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Section 1

Growth
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Maddison Data 1700-2010
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Maddison Data 1800-2010
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Maddison Data 1900-2010
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Rodrik (2005) - GDP Per Capita
970

D
.Rodrik

Figure 1. GDP per capita by country groupings (1995 US$).
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Structural reform index
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Figure 2. Structural reform index for Latin American countries. Source: Lora (2001a).
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Section 2

Cross-section of Countries
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Countries with GDP per capita lower than $1.5K
intermediate macroeconomics 81

Country GDP per capita

Ethiopia $ 1,489
Togo $ 1,446

Sierra Leone $ 1,353
Guinea-Bissau $ 1,257

Madagascar $ 1,237
Mozambique $ 1,211

D.R. of the Congo $ 1,199
Malawi $ 971
Liberia $ 877
Niger $ 868

Burundi $ 840
Central African Republic $ 599

Table 5.1: Countries with GDP per
capita lower than $1.5K.
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$100,000

$140,000

Figure 5.5: 2014 GDP per capita, by
Country (Penn World Tables).

5.4 Objects VS Ideas

A crucial distinction for understanding endogenous growth theory, is
that of objects versus ideas.

Objects. Objects like houses, food, or cell phones are rivalrous.
That is, one person’s use of one of these particular objects prevents its
use by someone else. Most goods are rivalrous, and this is what leads
to scarcity, the central topic of economics.

Ideas and recipes. In contrast, ideas are nonrival. My use of an
idea does not prevent someone else’s use of that idea. For example,
after it has been shot, a movie can be shown in any theatre in the
world, and for a cost equal to zero on the internet (apart for the cost
of electricity, and of storing the movie on servers). Similarly, a recipe
for a pharmaceutical drug takes years to develop. However, once the
drug has been invented, the cost of producing this drug is typically
very small, much smaller than the associated initial fixed cost. Fi-
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Countries with GDP per capita higher than $40K
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2014 GDP per capita (Penn World Tables)
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Section 3

Issues with Competitiveness ?
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Warning
Trade deficits since the end of the convertibility.

Warning - I am more worried about trade deficits and manufacturing decline than
most economists.

The Economist magazine says that Germany’s surpluses are a threat to free trade).
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Budget Surpluses
Most of the time budget surpluses are negative. (except briefly under Bill Clinton)

Often, large trade deficits are blamed on too large budget deficits. If the U.S. is unhappy
about its trade deficits, then it should simply save more, that is do less government deficits.
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Nixon’s worries about competitiveness

Source: Binyamin Appelbaum - The Economists’ Hour: False Prophets, Free Markets, and the
Fracture of Society

(FRQRPLVWV�EHJDQ�WR�HQWHU�JRYHUQPHQW�VHUYLFH�LQ�ODUJH�QXPEHUV�GXULQJ�WKH�1HZ�'HDO�DQG�:RUOG�:DU
,,��7KH\�KHOSHG�WR�FDOFXODWH�ZKHUH�URDGV�DQG�EULGJHV�VKRXOG�EH�EXLOW��DQG�WKHQ�WKH\�KHOSHG�WR�FDOFXODWH
ZKLFK�URDGV�DQG�EULGJHV�VKRXOG�EH�GHVWUR\HG��7KH�HFRQRPLVW�$UQROG�+DUEHUJHU�UHFDOOHG�WKDW�D�IULHQG
DUULYHG�LQ�:DVKLQJWRQ�GXULQJ�WKH�ZDU�DQG�IRXQG�WKH�1DWLRQDO�0DOO�ILOOHG�ZLWK�4XRQVHW�KXWV��³:KDW�LV
WKDW"´�KH�LQTXLUHG��³2K�´�FDPH�WKH�UHVSRQVH��³WKDW¶V�ZKHUH�WKH�HFRQRPLVWV�DUH�´��
$V�SROLF\�PDNHUV�DQG�EXUHDXFUDWV�VWUXJJOHG�WR�PDQDJH�WKH�UDSLG�H[SDQVLRQ�RI�WKH�IHGHUDO

JRYHUQPHQW��WKH\�EHJDQ�WR�UHO\�RQ�HFRQRPLVWV�WR�UDWLRQDOL]H�WKH�DGPLQLVWUDWLRQ�RI�SXEOLF�SROLF\�
*UDGXDOO\�HFRQRPLVWV�DOVR�EHJDQ�WR�H[HUW�DQ�LQIOXHQFH�RYHU�WKH�JRDOV�RI�SXEOLF�SROLF\��7KH�GLVFLSOHV
RI�.H\QHV�EHJDQ�WR�FRQYLQFH�SROLF\�PDNHUV�WKDW�WKH�JRYHUQPHQW�FRXOG�LQFUHDVH�SURVSHULW\�E\�SOD\LQJ
D�ODUJHU�UROH�LQ�WKH�HFRQRP\��7KH�DSRJHH�RI�WKLV�³DFWLYLVW�HFRQRPLFV´�LQ�WKH�8QLWHG�6WDWHV�FDPH�LQ�WKH
PLG�����V�XQGHU�3UHVLGHQWV�-RKQ�)��.HQQHG\�DQG�/\QGRQ�%��-RKQVRQ��ZKR�GHSOR\HG�WD[�FXWV�DQG
VSHQGLQJ�LQFUHDVHV�LQ�DQ�DJJUHVVLYH�HIIRUW�WR�VWLPXODWH�HFRQRPLF�JURZWK�DQG�WR�UHGXFH�SRYHUW\�
)RU�D�IHZ�\HDUV��WKH�HIIHFW�VHHPHG�DOPRVW�PDJLFDO��7KHQ�XQHPSOR\PHQW�DQG�LQIODWLRQ�EHJDQ�WR�ULVH

WRJHWKHU��%\�WKH�HDUO\�����V��WKH�$PHULFDQ�HFRQRP\�ZDV�IDOWHULQJ�²�DQG�-DSDQ�DQG�:HVW�*HUPDQ\
ZHUH�UHVXUJHQW��³:H�FDQ¶W�FRPSHWH�LQ�PDNLQJ�FDUV��RU�PDNLQJ�VWHHO��RU�PDNLQJ�DLUSODQHV�´�3UHVLGHQW
1L[RQ�IUHWWHG��³6R�DUH�ZH�JRLQJ�WR�HQG�XS�MXVW�PDNLQJ�WRLOHW�SDSHU�DQG�WRRWKSDVWH"´���1L[RQ�DQG�KLV
VXFFHVVRUV��*HUDOG�)RUG�DQG�-LPP\�&DUWHU��NHSW�WU\LQJ�WKH�LQWHUYHQWLRQLVW�SUHVFULSWLRQV�RI�WKH
.H\QHVLDQV�XQWLO�HYHQ�VRPH�RI�WKH�.H\QHVLDQV�WKUHZ�XS�WKHLU�KDQGV��-XDQLWD�.UHSV��DQ�HFRQRPLVW�ZKR
VHUYHG�DV�&DUWHU¶V�FRPPHUFH�VHFUHWDU\��WROG�WKH�:DVKLQJWRQ�3RVW�ZKHQ�VKH�VWHSSHG�GRZQ�LQ�����
WKDW�KHU�FRQILGHQFH�LQ�.H\QHVLDQ�HFRQRPLFV�ZDV�VR�EDGO\�VKDNHQ�WKDW�VKH�GLG�QRW�SODQ�WR�UHWXUQ�WR�KHU
SRVLWLRQ�DV�D�WHQXUHG�SURIHVVRU�DW�'XNH�8QLYHUVLW\��³,�GRQ¶W�NQRZ�ZKDW�,�ZRXOG�WHDFK�´�VKH�VDLG��³<RX
GR�ORVH�IDLWK�LQ�WKH�FDWHFKLVP�´��

7KH�HFRQRPLVWV�ZKR�OHG�WKH�FRXQWHUUHYROXWLRQ�DJDLQVW�.H\QHVLDQ�HFRQRPLFV�PDUFKHG�XQGHU�D�EDQQHU
HPEOD]RQHG�³,Q�0DUNHWV�:H�7UXVW�´�,Q�WKH�ODWH�����V��WKH\�EHJDQ�WR�FRQYLQFH�SROLF\�PDNHUV�WKDW�WKH
IUHH�PRYHPHQW�RI�SULFHV�LQ�D�PDUNHW�HFRQRP\�ZRXOG�GHOLYHU�EHWWHU�UHVXOWV�WKDQ�EXUHDXFUDWV��7KH\�VDLG
WKH�FKDPSLRQV�RI�DFWLYLVW�HFRQRPLFV�KDG�RYHUVWDWHG�WKH�JRYHUQPHQW¶V�LQIOXHQFH�DQG�WKHLU�RZQ
FRPSHWHQFH��7KH\�VDLG�WKDW�PDQDJLQJ�FDSLWDOLVP�WR�LPSURYH�OLIH�RQ�(DUWK�HQGHG�XS�PDNLQJ�WKLQJV
ZRUVH�
,W�UHTXLUHG�D�FHUWDLQ�DUURJDQFH�WR�DQQRXQFH�D�EHWWHU�ZD\�RI�GRLQJ�HYHU\WKLQJ��EXW�WKHUH�ZDV�DOVR�D

VWULNLQJ�HOHPHQW�RI�PRGHVW\��7KH�QHZ�HFRQRPLVWV�ZHUH�QRW�FODLPLQJ�WR�KDYH�WKH�DQVZHUV��,QGHHG��WKH\
ZHUH�FODLPLQJ�QRW�WR�KDYH�WKH�DQVZHUV��7KHLU�DVVHUWLRQ�ZDV�WKDW�SROLF\�PDNHUV�VKRXOG�JHW�RXW�RI�WKH
ZD\�LQVWHDG�RI�WU\LQJ�WR�PDNH�JRRG�FKRLFHV��*RYHUQPHQWV�VKRXOG�PLQLPL]H�VSHQGLQJ�DQG�WD[DWLRQ�
OLPLW�UHJXODWLRQ��DQG�DOORZ�JRRGV�DQG�PRQH\�WR�PRYH�IUHHO\�DFURVV�ERUGHUV��:KHUH�SROLF\�ZDV
QHFHVVDU\�²�IRU�H[DPSOH��LQ�DOORFDWLQJ�WKH�FRVW�RI�SROOXWLRQ�²�JRYHUQPHQWV�VKRXOG�DSSUR[LPDWH�WKH
ZRUNLQJV�RI�D�PDUNHW�ZLWK�DOO�SRVVLEOH�ILGHOLW\��³,I�LW�LV�IHDVLEOH�WR�HVWDEOLVK�D�PDUNHW�WR�LPSOHPHQW�D
SROLF\��QR�SROLF\�PDNHU�FDQ�DIIRUG�WR�GR�ZLWKRXW�RQH�´�-��+��'DOHV��DQ�HDUO\�DGYRFDWH�IRU�XVLQJ
PDUNHWV�WR�UHGXFH�SROOXWLRQ��ZURWH�LQ��������
7KLV�FDOO�IRU�IDLWK�LQ�PDUNHWV�GUHZ�FUXFLDO�VXSSRUW�IURP�RWKHU�VWUDLQV�RI�FRQVHUYDWLVP�LQ�WZHQWLHWK�

FHQWXU\�$PHULFDQ�OLIH����,W�DSSHDOHG�GHHSO\�WR�WKH�³PXVFXODU�ULJKW�´�ZKLFK�GHILQHG�LWVHOI�LQ�RSSRVLWLRQ
WR�FRPPXQLVP�DQG�DGYRFDWHG�IRU�OHVV�JRYHUQPHQW�VSHQGLQJ�RQ�HYHU\WKLQJ�H[FHSW�QDWLRQDO�GHIHQVH�
0LGFHQWXU\�OLEHUDOV�ZURWH�DERXW�WKH�UHVXUJHQFH�RI�FRQVHUYDWLVP�DV�D�SDWKRORJ\�JQDZLQJ�DW�WKH�IULQJHV
RI�VRFLHW\��%XW�WKH�KLVWRULDQ�/LVD�0F*LUU�KDV�REVHUYHG�WKDW�WKH�KRWEHGV�RI�HFRQRPLF�FRQVHUYDWLVP
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Activist “hands-on” approach is no longer working

# [1] "Link to the video:"
# [1] "https://fgeerolf.com/econ102/handouts/competitiveness.html"
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Juanita Kreps & Carter’s problems with Keynesianism

Reproduced with permission of the copyright owner.  Further reproduction prohibited without permission.

