should those who lose their jobs from globalization be singled out? Weren’t those who lost their jobs due to technology equally deserving of help? The answer, of course, was yes, and we as a society should have helped both. But the Republican stance was to help neither.

The other argument was that these job assistance programs sometimes don’t work. And that was true, especially when the economy was far from full employment. We can’t retrain people for jobs that don’t exist. But here again, the right answer was to change macroeconomic policies to ensure that the economy operated with a tight labor market—even if it meant mild inflation; and to learn, from countries like Sweden, how to make job retraining programs work well.

40 Economics plays an important role in these political trends, but there are other forces at play. Those who supported nativist policies, which include many who have suffered as a result of globalization or changes in technology, also include disproportionately those with less education, and at least the United States and Europe each have their own history of such inward-looking politics.




CHAPTER 3

1 There are profound consequences of just being able to pick one’s “alternative facts.” In a Trumpian world, what is one to make of “due process,” or many of the other terms that constitute our system of jurisprudence? Presumably, the president could just make up his alternative facts, concluding that he had done what the law requires.

2 For an elaboration of these ideas, see J. Mokyr, The Gifts of Athena: Historical Origins of the Knowledge Economy (Princeton, NJ: Princeton University Press, 2002); J. Mokyr, The Enlightened Economy: An Economic History of Britain, 1700–1850 (New Haven, CT: Yale University Press, 2009); and Joseph E. Stiglitz and Bruce C. Greenwald, Creating a Learning Society, op.cit.

3 Even when they are defeated, as Le Pen was in France in the 2017 election, the size of their vote—about a third of those voting chose Le Pen—is disturbing.

4 For a more extensive account of the crisis and its aftermath, see my book Freefall, op. cit.

5 Source: E. Saez, “Striking it Richer: The Evolution of Top Incomes in the United States (Updated with 2015 preliminary estimates),” UC Berkeley, June 30, 2016, available at https://eml.berkeley.edu/~saez/saez-UStopincomes-2015.pdf.

6 Of course, some businessmen have engaged in the serious study of economics, and their practical experience has no doubt been of some value. The point here is simple: knowing how to buy and sell real estate itself teaches very little about how our global economic system works. Worse, there is a danger that it narrows the lens through which one sees the world. A real estate developer will naturally assign a great deal of value to real estate, and think that lowering capital gains taxes on land is a good thing, because it makes his business do better; in fact, a tax on land has long been established as one of the most efficient taxes, because it has zero effect on land supply. This is but one of many examples of how understanding the economy through the lens of a particular industry can be dangerous.

7 Since becoming president, he seems to have backed off from these extreme threats, but as this book goes to press, he continues with his strongly protectionist rhetoric.

8 See World Bank, The East Asian Miracle: Economic Growth and Public Policy (Oxford: Oxford University Press, 1993).

9 In standardized tests, among the thirty-five countries in the OECD, the United States performed around average in science. Its performance was also around average in reading, but below average in mathematics. Source: OECD 2015 Programme for International Student Assessment (PISA) findings.

10 Source: 2014 data (most recent) from the Bureau of Labor Statistics.

11 “U.S. Energy and Employment Report,” U.S. Department of Energy, January 2017. The Department of Energy has acknowledged that the data it collects on solar industry is imperfectly comparable to some other industries. But regardless, the figures support a picture of an industry in ascendancy, whereas investment and employment in coal are in marked decline. This also suggests the foolishness of the imposition of duties on solar panels from China during the Obama administration—pushed by U.S. solar manufacturers. Lower panel costs induce more use of solar panels—a boon to the environment as well as to job creation. The new jobs created there almost surely outweigh the limited number of jobs that would have been created in manufacturing solar panels.

12 These ideas are developed at greater length in two papers I wrote with D. Delli Gatti, M. Gallegati, B.C. Greenwald and A. Russo: “Sectoral Imbalances and Long-Run Crises,” in Franklin Allen et al., eds., The Global Macro Economy and Finance, IEA Conference Volume No. 150-III (Houndmills, UK, and New York: Palgrave, 2012), pp. 61–97 (originally presented to World Congress of the International Economic Association, Jordan, June 2014); and “Mobility Constraints, Productivity Trends, and Extended Crises,” Journal of Economic Behavior and Organization 83 (3), pp. 375–93.

For a more popular and accessible account, see Part VIII in Joseph E. Stiglitz, The Great Divide, op. cit.

13 The most egregious example was the demand of the Western powers that China keep its markets open to opium, which was having a devastating effect on the country. From the perspective of the West, this was important to correct a trade imbalance. When China refused, the Opium Wars (1839–60) ensued. As I have already noted, tariff structures (called escalating tariffs) designed to encourage developing countries to produce raw materials, with value-added activities occurring in the more advanced countries, remain a part of today’s rules-based trade regime. See Andrew Charlton and Joseph E. Stiglitz, Fair Trade for All, op. cit.