Kreps: Introspective Farewell: Juanita <span class="hit">Kreps</span> ...
By Hobart Rowen Washington Pos t S ta ff Write r
The Washington Post (1974-Current file); Nov 3, 1979; 
ProQues t His torica l Newspapers : The  Washington Pos t
pg. A1
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“You Lose Faith” in Economic Dogma

Reproduced with permission of the copyright owner.  Further reproduction prohibited without permission.
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Juanita Kreps Short Video (with Kuznetsov and Blumenthal)

# [1] "Link to the video:"
# [1] "https://fgeerolf.com/econ102/handouts/competitiveness.html"
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Secretary of Commerce

�

/ZFSNYF�2��0WJUX��(TRRJWHJ�8JHWJYFW^��)NJX�FY
����
3XEOLFDWLRQ�LQIR��1HZ�<RUN�7LPHV��2QOLQH����1HZ�<RUN��1HZ�<RUN�7LPHV�&RPSDQ\��-XO��������� 
3UR4XHVW�GRFXPHQW�OLQN

 
  
$%675$&7��(1*/,6+�� 
0V��.UHSV�ZDV�3UHVLGHQW�-LPP\�&DUWHUØV�6HFUHWDU\�RI�&RPPHUFH��WKH�ILUVW�ZRPDQ�WR�KROG�D�SRVW�WUDGLWLRQDOO\

RFFXSLHG�E\�PHQ�ZLWK�EXVLQHVV�LQWHUHVWV���
 
)8//�7(;7 
-XDQLWD�0��.UHSV��ZKR�ZDV�3UHVLGHQW�-LPP\�&DUWHUØV�VHFUHWDU\�RI�FRPPHUFH�IURP������WR�������WKH�ILUVW�ZRPDQ

DQG�WKH�ILUVW�HFRQRPLVW�WR�KROG�D�SRVW�WUDGLWLRQDOO\�RFFXSLHG�E\�PHQ�ZLWK�EXVLQHVV�LQWHUHVWV��GLHG�0RQGD\�LQ

'XUKDP��1�&��6KH�ZDV�����

7KH�FDXVH�ZDV�FRPSOLFDWLRQV�RI�$O]KHLPHUØV�GLVHDVH��KHU�GDXJKWHU��/DXUD�$QQH�.UHSV��VDLG��

'U��.UHSV��ZKR�OLYHG�LQ�'XUKDP��ZURWH�ERRNV�DQG�WDXJKW�HFRQRPLFV�PXFK�RI�KHU�OLIH��%XW�HFRQRPLFV�ZDV�QR

DEVWUDFW�VXEMHFW�WR�WKLV�GDXJKWHU�RI�DQ�$SSDODFKLDQ�FRDO�PLQH�RSHUDWRU��D�FKLOG�RI�WKH�'HSUHVVLRQ�DQG�D�EURNHQ

KRPH�ZKR�KDG�ZRUNHG�KHU�ZD\�WKURXJK�FROOHJH��FOLPEHG�UXQJV�RI�DFDGHPLF�DFKLHYHPHQW�WR�EHFRPH�YLFH�SUHVLGHQW

RI�'XNH�8QLYHUVLW\�DQG�ZRQ�KLJK�PDUNV�UXQQLQJ�WKH�&RPPHUFH�'HSDUWPHQW��

2QO\�WKUHH�RWKHU�ZRPHQ�KDG�VHUYHG�LQ�WKH�FDELQHW�SUHYLRXVO\��)UDQFHV�3HUNLQV�DV�)UDQNOLQ�'��5RRVHYHOWØV�ODERU

VHFUHWDU\������������2YHWD�&XOS�+REE\�DV�'ZLJKW�'��(LVHQKRZHUØV�KHDOWK��HGXFDWLRQ�DQG�ZHOIDUH�VHFUHWDU\�������

�����DQG�&DUOD�$��+LOOV�DV�*HUDOG�5��)RUGØV�KRXVLQJ�DQG�XUEDQ�GHYHORSPHQW�VHFUHWDU\��'U��.UHSV�ZDV�RQH�RI�WZR

ZRPHQ�DSSRLQWHG�WR�0U��&DUWHUØV�FDELQHW�LQ�������WKH�RWKHU�EHLQJ�3DWULFLD�5REHUWV�+DUULV��LQ�KRXVLQJ�DQG�XUEDQ

GHYHORSPHQW��

&RPPHUFH�ZDV�SHUKDSV�WKH�PRVW�XQJODPRURXV��WKDQNOHVV�MRE�LQ�WKH�FDELQHW��PDQDJLQJ��������HPSOR\HHV�DQG�DQ

RUDFXODU�PDQGDWH�WR�SURPRWH�HFRQRPLF�JURZWK�ZKLOH�WDNLQJ�WKH�FHQVXV��IRUHFDVWLQJ�WKH�ZHDWKHU��UHFRUGLQJ

SDWHQWV�DQG�WUDGHPDUNV��VWDQGDUGL]LQJ�ZHLJKWV�DQG�PHDVXUHV��FKDUWLQJ�VHDV��FROOHFWLQJ�VWDWLVWLFV�RQ�WKH�QDWLRQØV

RXWSXW�RI�JRRGV�DQG�VHUYLFHV��DQG�PDQDJLQJ����ELOOLRQ�LQ�SXEOLF�ZRUNV�SURMHFWV��

/LNH�KHU�SUHGHFHVVRUV��'U��.UHSV�ZDV�DQ�DGYRFDWH�IRU�WKH�EXVLQHVV�FRPPXQLW\��SURPRWLQJ�H[SRUWV��LQWHUQDWLRQDO

WUDGH�DQG�GRPHVWLF�FRPPHUFH�DPLG�ULVLQJ�LQIODWLRQ�DQG�XQHPSOR\PHQW��6KH�EHFDPH�WKH�QDWLRQØV�WUDYHOLQJ

VDOHVZRPDQ��WDNLQJ�WUDGH�PLVVLRQV�WR�WKH�6RYLHW�8QLRQ��(XURSH��$IULFD�DQG�$VLD��,Q�������VKH�QHJRWLDWHG�D�KLVWRULF

WUDGH�DJUHHPHQW�ZLWK�&KLQD��

:KLOH�QRW�LQ�WKH�LQQHU�FLUFOH�RI�&DUWHU�DGYLVHUV��VKH�JDYH�WKH�SUHVLGHQW�D�FUXFLDO�ERRVW�ZKHQ�KLV�VWDQGLQJ�ZLWK

EXVLQHVV�KDG�HEEHG��RUJDQL]LQJ�PHHWLQJV�IRU�KLP�ZLWK�FRUSRUDWH�OHDGHUV�LQ������WR�PDS�DQWL�LQIODWLRQ�DQG

HFRQRPLF�VWUDWHJLHV��7DON�RI�D�FULVLV�LQ�EXVLQHVV�FRQILGHQFH�ZDQHG��DQG�PDQ\�H[HFXWLYHV��WKRXJK�VNHSWLFDO�DW�ILUVW�

FDPH�WR�UHJDUG�'U��.UHSV�DV�DQ�DOO\��

%XW�VKH�DOVR�SUHVVHG�EXVLQHVV�WR�ORRN�EH\RQG�SURILWV�DQG�DFW�ZLWK�JUHDWHU�VRFLDO�UHVSRQVLELOLW\�WRZDUG�HPSOR\HHV�

FRQVXPHUV�DQG�WKH�SXEOLF�LQWHUHVW��ZLWK�PHDVXUHV�LQFOXGLQJ�DIILUPDWLYH�DFWLRQ�SURJUDPV�DQG�VWHSV�WR�SURWHFW�WKH

HQYLURQPHQW�DQG�VWUHQJWKHQ�FRUSRUDWH�LQWHJULW\��6KH�ZDV�DQ�DGYRFDWH�IRU�ZRPHQ�DQG�ROGHU�ZRUNHUV��WKH

XQHPSOR\HG��PLQRULW\�RZQHG�EXVLQHVVHV��DQG�GHYHORSPHQW�LQ�GHSUHVVHG�XUEDQ�DUHDV��

6KH�VXSSRUWHG�QHZ�ODZV�WR�HQVXUH�SULYDF\�IRU�PLOOLRQV�RI�FRQVXPHUV��UHTXLULQJ�LQVXUDQFH��ILQDQFLDO�DQG�FUHGLW�FDUG

FRPSDQLHV�WR�WHOO�FXVWRPHUV�DERXW�LQIRUPDWLRQ�FROOHFWHG�RQ�WKHP��WR�H[SODLQ�DGYHUVH�GHFLVLRQV�DIIHFWLQJ�WKHP�

DQG�WR�DFFRUG�WKHP�ULJKWV�WR�FKDOOHQJH�HUURQHRXV�GDWD�LQ�WKHLU�ILOHV��

3')�*(1(5$7('�%<�6($5&+�35248(67�&20 3DJH���RI��
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Academic Career

7KH�JHQWHHO��ORZ�NH\�'U��.UHSV�KHOG�KHU�RZQ�DJDLQVW�SRZHUIXO�FDELQHW�ULYDOV��6KH�EDWWOHG�ZLWK�WKH�7UHDVXU\�RYHU

WUDGH�UHJXODWLRQ�HQIRUFHPHQW��ZLWK�WKH�6WDWH�'HSDUWPHQW�RYHU�FRPPHUFLDO�DWWDFK«V�ZKR�KHOS�$PHULFDQ�EXVLQHVVHV

RYHUVHDV��DQG�ZLWK�WKH�QDWLRQDO�VHFXULW\�DGYLVHU�RYHU�VHQVLWLYH�WHFKQRORJ\�H[SRUWV�WR�&RPPXQLVW�FRXQWULHV��

'U��.UHSV�UHVLJQHG�DIWHU�QHDUO\�WKUHH�\HDUV��KHU�WHQXUH�VKRUWHQHG�DIWHU�KHU�KXVEDQGØV�DSSDUHQW�VXLFLGH�DWWHPSW��

-XDQLWD�0RUULV�ZDV�ERUQ�LQ�/\QFK��.\���RQ�-DQ������������WKH�VL[WK�FKLOG�RI�(OPHU�0��0RUULV��D�VWUXJJOLQJ�PLQH

RSHUDWRU��DQG�/DUFHQLD�%ODLU�0RUULV��+HU�SDUHQWV�GLYRUFHG�ZKHQ�VKH�ZDV����DQG�VKH�OLYHG�ZLWK�KHU�PRWKHU�XQWLO�DJH

����ZKHQ�VKH�ZDV�SODFHG�LQ�D�ERDUGLQJ�VFKRRO��6KH�ZDV�DQ�H[FHOOHQW�VWXGHQW�EXW�UHFDOOHG�D�FKLOGKRRG�RI�SRYHUW\

DQG�XQKDSSLQHVV��

$W�%HUHD�&ROOHJH��D�SLRQHHU�LQ�ZRUN�VWXG\�SURJUDPV�IRU�SRRU�VRXWKHUQ�$SSDODFKLDQ�VWXGHQWV��VKH�PDMRUHG�LQ

HFRQRPLFV�DQG�JUDGXDWHG�ZLWK�KLJK�KRQRUV�LQ�������6WXG\LQJ�HFRQRPLFV�RQ�VFKRODUVKLSV�DW�'XNH��VKH�HDUQHG�D

PDVWHUØV�GHJUHH�LQ������DQG�D�GRFWRUDWH�LQ�������

,Q�������VKH�PDUULHG�&OLIWRQ�+��.UHSV�-U���DQ�HFRQRPLFV�SURIHVVRU��+H�GLHG�LQ�������6KH�ZDV�DOVR�SUHGHFHDVHG�E\�D

GDXJKWHU��6DUDK��%HVLGHV�KHU�GDXJKWHU�/DXUD�$QQH��RI�'XUKDP��0V��.UHSV�LV�VXUYLYHG�E\�D�VRQ��&OLIWRQ�,,,��RI

.LUNVYLOOH��0R���D�EURWKHU��+HUEHUW�:LWW��RI�)LVKHUV��,QG���DQG�IRXU�JUDQGFKLOGUHQ��

$FFRPSDQ\LQJ�KHU�KXVEDQG�LQ�D�VHULHV�RI�DFDGHPLF�SRVWV��VKH�WDXJKW�HFRQRPLFV�DW�'HQLVRQ�8QLYHUVLW\�IURP�����

WR�������DW�+RIVWUD�&ROOHJH�IURP������WR�������DQG�DW�4XHHQV�&ROOHJH�LQ�1HZ�<RUN�LQ����������6KH�MRLQHG�WKH�'XNH

IDFXOW\�LQ�������DQG�DIWHU�ZULWLQJ�VHYHUDO�ERRNV��VKH�EHFDPH�D�IXOO�SURIHVVRU�LQ�������,Q������VKH�EHFDPH�WKH

-DPHV�%��'XNH�SURIHVVRU�RI�HFRQRPLFV��WKH�ILUVW�ZRPDQ�WR�KROG�WKDW�SUHVWLJLRXV�FKDLU��

'U��.UHSV�ZDV�GHDQ�RI�WKH�:RPDQØV�&ROOHJH�DW�'XNH�DQG�DVVRFLDWH�SURYRVW�IURP������WR�������LQ������VKH�ZDV

QDPHG�LWV�YLFH�SUHVLGHQW��,Q������VKH�EHFDPH�WKH�ILUVW�ZRPDQ�WR�EH�QDPHG�D�GLUHFWRU�RI�WKH�1HZ�<RUN�6WRFN

([FKDQJH��6KH�DOVR�VHUYHG�DV�D�GLUHFWRU�RI�PDQ\�RI�WKH�FRXQWU\ØV�EHVW�NQRZQ�FRUSRUDWLRQV��LQFOXGLQJ�-��&��3HQQH\�

5��-��5H\QROGV��&LWLFRUS�DQG�$7	7��

+HU�VSHFLDOW\��WKH�ODERU�GHPRJUDSKLFV�RI�ZRPHQ�DQG�ROGHU�ZRUNHUV��LQIXVHG�KHU�DUWLFOHV�DQG�ERRNV��LQFOXGLQJ�Ú6H[

LQ�WKH�0DUNHWSODFH��$PHULFDQ�:RPHQ�DW�:RUNÛ���������ZKLFK�H[DPLQHG�HPSOR\PHQW�GLVFULPLQDWLRQ�DQG�WKH

EXUGHQV�RI�ZRUNLQJ�ZRPHQ�ZLWK�IDPLOLHV��Ú/LIHWLPH�$OORFDWLRQ�RI�:RUN�DQG�/HLVXUH��(VVD\V�LQ�WKH�(FRQRP\�RI

$JLQJÛ���������DQG�Ú:RPHQ�DQG�WKH�$PHULFDQ�(FRQRP\Û���������

/LNH�PDQ\�ZRPHQ�VKH�ZURWH�DERXW��'U��.UHSV�IDFHG�FRQIOLFWV�EHWZHHQ�KHU�SULYDWH�DQG�SXEOLF�OLYHV��:KHQ�3UHVLGHQW

&DUWHU�RIIHUHG�KHU�WKH�FDELQHW�SRVW��D�IDPLO\�GLVFXVVLRQ�HQVXHG��+HU�FKLOGUHQ�ZHUH�JURZQ��EXW�KHU�KXVEDQG�FRXOG

QRW�OHDYH�KLV�SRVW�DV�:DFKRYLD�SURIHVVRU�RI�EDQNLQJ�DW�WKH�8QLYHUVLW\�RI�1RUWK�&DUROLQD��&KDSHO�+LOO��

+HU�:DVKLQJWRQ�H[SHULHQFH�SURYHG�WR�EH�H[KLODUDWLQJ�EXW�ORQHO\��'U��.UHSV�WROG�7KH�1HZ�<RUN�7LPHV�LQ�������6KH

ZHQW�KRPH�WR�'XUKDP�DOPRVW�HYHU\�ZHHNHQG��EXW�WUDYHO�DQG�RWKHU�GXWLHV�OLPLWHG�KHU�IDPLO\�FRQWDFWV��

,Q�-XQH�������KHU�KXVEDQG�VXIIHUHG�ZKDW�WKH�SROLFH�FDOOHG�D�VHOI�LQIOLFWHG�JXQVKRW�ZRXQG�WR�WKH�KHDG��+H�VXUYLYHG�

DQG�D�IHZ�PRQWKV�ODWHU��'U��.UHSV�UHVLJQHG�DQG�UHWXUQHG�WR�'XNH��ZKHUH�VKH�UHWLUHG�DV�YLFH�SUHVLGHQW�HPHULWD��

,Q�������'XNH�HVWDEOLVKHG�WKH�-XDQLWD�DQG�&OLIWRQ�.UHSV�FKDLU�LQ�HFRQRPLFV��,Q�ODWHU�\HDUV��VKH�VHUYHG�RQ

JRYHUQPHQW�FRPPLVVLRQV�DQG�ZDV�WKH�UHFLSLHQW�RI�PDQ\�DZDUGV�DQG����KRQRUDU\�GHJUHHV��
 
 
'(7$,/6
 
6XEMHFW� $PHULFDQ�KLVWRU\��(FRQRPLFV��2OGHU�ZRUNHUV��:RPHQ��$QWL�LQIODWLRQ

/RFDWLRQ� 1HZ�<RUN�8QLRQ�RI�6RYLHW�6RFLDOLVW�5HSXEOLFV��8665�$IULFD�&KLQD�$VLD�(XURSH

3HRSOH� +DUULV��3DWULFLD�5REHUWV�5RRVHYHOW��)UDQNOLQ�'HODQR�������������&DUWHU��-LPP\�+REE\�

2YHWD�&XOS�����������)RUG��*HUDOG�5�(LVHQKRZHU��'ZLJKW�'DYLG������������
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Section 4

Baumol (1967); Baumol (1968)
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Idea

Services industry sees less rapid productivity gains.

Therefore, services are an increasingly larger share of the economy.

This is an important fact, because some deindustrialization is needed.
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Productivity gains low in Services

ECO/WKP(2018)79 │ 9 
 

CAN PRODUCTIVITY STILL GROW IN SERVICE-BASED ECONOMIES? LITERATURE OVERVIEW AND PRELIMINARY 
EVIDENCE FROM OECD COUNTRIES 

Unclassified 

countries, but less abruptly than in manufacturing. Across OECD countries, the main 
sectors contributing to slowing service productivity have been finance, retail and ICT 
(Figure 3).2 

Figure 1. Services are growing but have weaker labour productivity than manufacturing 

 

Note: Unweighted averages across 21 OECD countries. Labour productivity is computed as value added per 
person engaged, in constant USD PPP (base year 2005). Real estate is excluded as imputed rents can distort 
productivity measures in this sector. Non-market services include for example education, health, general public 
services (i.e. codes O to U of the ISIC4 classification). The average number of hours worked per person is 
lower in market services than in manufacturing, but this explains only a small part of the observed labour 
productivity difference (about 10% of the difference in 2015 on average across the countries with available 
data). 
Source: OECD STAN database. 