14 In 2016, $3.7 trillion, higher than $3.6 trillion for the United States, according to the IMF.

15 In 2016, $5.2 trillion, compared to the United States’ $3.3 trillion, according to the IMF.

16 Much of GAID (Part II of this volume) was devoted to explaining the Washington Consensus and why it failed.

17 For an overview, see, for instance, A. Noman and J. E. Stiglitz, “Economics and Policy: Some Lessons from Africa’s Experience,” in Célestin Monga and Justin Yifu Lin, eds., The Oxford Handbook of Africa and Economics, Volume II: Policies and Practices (Oxford and New York: Oxford University Press, 2015), pp. 830–48; and Akbar Noman and Joseph E. Stiglitz, eds., Efficiency, Finance, and Varieties of Industrial Policy: Guiding Resources, Learning, and Technology for Sustained Growth (New York: Columbia University Press, 2016), and especially the “Overview,” pp. 1–20. For the cases of Tanzania or Mozambique, see “Learning to Compete: Industrialization in Africa and Emerging Asia,” Brookings Institution, 2014, https://www.brookings.edu/research/learning-to-compete-industrialization-in-africa-and-emerging-asia.

18 See World Bank, The East Asian Miracle: Economic Growth and Public Policy (New York: Oxford University Press, 1993); and J. E. Stiglitz, “Some Lessons from the East Asian Miracle,” World Bank Research Observer 11 (2) (August 1996), pp. 151–77.

19 Indeed, just before this time, Nobel Prize–winning economist Gunnar Myrdal had predicted that Asia would be condemned to continue the life of poverty in which they had been mired for centuries. See G. Myrdal, Asian Drama: An Inquiry into the Poverty of Nations (New York: Twentieth Century Fund, 1968).

20 In the introduction, I describe other aspects of this nostalgia which may have played an especially important role in the United States and some other countries: a nostalgia for a world in which certain groups (white males) had a more dominant role than they do today. That world too will not be coming back.

21 I explain how it works in chapter 1. In brief: when a country saves less than it invests, it has to borrow the difference from abroad (or in some other way get the difference through capital inflows). But capital inflows, in turn, are just equal to the difference between a country’s imports and exports. Hence, an increase in the gap between domestic investment and savings leads to more capital inflows, which must mean an increase in the trade deficit. So in the end, to analyze changes in the trade deficit, one has to go back to analyze changes in domestic savings and investment. If there are no changes in domestic savings and investment, then there can’t be a change in the trade deficit.

22 Higher prices might induce households to save less (until they can adjust their living standards), and if so, that would lead to a still higher trade deficit.

23 See J. Furman, K. Russ and J. Shambaugh, “US Tariffs Are an Arbitrary and Regressive Tax,” VOX Column, January 12, 2017, http://voxeu.org/article/us-tariffs-are-arbitrary-and-regressive-tax.

24 Indeed, as I note in the introduction, the rules-based system prevented an outbreak of beggar-thy-neighbor protectionism as the world sank into the Great Recession.

25 As I note earlier, his administration has already announced that it will not honor adverse rulings from the WTO.

26 Source: IMF World Economic Outlook, April 2017. This is the source of GDP data in Part I and the afterword, unless otherwise noted.

27 Source: People’s Bank of China, see “Template on International Reserves and Foreign Currency Liquidity (as at July 31 2017)” at http://www.safe.gov.cn/wps/portal/english/Data.

28 For instance, if a country provides “illegal” subsidies, one can levy what are called countervailing duties. The U.S. has claimed that China has subsidized solar panels—even though having inexpensive solar panels is of enormous benefit to the world in the fight against climate change. Ironically, though the rationale for the suit was that China was stealing American manufacturing jobs (without China’s subsidies, allegedly there would have been more manufacturing jobs), China indirectly helped create more U.S. jobs. There are far more jobs associated with the installation of solar panels than with manufacturing them, and lower solar panel prices encouraged the development of this new industry.

There are provisions in U.S. law that allow the imposition of duties when imports threaten U.S. security. As this book goes to press, Trump is threatening to use this little-used provision in steel, even though America’s current steel capacity seems more than adequate to meet any security needs.