                                                      
2 For a more detailed overview of productivity trends by industry, see OECD (2018[39]). 
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Manufacturing Productivity

ECO/WKP(2018)79 │ 11 
 

CAN PRODUCTIVITY STILL GROW IN SERVICE-BASED ECONOMIES? LITERATURE OVERVIEW AND PRELIMINARY 
EVIDENCE FROM OECD COUNTRIES 

Unclassified 

Figure 3. Contributions to the global productivity slowdown 

Average contributions to annual labour productivity growth 

 
Note: The contribution of an industry is computed as its average labour productivity growth over the period 
multiplied by its share in total employment at the beginning of the period. Sectors are constructed based on 1-
letter categories of the NACE Rev.2 classification. ³Manufacturing´ includes utilities and construction (sectors 
5 to 39 of the NACE Rev.2 classification). ³Trade´ inclXdes reWail and Zholesale Wrade. ³ICT´ corresponds Wo 
Whe informaWion and commXnicaWion indXsWr\. ³Finance´ inclXdes financial and insurance activities. The 
contribution of the ³Shift to services´ is computed as in Figure 7 below (and the related caveats are discussed 
in section 2.3). The conWribXWion of ³OWher´ inclXdes the other industries with lower individual contributions 
(agriculture, construction, other market services as well as non-market services, but excluding real estate) and 
other sectoral shifts. OECD and EU averages are unweighted averages of the countries with available data. See 
Figure 7 below for information on the detailed coverage. 
Source: OECD STAN database, OECD calculations 

2.1.  The weak productivity of services partly reflects intrinsic characteristics 

6. Services are very diverse but their fundamental difference with goods is that goods 
are tangible while services are intangible. As a result, services tend to be less standardised 
than goods and can involve more face-to-face interactions in their delivery. These 
characteristics may undermine services productivity in various ways (Figure 4). 
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Productivity gains low in Services
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CAN PRODUCTIVITY STILL GROW IN SERVICE-BASED ECONOMIES? LITERATURE OVERVIEW AND PRELIMINARY 
EVIDENCE FROM OECD COUNTRIES 

Unclassified 

Figure 4. Certain characteristics of services hamper their productivity 

 
Source: OECD  

7. First, service transactions tend to be associated with additional transaction costs 
compared to selling goods. Services are more prone to information asymmetries between 
supplier and consumer than goods as their quality can be more difficult to assess before 
purchase due to their less standardised nature (e.g. a legal or consultancy service). Services 
can also involve more switching costs than goods purchase, often resulting in consumers 
engaging in long-term relationships with certain service providers (e.g. banks, telecom 
companies). Finally, certain services (but not all of them) can involve spatial transaction 
costs because they have to be delivered in person (e.g. a haircut), in which case they are 
sold in local markets with typically relatively few players. All these transaction costs imply 
that competitive pressures and efficient reallocation mechanisms tend to be weaker in 
services than in manufacturing, reducing incentives to improve productivity and allowing 
less productive firms to survive. 

8. Second, services have overall benefitted less than manufacturing from economies 
of scale and gains from automation. Indeed, technology has so far been better at replacing 
the manual routine tasks involved in the production of standardised goods than the more 
cognitive tasks involved in the production of many services. In addition, the fact that certain 
services have to be delivered in person implies that firms cannot fully reap the potential 
benefits from economies of scale. Smaller production units can hinder capital deepening, 
knowledge spillovers and specialisation of employees. Even in relatively large services 
firms that utilise brands and franchising to leverage some types of economies of scale 
(marketing, management, supply chain organisation, innovation), an important part of the 
core activity has to remain decentralised (e.g. retail or restaurant chains). Finally, 
informality tends to be more prevalent in certain services industries than in manufacturing, 
which can also hamper firm growth. 

9. Third, these characteristics of services also reduce their tradability within countries 
and across borders. This is detrimental to productivity to the extent that trade generally 
enhances productivity through knowledge spillovers, better specialisation and increased 
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Productivity gains low in Services
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CAN PRODUCTIVITY STILL GROW IN SERVICE-BASED ECONOMIES? LITERATURE OVERVIEW AND PRELIMINARY 
EVIDENCE FROM OECD COUNTRIES 

Unclassified 

Figure 12. Knowledge intensive services tend to have a relatively good productivity 
performance 

Panel A: Labour productivity levels (2015)  Panel B: Labour productivity growth rates (2005-2015) 

    
Panel C: Multifactor productivity growth rates (2005-2015) 

 
Note: Categories correspond to the one-letter NACE codes (G to N). Labour productivity defined as value added 
per person employed, in thousands of US $ 2005 PPP. Unweighted averages across 18 OECD countries, except 
for "Professional scientific and technical activities" in 1995, which relies on 17 countries (USA not included 
due to data unavailability). Multifactor productivity is the average across 11 OECD countries with the same 
limitation for the United States.  
Source: OECD calculations based on OECD STAN database. 

23. As the share of manufacturing declines, a key question is whether services can take 
over its role as the main engine of productivity growth, and which services offer most 
potential to do so.11 Knowledge intensive services are obvious candidates as their intrinsic 
characteristics (e.g. high R&D and capital intensity, potential for tradability) may generally 
be more conducive to productivity growth (see Figure 9 and Figure 11). The productivity 

                                                      
11 This question seems even more pressing for certain emerging and developing economies, which 
may run out of industrialisation opportunities sooner and at much lower levels of income compared 
to the experience of early industrialisers (Rodrik, 2016[149]). 
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Balassa-Samuelson Effect
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Section 5

1980s: Reagan, The Rust Belt, etc.
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1990s: Rising Japan - Books

François Geerolf (UCLA) Competitiveness and Productivity December 2, 2020 32 / 91



The Rust Belt
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Plaza Accords

# [1] "Link to the video:"
# [1] "https://fgeerolf.com/econ102/handouts/competitiveness.html"
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Xrates against US. Dollar (1980-1990)
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Xrates against US. Dollar (1980-1990)
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Xrates around Plaza Accords (1980-1990)
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Section 6

Porter (1990) - The Competitive Advantage of Nations
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Title
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Why do some nations succees and other fail?

�
7KH�1HHG�IRU�D�1HZ�3DUDGLJP

�

:K\�GR�VRPH�QDWLRQV�VXFFHHG�DQG�RWKHUV�IDLO�LQ�LQWHUQDWLRQDO�FRPSHWLWLRQ"
7KLV� TXHVWLRQ� LV� SHUKDSV� WKH�PRVW� IUHTXHQWO\� DVNHG� HFRQRPLF� TXHVWLRQ� RI� RXU
WLPHV�� &RPSHWLWLYHQHVV� KDV� EHFRPH� RQH� RI� WKH� FHQWUDO� SUHRFFXSDWLRQV� RI
JRYHUQPHQW� DQG� LQGXVWU\� LQ� HYHU\� QDWLRQ�� 7KH� 8QLWHG� 6WDWHV� LV� DQ� REYLRXV
H[DPSOH��ZLWK�LWV�JURZLQJ�SXEOLF�GHEDWH�DERXW�WKH�DSSDUHQWO\�JUHDWHU�HFRQRPLF
VXFFHVV�RI�RWKHU�WUDGLQJ�QDWLRQV��%XW�LQWHQVH�GHEDWH�DERXW�FRPSHWLWLYHQHVV�LV�DOVR
WDNLQJ�SODFH�WRGD\�LQ�VXFKߡ�VXFFHVV�VWRU\ߢ�QDWLRQV�DV�-DSDQ�DQG�.RUHD���6RFLDOLVW
FRXQWULHV� VXFK� DV� WKH�6RYLHW�8QLRQ� DQG�RWKHUV� LQ�(DVWHUQ�(XURSH� DQG�$VLD� DUH
DOVR� DVNLQJ� WKLV� TXHVWLRQ� DV� WKH\� IXQGDPHQWDOO\� UHDSSUDLVH� WKHLU� HFRQRPLF
V\VWHPV�
<HW�DOWKRXJK�WKH�TXHVWLRQ�LV�IUHTXHQWO\�DVNHG�� LW� LV� WKH�ZURQJ�TXHVWLRQ�LI� WKH

DLP�LV�WR�EHVW�H[SRVH�WKH�XQGHUSLQQLQJV�RI�HFRQRPLF�SURVSHULW\�IRU�HLWKHU�ILUPV
RU�QDWLRQV��:H�PXVW�IRFXV�LQVWHDG�RQ�DQRWKHU��PXFK�QDUURZHU�RQH��7KLV�LV��ZK\
GRHV�D�QDWLRQ�EHFRPH�WKH�KRPH�EDVH�IRU�VXFFHVVIXO�LQWHUQDWLRQDO�FRPSHWLWRUV�LQ
DQ� LQGXVWU\"� 2U�� WR� SXW� LW� VRPHZKDW� GLIIHUHQWO\�� ZK\� DUH� ILUPV� EDVHG� LQ� D
SDUWLFXODU� QDWLRQ� DEOH� WR� FUHDWH� DQG� VXVWDLQ� FRPSHWLWLYH� DGYDQWDJH� DJDLQVW� WKH
ZRUOGߞV�EHVW�FRPSHWLWRUV� LQ�D�SDUWLFXODU�ILHOG"�$QG�ZK\�LV�RQH�QDWLRQ�RIWHQ�WKH
KRPH�IRU�VR�PDQ\�RI�DQ�LQGXVWU\ߞV�ZRUOG�OHDGHUV"
+RZ� FDQ� ZH� H[SODLQ� ZK\� *HUPDQ\� LV� WKH� KRPH� EDVH� IRU� VR� PDQ\� RI� WKH

ZRUOGߞV�OHDGLQJ�PDNHUV�RI�SULQWLQJ�SUHVVHV��OX[XU\�FDUV��DQG�FKHPLFDOV"�:K\�LV
WLQ\� 6ZLW]HUODQG� WKH� KRPH� EDVH� IRU� LQWHUQDWLRQDO� OHDGHUV� LQ� SKDUPDFHXWLFDOV�
FKRFRODWH��DQG�WUDGLQJ"�:K\�DUH�OHDGHUV�LQ�KHDY\�WUXFNV�DQG�PLQLQJ�HTXLSPHQW
EDVHG� LQ� 6ZHGHQ"� :K\� KDV� $PHULFD� SURGXFHG� WKH� SUHHPLQHQW� LQWHUQDWLRQDO
FRPSHWLWRUV�LQ�SHUVRQDO�FRPSXWHUV��VRIWZDUH��FUHGLW�FDUGV��DQG�PRYLHV"�:K\�DUH
,WDOLDQ� ILUPV� VR� VWURQJ� LQ� FHUDPLF� WLOHV�� VNL� ERRWV�� SDFNDJLQJ� PDFKLQHU\�� DQG
IDFWRU\� DXWRPDWLRQ� HTXLSPHQW"� :KDW� PDNHV� -DSDQHVH� ILUPV� VR� GRPLQDQW� LQ
FRQVXPHU�HOHFWURQLFV��FDPHUDV��URERWLFV��DQG�IDFVLPLOH�PDFKLQHV"
7KH�DQVZHUV�DUH�REYLRXVO\�RI�FHQWUDO� FRQFHUQ� WR� ILUPV� WKDW�PXVW�FRPSHWH� LQ

LQFUHDVLQJO\� LQWHUQDWLRQDO�PDUNHWV��$� ILUP�PXVW�XQGHUVWDQG�ZKDW� LW� LV� DERXW� LWV
KRPH�QDWLRQ�WKDW�LV�PRVW�FUXFLDO�LQ�GHWHUPLQLQJ�LWV�DELOLW\��RU�LQDELOLW\��WR�FUHDWH
DQG�VXVWDLQ�FRPSHWLWLYH�DGYDQWDJH�LQ�LQWHUQDWLRQDO�WHUPV��%XW�WKH�VDPH�TXHVWLRQ
ZLOO�SURYH�WR�EH�D�GHFLVLYH�RQH�IRU�QDWLRQDO�HFRQRPLF�SURVSHULW\�DV�ZHOO��$V�ZH
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Germany

�
7KH�1HHG�IRU�D�1HZ�3DUDGLJP

�

:K\�GR�VRPH�QDWLRQV�VXFFHHG�DQG�RWKHUV�IDLO�LQ�LQWHUQDWLRQDO�FRPSHWLWLRQ"
7KLV� TXHVWLRQ� LV� SHUKDSV� WKH�PRVW� IUHTXHQWO\� DVNHG� HFRQRPLF� TXHVWLRQ� RI� RXU
WLPHV�� &RPSHWLWLYHQHVV� KDV� EHFRPH� RQH� RI� WKH� FHQWUDO� SUHRFFXSDWLRQV� RI
JRYHUQPHQW� DQG� LQGXVWU\� LQ� HYHU\� QDWLRQ�� 7KH� 8QLWHG� 6WDWHV� LV� DQ� REYLRXV
H[DPSOH��ZLWK�LWV�JURZLQJ�SXEOLF�GHEDWH�DERXW�WKH�DSSDUHQWO\�JUHDWHU�HFRQRPLF
VXFFHVV�RI�RWKHU�WUDGLQJ�QDWLRQV��%XW�LQWHQVH�GHEDWH�DERXW�FRPSHWLWLYHQHVV�LV�DOVR
WDNLQJ�SODFH�WRGD\�LQ�VXFKߡ�VXFFHVV�VWRU\ߢ�QDWLRQV�DV�-DSDQ�DQG�.RUHD���6RFLDOLVW
FRXQWULHV� VXFK� DV� WKH�6RYLHW�8QLRQ� DQG�RWKHUV� LQ�(DVWHUQ�(XURSH� DQG�$VLD� DUH
DOVR� DVNLQJ� WKLV� TXHVWLRQ� DV� WKH\� IXQGDPHQWDOO\� UHDSSUDLVH� WKHLU� HFRQRPLF
V\VWHPV�
<HW�DOWKRXJK�WKH�TXHVWLRQ�LV�IUHTXHQWO\�DVNHG�� LW� LV� WKH�ZURQJ�TXHVWLRQ�LI� WKH

DLP�LV�WR�EHVW�H[SRVH�WKH�XQGHUSLQQLQJV�RI�HFRQRPLF�SURVSHULW\�IRU�HLWKHU�ILUPV
RU�QDWLRQV��:H�PXVW�IRFXV�LQVWHDG�RQ�DQRWKHU��PXFK�QDUURZHU�RQH��7KLV�LV��ZK\
GRHV�D�QDWLRQ�EHFRPH�WKH�KRPH�EDVH�IRU�VXFFHVVIXO�LQWHUQDWLRQDO�FRPSHWLWRUV�LQ
DQ� LQGXVWU\"� 2U�� WR� SXW� LW� VRPHZKDW� GLIIHUHQWO\�� ZK\� DUH� ILUPV� EDVHG� LQ� D
SDUWLFXODU� QDWLRQ� DEOH� WR� FUHDWH� DQG� VXVWDLQ� FRPSHWLWLYH� DGYDQWDJH� DJDLQVW� WKH
ZRUOGߞV�EHVW�FRPSHWLWRUV� LQ�D�SDUWLFXODU�ILHOG"�$QG�ZK\�LV�RQH�QDWLRQ�RIWHQ�WKH
KRPH�IRU�VR�PDQ\�RI�DQ�LQGXVWU\ߞV�ZRUOG�OHDGHUV"
+RZ� FDQ� ZH� H[SODLQ� ZK\� *HUPDQ\� LV� WKH� KRPH� EDVH� IRU� VR� PDQ\� RI� WKH

ZRUOGߞV�OHDGLQJ�PDNHUV�RI�SULQWLQJ�SUHVVHV��OX[XU\�FDUV��DQG�FKHPLFDOV"�:K\�LV
WLQ\� 6ZLW]HUODQG� WKH� KRPH� EDVH� IRU� LQWHUQDWLRQDO� OHDGHUV� LQ� SKDUPDFHXWLFDOV�
FKRFRODWH��DQG�WUDGLQJ"�:K\�DUH�OHDGHUV�LQ�KHDY\�WUXFNV�DQG�PLQLQJ�HTXLSPHQW
EDVHG� LQ� 6ZHGHQ"� :K\� KDV� $PHULFD� SURGXFHG� WKH� SUHHPLQHQW� LQWHUQDWLRQDO
FRPSHWLWRUV�LQ�SHUVRQDO�FRPSXWHUV��VRIWZDUH��FUHGLW�FDUGV��DQG�PRYLHV"�:K\�DUH
,WDOLDQ� ILUPV� VR� VWURQJ� LQ� FHUDPLF� WLOHV�� VNL� ERRWV�� SDFNDJLQJ� PDFKLQHU\�� DQG
IDFWRU\� DXWRPDWLRQ� HTXLSPHQW"� :KDW� PDNHV� -DSDQHVH� ILUPV� VR� GRPLQDQW� LQ
FRQVXPHU�HOHFWURQLFV��FDPHUDV��URERWLFV��DQG�IDFVLPLOH�PDFKLQHV"
7KH�DQVZHUV�DUH�REYLRXVO\�RI�FHQWUDO� FRQFHUQ� WR� ILUPV� WKDW�PXVW�FRPSHWH� LQ

LQFUHDVLQJO\� LQWHUQDWLRQDO�PDUNHWV��$� ILUP�PXVW�XQGHUVWDQG�ZKDW� LW� LV� DERXW� LWV
KRPH�QDWLRQ�WKDW�LV�PRVW�FUXFLDO�LQ�GHWHUPLQLQJ�LWV�DELOLW\��RU�LQDELOLW\��WR�FUHDWH
DQG�VXVWDLQ�FRPSHWLWLYH�DGYDQWDJH�LQ�LQWHUQDWLRQDO�WHUPV��%XW�WKH�VDPH�TXHVWLRQ
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Horizontal Competitiveness

VHULRXV�GLIILFXOWLHV�KDYH�DULVHQ�ZKLFK�UDLVH�JUDYH�GRXEWV�DERXW�ZKHWKHU�LQGXVWULDO
SROLF\�� DQG� LWV� FRUH� SUDFWLFHV� RI� WDUJHWLQJ�� VXEVLGLHV�� DQG� FRRSHUDWLYH� DFWLYLW\�
HYHU�ZRUNHG��$OO� DORQJ�� FRPSDQLHV�ZHUH� GHHSO\� VNHSWLFDO� RI� LQGXVWULDO� SROLF\�
FRQFHUQHG�DERXW�JRYHUQPHQWߞV�FDSDFLW\�WR�VHFRQG�JXHVV�PDUNHWV��HDJHU�IRU�RWKHU
DSSURDFKHV�
7KH�&RPSHWLWLYH�$GYDQWDJH�RI�1DWLRQV�UHMHFWHG�LQGXVWULDO�SROLF\��$OO�FOXVWHUV

FDQ�VXSSRUW�SURVSHULW\� LI� WKH\�FDQ�EH�SURGXFWLYH��,QVWHDG�RI� WDUJHWLQJ�SDUWLFXODU
LQGXVWULHV�� DOO� D� QDWLRQߞV� H[LVWLQJ� DQG� HPHUJLQJ� FOXVWHUV� GHVHUYH� DWWHQWLRQ�
*RYHUQPHQW� VKRXOG� QRW� JHW� LQYROYHG� LQ� WKH� FRPSHWLWLYH� SURFHVVߚLWV� UROH� LV� WR
LPSURYH�WKH�HQYLURQPHQW�IRU�SURGXFWLYLW\��IRU�H[DPSOH��E\�LPSURYLQJ�WKH�TXDOLW\
DQG�HIILFLHQF\�RI�EXVLQHVV� LQSXWV�DQG� LQIUDVWUXFWXUH�DQG�FUHDWLQJ�SROLFLHV�DQG�D
UHJXODWRU\� FRQWH[W� WKDW� VWLPXODWH� XSJUDGLQJ� DQG� LQQRYDWLRQ�� :KLOH� LQGXVWULDO
SROLF\� VHHNV� WR� GLVWRUW� FRPSHWLWLRQ� LQ� IDYRU� RI� D� SDUWLFXODU� ORFDWLRQ�� GLDPRQG
WKHRU\� VHHNV� WR� UHPRYH� FRQVWUDLQWV� WR� SURGXFWLYLW\� JURZWK�� :KLOH� LQGXVWULDO
SROLF\�UHVWV�RQ�D�]HUR�VXP�YLHZ�RI�LQWHUQDWLRQDO�FRPSHWLWLRQ��GLDPRQG�WKHRU\�LV
EDVHG�RQ�D�SRVLWLYH�VXP�ZRUOG�LQ�ZKLFK�SURGXFWLYLW\�LPSURYHPHQW�ZLOO�H[SDQG
WKH� PDUNHW� DQG� LQ� ZKLFK�PDQ\� QDWLRQV� FDQ� SURVSHU� LI� WKH\� FDQ� EHFRPH�PRUH
SURGXFWLYH�DQG�LQQRYDWLYH�
7KH� ERRN� DOVR� SURYLGHG� WKH� EDVLV� IRU� FRQVWUXFWLYH� GLDORJ� DERXW� KRZ� WKH

EXVLQHVV�HQYLURQPHQW�FRXOG�EH�LPSURYHG��7KH�FRQFHSW�RI�FOXVWHUV�KDV�SURYHQ�WR
EH� SDUWLFXODUO\� SRZHUIXO�� &OXVWHUV� ZHUH� ERWK� D� ZD\� RI� WKLQNLQJ� DERXW� WKH
HFRQRP\�DQG�D�PHDQV�IRU�FDWDO\]LQJ�FKDQJH��8QOLNH�WUDGLWLRQDO�JURXSLQJV�VXFK
DV�LQGXVWULHV�RU�VHFWRUV��ZKLFK�ZHUH�DVVRFLDWHG�ZLWK�LQWHUYHQWLRQ�DQG�VXEVLG\��WKH
FRQFHSW� RI� FOXVWHUV� IRFXVHV� WKLQNLQJ� RQ� SURGXFWLYLW\� DQG� FURVV�FRPSDQ\
OLQNDJHV�� &OXVWHUV� EULQJ� JRYHUQPHQW� HQWLWLHV�� FRPSDQLHV�� VXSSOLHUV�� DQG� ORFDO
LQVWLWXWLRQV� WRJHWKHU� DURXQG� D� FRPPRQ� DJHQGD� ZKLFK� LV� FRQVWUXFWLYH� DQG
DFWLRQDEOH�

81),1,6+('�$*(1'$6

�
7KLV� UH�LVVXH� RI� 7KH� &RPSHWLWLYH� $GYDQWDJH� RI� 1DWLRQV� LV� DQ� LPSRUWDQW

PLOHVWRQH��$V�KHDUWHQLQJ�DV�WKH�UHVSRQVH�KDV�EHHQ��WKH�LGHDV�LQ�WKH�ERRN�UHPDLQ
FRPSOH[��DQG�WKH�YROXPH�LWVHOI�LV�IRUPLGDEOH��7KH�H[DPSOHV�DQG�FRXQWU\�SURILOHV
DUH�YROXPLQRXV��LQ�SDUW�EHFDXVH�,�IHOW�WKDW�ZLWKRXW�WKHP�WKH�ERRN�ZRXOG�EH�OHVV
FRQYLQFLQJ�RQ�VXFK�DQ�HPRWLRQDOO\�FKDUJHG�VXEMHFW��$OO�WKLV�PHDQV�WKDW�WKH�ERRN
LV�VWLOO�EURDGHQLQJ�LWV�DXGLHQFH��DQG�,�DP�KRSHIXO�WKDW�LWV�UH�LVVXH�ZLOO�EULQJ�LW�WR
WKH�DWWHQWLRQ�RI�QHZ�UHDGHUV�

François Geerolf (UCLA) Competitiveness and Productivity December 2, 2020 42 / 91



Section 7

Krugman (1994) - Does competitiveness exist?
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Lester Thurow

# [1] "Link to the video:"
# [1] "https://fgeerolf.com/econ102/handouts/competitiveness.html"
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Bill Clinton’s speech

Bill Clinton talks about Lester Thurow’s book. html
In his most recent book, “Head to Head,” the economist Lester Thurow (sp) argues
that there are seven major areas of technology which will produce the lion’s share of
the high-wage, high-growth jobs of the 21st century, at least as far as we can see into
that century, that aerospace is one of those areas, and that a nation with a stake in
any of these technologies gives it up only at its peril. We have enjoyed an enormously
positive position in aerospace for a long time now, but if you look at our airlines, the
airlines alone have lost as much money in the last four years as they made in the
previous 60.
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Clinton’s economic advisors
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Paul Krugman

# [1] "Link to the video:"
# [1] "https://fgeerolf.com/econ102/handouts/competitiveness.html"
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Foreign Policy Piece

 CRmSeWiWiYeneVV :
 A DangeURXV ObVeVViRn

 PaXl KUXgman

 THE HYPOTHESIS IS WRONG

 In JXne 1993, JacTXeV DelRUV made a VSecial SUeVenWaWiRn WR Whe
 leadeUV Rf Whe naWiRnV Rf Whe EXURSean CRmmXniW\, meeWing in
 CRSenhagen, Rn Whe gURZing SURblem Rf EXURSean XnemSlR\menW.
 EcRnRmiVWV ZhR VWXd\ Whe EXURSean ViWXaWiRn ZeUe cXUiRXV WR Vee
 ZhaW DelRUV, SUeVidenW Rf Whe ec CRmmiVViRn, ZRXld Va\. MRVW Rf
 Whem VhaUe mRUe RU leVV Whe Vame diagnRViV Rf Whe EXURSean SURb
 lem: Whe Wa[eV and UegXlaWiRnV imSRVed b\ EXURSe'V elabRUaWe ZelfaUe
 VWaWeV haYe made emSlR\eUV UelXcWanW WR cUeaWe neZ jRbV, Zhile Whe
 UelaWiYel\ geneURXV leYel Rf XnemSlR\menW benefiWV haV made ZRUk
 eUV XnZilling WR acceSW Whe kindV Rf lRZ-Zage jRbV WhaW helS keeS
 XnemSlR\menW cRmSaUaWiYel\ lRZ in Whe UniWed SWaWeV. The mRne
 WaU\ difficXlWieV aVVRciaWed ZiWh SUeVeUYing Whe EXURSean MRneWaU\
 S\VWem in Whe face Rf Whe cRVWV Rf GeUman UeXnificaWiRn haYe Uein
 fRUced WhiV VWUXcWXUal SURblem.

 IW iV a SeUVXaViYe diagnRViV, bXW a SRliWicall\ e[SlRViYe Rne, and eYeU\
 Rne ZanWed WR Vee hRZ DelRUV ZRXld handle iW. WRXld he daUe Well

 EXURSean leadeUV WhaW WheiU effRUWV WR SXUVXe ecRnRmic jXVWice haYe SUR
 dXced XnemSlR\menW aV an XninWended b\-SURdXcW? WRXld he admiW
 WhaW Whe emV cRXld be VXVWained Rnl\ aW Whe cRVW Rf a UeceVViRn and face
 Whe imSlicaWiRnV RfWhaW admiVViRn fRU EXURSean mRneWaU\ XniRn?

 PaX l KUXgman iV PURfeVVRU Rf EcRnRmicV aW Whe MaVVachXVeWWV InVWi

 WXWe Rf TechnRlRg\. HiV mRVW UecenW bRRk iV Peddling PURVSeUiW\: EcRnRmic
 SenVe and NRnVenVe in Whe Age Rf DiminiVhed E[SecWaWiRnV (W. W. NRUWRn).

 UV]
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Critiques of Books

 CRmSeWiWiYeneVV: A DangeURXV ObVeVViRn

 GXeVV ZhaW? DelRUV didn'W cRnfURnW Whe SURblemV Rf eiWheU Whe Zel
 faUe VWaWe RU Whe emV. He e[Slained WhaW Whe URRW caXVe Rf EXURSean
 XnemSlR\menW ZaV a lack Rf cRmSeWiWiYeneVV ZiWh Whe UniWed SWaWeV
 and JaSan and WhaW Whe VRlXWiRn ZaV a SURgUam Rf inYeVWmenW in infUa
 VWUXcWXUe and high WechnRlRg\.

 IW ZaV a diVaSSRinWing eYaViRn, bXW nRW a VXUSUiVing Rne. AfWeU all, Whe
 UheWRUic Rf cRmSeWiWiYeneVV?Whe YieZ WhaW, in Whe ZRUdV Rf PUeVidenW
 ClinWRn, each naWiRn iV "like a big cRUSRUaWiRn cRmSeWing in Whe glRbal
 maUkeWSlace"?haV becRme SeUYaViYe amRng RSiniRn leadeUV WhURXgh
 RXW Whe ZRUld. PeRSle ZhR belieYe WhemVelYeV WR be VRShiVWicaWed abRXW
 Whe VXbjecW Wake iW fRU gUanWed WhaW Whe ecRnRmic SURblem facing an\
 mRdeUn naWiRn iV eVVenWiall\ Rne Rf cRmSeWing Rn ZRUld maUkeWV?WhaW
 Whe UniWed SWaWeV and JaSan aUe cRmSeWiWRUV in Whe Vame VenVe WhaW
 CRca-CRla cRmSeWeV ZiWh PeSVi?and aUe XnaZaUe WhaW an\Rne mighW
 VeUiRXVl\ TXeVWiRn WhaW SURSRViWiRn. EYeU\ feZ mRnWhV a neZ beVW-Vell
 eU ZaUnV Whe AmeUican SXblic Rf Whe diUe cRnVeTXenceV Rf lRVing Whe
 "Uace" fRU Whe 21VW cenWXU\.1 A ZhRle indXVWU\ Rf cRXncilV Rn cRmSeWi
 WiYeneVV, "geR-ecRnRmiVWV" and managed WUade WheRUiVWV haV VSUXng XS
 in WaVhingWRn. Man\ Rf WheVe SeRSle, haYing diagnRVed AmeUica V ecR
 nRmic SURblemV in mXch Whe Vame WeUmV aV DelRUV did EXURSe'V, aUe
 nRZ in Whe higheVW UeacheV Rf Whe ClinWRn adminiVWUaWiRn fRUmXlaWing
 ecRnRmic and WUade SRlic\ fRU Whe UniWed SWaWeV. SR DelRUV ZaV XVing

 FOREIGN AFFAIRS MaUch/ASUil i994 [29]

 1 See, fRU jXVW a feZ e[amSleV, LaXUa D'AndUea T\VRn, WhR'V BaVhing WhRm: TUade
 CRnflicW in High-TechnRlRg\ IndXVWUieV, WaVhingWRn: InVWiWXWe fRU InWeUnaWiRnal EcRnRm
 icV, 1992; LeVWeU C. ThXURZ, Head WR Head: The CRming EcRnRmic BaWWle amRng JaSan,

 EXURSe, and AmeUica, NeZ YRUk: MRUURZ, 1992; IUa C. Maga]ineU and RRbeUW B. Reich,
 Minding AmeUicaV BXVineVV: The Decline and RiVe Rf Whe AmeUican EcRnRm\, NeZ YRUk:
 VinWage BRRkV, 1983; IUa C. Maga]ineU and MaUk PaWinkin, The SilenW WaU: InVide Whe
 GlRbal BXVineVV BaWWleV ShaSing AmeUicaV FXWXUe, NeZ YRUk: VinWage BRRkV, 1990;
 EdZaUd N. LXWWZak, The EndangeUed AmeUican DUeam: HRZ WR SWRS Whe UniWed SWaWeV fURm
 BecRming a ThiUd WRUld CRXnWU\ and HRZ WR Win Whe GeR-ecRnRmic SWUXggle fRU IndXVWUial
 SXSUemac\, NeZ YRUk: SimRn and SchXVWeU, 1993; KeYin P. PhilliSV, SWa\ing Rn TRS: The
 BXVineVV CaVe fRU a NaWiRnal IndXVWUial SWUaWeg\, NeZ YRUk: RandRm HRXVe, 1984; Cl\de
 V. PUeVWRZiW], JU., TUading PlaceV: HRZ We AllRZed JaSan WR Take Whe Lead, NeZ YRUk:
 BaVic BRRkV, 1988; William S. DieWUich, In Whe ShadRZ Rf Whe RiVing SXn: The PRliWical
 RRRWV Rf AmeUican EcRnRmic Decline, UniYeUViW\ PaUk: PennV\lYania SWaWe UniYeUViW\ PUeVV,
 1991; JeffUe\ E. GaUWen, A CRld Peace: AmeUica, JaSan, GeUman\, and Whe SWUXggle fRU
 SXSUemac\, NeZ YRUk: TimeV BRRkV, 1992; and Wa\ne SandhRlW] eW al., The HigheVW
 SWakeV: The EcRnRmic FRXndaWiRnV Rf Whe Ne[W SecXUiW\ S\VWem, BeUkele\ RRXndWable Rn Whe
 InWeUnaWiRnal EcRnRm\ (bUie), O[fRUd UniYeUViW\ PUeVV, 1992.
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Delors and competitiveness / high technology

 CRmSeWiWiYeneVV: A DangeURXV ObVeVViRn

 GXeVV ZhaW? DelRUV didn'W cRnfURnW Whe SURblemV Rf eiWheU Whe Zel
 faUe VWaWe RU Whe emV. He e[Slained WhaW Whe URRW caXVe Rf EXURSean
 XnemSlR\menW ZaV a lack Rf cRmSeWiWiYeneVV ZiWh Whe UniWed SWaWeV
 and JaSan and WhaW Whe VRlXWiRn ZaV a SURgUam Rf inYeVWmenW in infUa
 VWUXcWXUe and high WechnRlRg\.