29 This is true even in the case of long-term friendly trading partners—like Canada—when we start acting in a hostile manner. Trump has threatened to impose duties on Canadian lumber, claiming that the way the government allocates logging rights effectively subsidizes it. Canada denies it. (The U.S. has been accused of subsidizing the lumber industries, though in different ways.) One response, broached by the premier of one of Canada’s provinces, was to forbid dirty American coal from its ports—a measure long sought by environmentalists. See Sunny Dhillon and Wendy Stuek, “Christy Clark Calls on Ottawa to Ban Coal Exports After Softwood Lumber Duties,” Globe and Mail, April 26, 2017, available at http://www.theglobeandmail.com/news/british-columbia/christy-clark-calls-on-ottawa-to-ban-coal-exports-after-softwood-lumber-duties/article34822276/.

30 M. Angeles Villareal, “U.S.-Mexico Economic Relations: Trends, Issues, and Implications,” Congressional Research Service, 2017, https://fas.org/sgp/crs/row/RL32934.pdf. Data source is the Global Trade Atlas.




CHAPTER 4

1 This point has been forcefully made in a recent book by two Nobel Prize winners, George Akerlof and Rob Shiller, entitled Phishing for Phools: The Economics of Manipulation and Deception (Princeton, NJ: Princeton University Press, 2015).

2 As we discuss in the afterword, one of the marked changes in globalization since GAID was first published is the position taken by the IMF towards capital controls or other measures designed to stabilize short-term capital flows. While among the major battles I had with the IMF was over their adamant opposition to such measures, their official “institutional” view now is that at least in certain situations, such measures are desirable.

3 That excessive faith in markets—combined with special interests—fed the zeal for privatization that I describe in GAID. Failures in privatization in the years since GAID, in both developed and developing countries, reinforce this conclusion. In GAID, I describe the story of America’s privatization of USEC, the public company making enriched uranium. The privatized company was very unsuccessful and filed for Chapter 11 bankruptcy in the first quarter of 2014. Among the most criticized privatizations in the United States has been the privatization of its prisons, which proved to be the training grounds for many of those engaged in human rights abuses in the Iraq War. Other privatizations that are widely viewed as failures include UK’s railroads and road privatizations in Mexico.

4 The drug companies’ retort that these high prices are necessary to finance their research has little validity. Indeed, I note in chapter 2 that intellectual property protection was stripped away from naturally occurring genes in the United States. The result was not just lower prices, but an increased pace of innovation—better, and lower-cost tests for the presence of the relevant genes.

5 In Europe, the Troika (the IMF, the European Central Bank, and the European Commission, which together managed the bailouts and rescue packages) has consistently and massively underestimated the effects of their programs—which induced a 25 percent collapse in Greece’s GDP between 2009 and 2013. One might think that after missing the mark once or twice they would have come to question their models. But no, they held on to them with even more vigor, and doubled down on the policies which brought so many countries in Europe into depression.

6 A fuller description of these changes is given in Joseph E. Stiglitz et al., Rewriting the Rules of the American Economy, op. cit.

7 This is part of the critique of Thomas Piketty’s analysis of the source of the growth of inequality. See his book, Capital in the Twenty-First Century (Cambridge, MA: Belknap Press of Harvard University Press, 2014), and my books The Great Divide, op. cit., and The Price of Inequality, op. cit.

8 See in particular Joseph E. Stiglitz et al., Rewriting the Rules of the American Economy, op. cit.

9 See S. F. Reardon and K. Bischoff, “Income Inequality and Income Segregation,” American Journal of Sociology 116 (4) (2011), pp. 1092–153.

10 With the earned income tax credit, an individual with a low income receives money from the government in proportion to his wage income.

11 There are many details of how this can be done that take us beyond this brief overview. For instance, the United States could impose a global minimum corporate income tax. The underlying problem is what is called the transfer price system, which allows multinationals largely to make up prices—allowing them to pretend that most of their profits originate in low-tax jurisdictions. Apple, discussed in an earlier chapter, provided an example of how this could be done in ways that almost eliminated taxes on profits made in Europe.

12 Data for 2016. For the United States, the figure is the share of manufacturing in total nonfarm employment from the BLS. For Germany, employment in manufacturing is from the OECD and total employment is from Bundesagentur für arbeit. The definition of manufacturing sometimes differs across countries, but the picture is still clear: the share of employment in manufacturing has been declining in the past decades.

13 Recall from our earlier discussion that industrial policies are not limited to policies promoting industry. Any policies by which government promotes a particular sector are called industrial policies—including policies aimed at restructuring the economy from manufacturing to a service sector.

14 See Bruce C. Greenwald and Joseph E. Stiglitz, Creating a Learning Society: A New Approach to Growth, Development, and Social Progress, op. cit.

15 Joseph E. Stiglitz and Mary Kaldor, eds., The Quest for Security: Protection Without Protectionism and the Challenge of Global Governance (New York: Columbia University Press, 2013).
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