 IW ZaV a diVaSSRinWing eYaViRn, bXW nRW a VXUSUiVing Rne. AfWeU all, Whe
 UheWRUic Rf cRmSeWiWiYeneVV?Whe YieZ WhaW, in Whe ZRUdV Rf PUeVidenW
 ClinWRn, each naWiRn iV "like a big cRUSRUaWiRn cRmSeWing in Whe glRbal
 maUkeWSlace"?haV becRme SeUYaViYe amRng RSiniRn leadeUV WhURXgh
 RXW Whe ZRUld. PeRSle ZhR belieYe WhemVelYeV WR be VRShiVWicaWed abRXW
 Whe VXbjecW Wake iW fRU gUanWed WhaW Whe ecRnRmic SURblem facing an\
 mRdeUn naWiRn iV eVVenWiall\ Rne Rf cRmSeWing Rn ZRUld maUkeWV?WhaW
 Whe UniWed SWaWeV and JaSan aUe cRmSeWiWRUV in Whe Vame VenVe WhaW
 CRca-CRla cRmSeWeV ZiWh PeSVi?and aUe XnaZaUe WhaW an\Rne mighW
 VeUiRXVl\ TXeVWiRn WhaW SURSRViWiRn. EYeU\ feZ mRnWhV a neZ beVW-Vell
 eU ZaUnV Whe AmeUican SXblic Rf Whe diUe cRnVeTXenceV Rf lRVing Whe
 "Uace" fRU Whe 21VW cenWXU\.1 A ZhRle indXVWU\ Rf cRXncilV Rn cRmSeWi
 WiYeneVV, "geR-ecRnRmiVWV" and managed WUade WheRUiVWV haV VSUXng XS
 in WaVhingWRn. Man\ Rf WheVe SeRSle, haYing diagnRVed AmeUica V ecR
 nRmic SURblemV in mXch Whe Vame WeUmV aV DelRUV did EXURSe'V, aUe
 nRZ in Whe higheVW UeacheV Rf Whe ClinWRn adminiVWUaWiRn fRUmXlaWing
 ecRnRmic and WUade SRlic\ fRU Whe UniWed SWaWeV. SR DelRUV ZaV XVing

 FOREIGN AFFAIRS MaUch/ASUil i994 [29]

 1 See, fRU jXVW a feZ e[amSleV, LaXUa D'AndUea T\VRn, WhR'V BaVhing WhRm: TUade
 CRnflicW in High-TechnRlRg\ IndXVWUieV, WaVhingWRn: InVWiWXWe fRU InWeUnaWiRnal EcRnRm
 icV, 1992; LeVWeU C. ThXURZ, Head WR Head: The CRming EcRnRmic BaWWle amRng JaSan,

 EXURSe, and AmeUica, NeZ YRUk: MRUURZ, 1992; IUa C. Maga]ineU and RRbeUW B. Reich,
 Minding AmeUicaV BXVineVV: The Decline and RiVe Rf Whe AmeUican EcRnRm\, NeZ YRUk:
 VinWage BRRkV, 1983; IUa C. Maga]ineU and MaUk PaWinkin, The SilenW WaU: InVide Whe
 GlRbal BXVineVV BaWWleV ShaSing AmeUicaV FXWXUe, NeZ YRUk: VinWage BRRkV, 1990;
 EdZaUd N. LXWWZak, The EndangeUed AmeUican DUeam: HRZ WR SWRS Whe UniWed SWaWeV fURm
 BecRming a ThiUd WRUld CRXnWU\ and HRZ WR Win Whe GeR-ecRnRmic SWUXggle fRU IndXVWUial
 SXSUemac\, NeZ YRUk: SimRn and SchXVWeU, 1993; KeYin P. PhilliSV, SWa\ing Rn TRS: The
 BXVineVV CaVe fRU a NaWiRnal IndXVWUial SWUaWeg\, NeZ YRUk: RandRm HRXVe, 1984; Cl\de
 V. PUeVWRZiW], JU., TUading PlaceV: HRZ We AllRZed JaSan WR Take Whe Lead, NeZ YRUk:
 BaVic BRRkV, 1988; William S. DieWUich, In Whe ShadRZ Rf Whe RiVing SXn: The PRliWical
 RRRWV Rf AmeUican EcRnRmic Decline, UniYeUViW\ PaUk: PennV\lYania SWaWe UniYeUViW\ PUeVV,
 1991; JeffUe\ E. GaUWen, A CRld Peace: AmeUica, JaSan, GeUman\, and Whe SWUXggle fRU
 SXSUemac\, NeZ YRUk: TimeV BRRkV, 1992; and Wa\ne SandhRlW] eW al., The HigheVW
 SWakeV: The EcRnRmic FRXndaWiRnV Rf Whe Ne[W SecXUiW\ S\VWem, BeUkele\ RRXndWable Rn Whe
 InWeUnaWiRnal EcRnRm\ (bUie), O[fRUd UniYeUViW\ PUeVV, 1992.
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Trade is not important ?

 PaXl KUXgman

 VXVWainable." ThiV VRXndV UeaVRnable. If \RX Whink abRXW iW, hRZeYeU,
 and WeVW \RXU WhRXghWV againVW Whe facWV, \RX Zill find RXW WhaW WheUe iV
 mXch leVV WR WhiV definiWiRn Whan meeWV Whe e\e.

 CRnVideU, fRU a mRmenW, ZhaW Whe definiWiRn ZRXld mean fRU an
 ecRnRm\ WhaW cRndXcWed YeU\ liWWle inWeUnaWiRnal WUade, like Whe UniW
 ed SWaWeV in Whe 1950V. FRU VXch an ecRnRm\, Whe abiliW\ WR balance iWV
 WUade iV mRVWl\ a maWWeU Rf geWWing Whe e[change UaWe UighW. BXW
 becaXVe WUade iV VXch a Vmall facWRU in Whe ecRnRm\, Whe leYel Rf Whe
 e[change UaWe iV a minRU inflXence Rn Whe VWandaUd Rf liYing. SR in an
 ecRnRm\ ZiWh YeU\ liWWle inWeUnaWiRnal WUade, Whe gURZWh in liYing VWan
 daUdV?and WhXV "cRmSeWiWiYeneVV" accRUding WR T\VRn'V definiWiRn?
 ZRXld be deWeUmined almRVW enWiUel\ b\ dRmeVWic facWRUV, SUimaUil\
 Whe UaWe Rf SURdXcWiYiW\ gURZWh. ThaW'V dRmeVWic SURdXcWiYiW\ gURZWh,
 SeUiRd?nRW SURdXcWiYiW\ gURZWh UelaWiYe WR RWheU cRXnWUieV. In RWheU
 ZRUdV, fRU an ecRnRm\ ZiWh YeU\ liWWle inWeUnaWiRnal WUade, "cRmSeWi
 WiYeneVV" ZRXld WXUn RXW WR be a fiinn\ Za\ Rf Va\ing "SURdXcWiYiW\"
 and ZRXld haYe nRWhing WR dR ZiWh inWeUnaWiRnal cRmSeWiWiRn.

 BXW VXUel\ WhiV changeV Zhen WUade becRmeV mRUe imSRUWanW, aV
 indeed iW haV fRU all majRU ecRnRmieV? IW ceUWainl\ cRXld change. SXS
 SRVe WhaW a cRXnWU\ findV WhaW alWhRXgh iWV SURdXcWiYiW\ iV VWeadil\ UiV
 ing, iW can VXcceed in e[SRUWing Rnl\ if iW UeSeaWedl\ deYalXeV iWV cXU
 Uenc\, Velling iWV e[SRUWV eYeU mRUe cheaSl\ Rn ZRUld maUkeWV. Then
 iWV VWandaUd Rf liYing, Zhich deSendV Rn iWV SXUchaVing SRZeU RYeU
 imSRUWV aV Zell aV dRmeVWicall\ SURdXced gRRdV, mighW acWXall\
 decline. In Whe jaUgRn Rf ecRnRmiVWV, dRmeVWic gURZWh mighW be RXW
 Zeighed b\ deWeUiRUaWing WeUmV Rf WUade.2 SR "cRmSeWiWiYeneVV" cRXld

 [32] FOREIGN AFFAIRS-VRlXme73N0.2

 2 An e[amSle ma\ be helSfXl heUe. SXSSRVe WhaW a cRXnWU\ VSendV 20 SeUcenW Rf iWV
 incRme Rn imSRUWV, and WhaW Whe SUiceV Rf iWV imSRUWV aUe VeW nRW in dRmeVWic bXW in fRU
 eign cXUUenc\. Then if Whe cRXnWU\ iV fRUced WR deYalXe iWV cXUUenc\?UedXce iWV YalXe in
 fRUeign cXUUenc\?b\ 10 SeUcenW, WhiV Zill UaiVe Whe SUice Rf 20 SeUcenW Rf Whe cRXnWU\'V
 VSending baVkeW b\ 10 SeUcenW, WhXV UaiVing Whe RYeUall SUice inde[ b\ 2 SeUcenW. EYen if
 dRmeVWic RXWSXW haV nRW changed, Whe cRXnWU\'V Ueal incRme Zill WheUefRUe haYe fallen b\
 2 SeUcenW. If Whe cRXnWU\ mXVW UeSeaWedl\ deYalXe in Whe face Rf cRmSeWiWiYe SUeVVXUe,
 gURZWh in Ueal incRme Zill SeUViVWenWl\ lag behind gURZWh in Ueal RXWSXW.

 IW'V imSRUWanW WR nRWice, hRZeYeU, WhaW Whe Vi]e Rf WhiV lag deSendV nRW Rnl\ Rn Whe
 amRXnW Rf deYalXaWiRn bXW Rn Whe VhaUe Rf imSRUWV in VSending. A10 SeUcenW deYalXa
 WiRn Rf Whe dRllaU againVW Whe \en dReV nRW UedXce U.S. Ueal incRme b\ 10 SeUcenW?in facW,
 iW UedXceV U.S. Ueal incRme b\ Rnl\ abRXW 0.2 SeUcenW becaXVe Rnl\ abRXW 2 SeUcenW Rf

 U.S. incRme iV VSenW Rn gRRdV SURdXced in JaSan.
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Why is that not true ?

 PaXl KUXgman

 VXVWainable." ThiV VRXndV UeaVRnable. If \RX Whink abRXW iW, hRZeYeU,
 and WeVW \RXU WhRXghWV againVW Whe facWV, \RX Zill find RXW WhaW WheUe iV
 mXch leVV WR WhiV definiWiRn Whan meeWV Whe e\e.

 CRnVideU, fRU a mRmenW, ZhaW Whe definiWiRn ZRXld mean fRU an
 ecRnRm\ WhaW cRndXcWed YeU\ liWWle inWeUnaWiRnal WUade, like Whe UniW
 ed SWaWeV in Whe 1950V. FRU VXch an ecRnRm\, Whe abiliW\ WR balance iWV
 WUade iV mRVWl\ a maWWeU Rf geWWing Whe e[change UaWe UighW. BXW
 becaXVe WUade iV VXch a Vmall facWRU in Whe ecRnRm\, Whe leYel Rf Whe
 e[change UaWe iV a minRU inflXence Rn Whe VWandaUd Rf liYing. SR in an
 ecRnRm\ ZiWh YeU\ liWWle inWeUnaWiRnal WUade, Whe gURZWh in liYing VWan
 daUdV?and WhXV "cRmSeWiWiYeneVV" accRUding WR T\VRn'V definiWiRn?
 ZRXld be deWeUmined almRVW enWiUel\ b\ dRmeVWic facWRUV, SUimaUil\
 Whe UaWe Rf SURdXcWiYiW\ gURZWh. ThaW'V dRmeVWic SURdXcWiYiW\ gURZWh,
 SeUiRd?nRW SURdXcWiYiW\ gURZWh UelaWiYe WR RWheU cRXnWUieV. In RWheU
 ZRUdV, fRU an ecRnRm\ ZiWh YeU\ liWWle inWeUnaWiRnal WUade, "cRmSeWi
 WiYeneVV" ZRXld WXUn RXW WR be a fiinn\ Za\ Rf Va\ing "SURdXcWiYiW\"
 and ZRXld haYe nRWhing WR dR ZiWh inWeUnaWiRnal cRmSeWiWiRn.

 BXW VXUel\ WhiV changeV Zhen WUade becRmeV mRUe imSRUWanW, aV
 indeed iW haV fRU all majRU ecRnRmieV? IW ceUWainl\ cRXld change. SXS
 SRVe WhaW a cRXnWU\ findV WhaW alWhRXgh iWV SURdXcWiYiW\ iV VWeadil\ UiV
 ing, iW can VXcceed in e[SRUWing Rnl\ if iW UeSeaWedl\ deYalXeV iWV cXU
 Uenc\, Velling iWV e[SRUWV eYeU mRUe cheaSl\ Rn ZRUld maUkeWV. Then
 iWV VWandaUd Rf liYing, Zhich deSendV Rn iWV SXUchaVing SRZeU RYeU
 imSRUWV aV Zell aV dRmeVWicall\ SURdXced gRRdV, mighW acWXall\
 decline. In Whe jaUgRn Rf ecRnRmiVWV, dRmeVWic gURZWh mighW be RXW
 Zeighed b\ deWeUiRUaWing WeUmV Rf WUade.2 SR "cRmSeWiWiYeneVV" cRXld

 [32] FOREIGN AFFAIRS-VRlXme73N0.2

 2 An e[amSle ma\ be helSfXl heUe. SXSSRVe WhaW a cRXnWU\ VSendV 20 SeUcenW Rf iWV
 incRme Rn imSRUWV, and WhaW Whe SUiceV Rf iWV imSRUWV aUe VeW nRW in dRmeVWic bXW in fRU
 eign cXUUenc\. Then if Whe cRXnWU\ iV fRUced WR deYalXe iWV cXUUenc\?UedXce iWV YalXe in
 fRUeign cXUUenc\?b\ 10 SeUcenW, WhiV Zill UaiVe Whe SUice Rf 20 SeUcenW Rf Whe cRXnWU\'V
 VSending baVkeW b\ 10 SeUcenW, WhXV UaiVing Whe RYeUall SUice inde[ b\ 2 SeUcenW. EYen if
 dRmeVWic RXWSXW haV nRW changed, Whe cRXnWU\'V Ueal incRme Zill WheUefRUe haYe fallen b\
 2 SeUcenW. If Whe cRXnWU\ mXVW UeSeaWedl\ deYalXe in Whe face Rf cRmSeWiWiYe SUeVVXUe,
 gURZWh in Ueal incRme Zill SeUViVWenWl\ lag behind gURZWh in Ueal RXWSXW.

 IW'V imSRUWanW WR nRWice, hRZeYeU, WhaW Whe Vi]e Rf WhiV lag deSendV nRW Rnl\ Rn Whe
 amRXnW Rf deYalXaWiRn bXW Rn Whe VhaUe Rf imSRUWV in VSending. A10 SeUcenW deYalXa
 WiRn Rf Whe dRllaU againVW Whe \en dReV nRW UedXce U.S. Ueal incRme b\ 10 SeUcenW?in facW,
 iW UedXceV U.S. Ueal incRme b\ Rnl\ abRXW 0.2 SeUcenW becaXVe Rnl\ abRXW 2 SeUcenW Rf

 U.S. incRme iV VSenW Rn gRRdV SURdXced in JaSan.
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Back of the envelope calculation

 PaXl KUXgman

 UedXcing Whe JaSaneVe WUade VXUSlXV ZiWh Whe UniWed SWaWeV. U.S. Ueal
 ZageV, he SRinWed RXW, had fallen Vi[ SeUcenW dXUing Whe Reagan and
 BXVh \eaUV, and Whe UeaVRn ZaV WhaW WUade deficiWV in manXfacWXUed
 gRRdV had fRUced ZRUkeUV RXW Rf high-Sa\ing manXfacWXUing jRbV inWR
 mXch lRZeU-Sa\ing VeUYice jRbV.

 ThiV iV nRW an RUiginal YieZ; iW iV YeU\ Zidel\ held. BXW ThXURZ ZaV
 mRUe cRncUeWe Whan mRVW SeRSle, giYing acWXal nXmbeUV fRU Whe jRb
 and Zage lRVV. A milliRn manXfacWXUing jRbV haYe been lRVW becaXVe
 Rf Whe deficiW, he aVVeUWed, and manXfacWXUing jRbV Sa\ 30 SeUcenW
 mRUe Whan VeUYice jRbV.

 BRWh nXmbeUV aUe dXbiRXV. The milliRn-jRb nXmbeU iV WRR high,
 and Whe 30 SeUcenW Zage diffeUenWial beWZeen manXfacWXUing and VeU
 YiceV iV SUimaUil\ dXe WR a diffeUence in Whe lengWh Rf Whe ZRUkZeek,
 nRW a diffeUence in Whe hRXUl\ Zage UaWe. BXW leW'V gUanW ThXURZ hiV
 nXmbeUV. DR Whe\ Well Whe VWRU\ he VXggeVWV?

 The ke\ SRinW iV WhaW WRWal U.S. emSlR\menW iV Zell RYeU 100 mil
 liRn ZRUkeUV. SXSSRVe WhaW a milliRn ZRUkeUV ZeUe fRUced fURm man
 XfacWXUing inWR VeUYiceV and aV a UeVXlW lRVW Whe 30 SeUcenW manXfac
 WXUing Zage SUemiXm. Since WheVe ZRUkeUV aUe leVV Whan 1 SeUcenW Rf
 Whe U.S. labRU fRUce, WhiV ZRXld UedXce Whe aYeUage U.S. Zage UaWe b\
 leVV Whan 1/100 Rf 30 SeUcenW?WhaW iV, b\ leVV Whan 0.3 SeUcenW.

 ThiV iV WRR Vmall WR e[Slain Whe 6 SeUcenW Ueal Zage decline b\ a fac
 WRU Rf 20. OU WR lRRk aW iW anRWheU Za\, Whe annXal Zage lRVV fURm deficiW
 indXced deindXVWUiali]aWiRn, Zhich ThXURZ cleaUl\ imSlieV iV aW Whe
 heaUW Rf U.S. ecRnRmic difficXlWieV, iV Rn Whe baViV Rf hiV RZn nXmbeUV

 URXghl\ eTXal WR ZhaW Whe U.S. VSendV Rn healWh caUe eYeU\ Zeek.
 SRmeWhing SX]]ling iV gRing Rn heUe. HRZ cRXld VRmeRne aV

 inWelligenW aV ThXURZ, in ZUiWing an aUWicle WhaW SXUSRUWV WR RffeU haUd
 TXanWiWaWiYe eYidence Rf Whe imSRUWance Rf inWeUnaWiRnal cRmSeWiWiRn
 WR Whe U.S. ecRnRm\, fail WR Ueali]e WhaW Whe eYidence he RffeUV cleaUl\
 VhRZV WhaW Whe channel Rf haUm WhaW he idenWifieV ZaV nRW Whe cXlSUiW?

 High ValXe-added SecWRUV. IUa Maga]ineU and RRbeUW Reich, bRWh nRZ
 inflXenWial figXUeV in Whe ClinWRn AdminiVWUaWiRn, fiUVW Ueached a bURad
 aXdience ZiWh WheiU 1982 bRRk, Minding AmeUica V BXVineVV. The bRRk
 adYRcaWed a U.S. indXVWUial SRlic\, and in Whe inWURdXcWiRn Whe aXWhRUV
 RffeUed a Veemingl\ cRncUeWe TXanWiWaWiYe baViV fRU VXch a SRlic\: "OXU

 [36] FOREIGN AFFAIRS-VRlXme 73 N0.2
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Facts

 CRmSeWiWiYeneVV: A DangeURXV ObVeVViRn

 VWandaUd Rf liYing can Rnl\ UiVe if (i) caSiWal and labRU incUeaVingl\ flRZ
 WR indXVWUieV ZiWh high YalXe-added SeU ZRUkeU and (ii) Ze mainWain a
 SRViWiRn in WhRVe indXVWUieV WhaW iV VXSeUiRU WR WhaW Rf RXU cRmSeWiWRUV."

 EcRnRmiVWV ZeUe VkeSWical Rf WhiV idea Rn SUinciSle. If WaUgeWing Whe
 UighW indXVWUieV ZaV VimSl\ a maWWeU Rf mRYing inWR VecWRUV ZiWh high
 YalXe-added, Zh\ ZeUen'W SUiYaWe maUkeWV alUead\ dRing Whe jRb?4 BXW
 Rne mighW diVmiVV WhiV aV VimSl\ Whe XVXal bRXndleVV faiWh Rf ecRnR
 miVWV in Whe maUkeW; didn'W Maga]ineU and Reich back WheiU caVe ZiWh
 a gUeaW deal Rf Ueal-ZRUld eYidence?
 Well, Minding AmeUicaV BXVineVV cRnWainV a lRW Rf facWV. One

 Whing iW neYeU dReV, hRZeYeU, iV acWXall\ jXVWif\ Whe cUiWeUia VeW RXW in
 Whe inWURdXcWiRn. The chRice Rf indXVWUieV WR Z . AJJ ._ ... . -??fW ' 1 . i- i i i. U i i ValXe Added PeU WRUkeU, 1988
 cRYeU cleaUl\ imSlied a belief amRng Whe aXWhRUV (jn WhRXVand$ Rf dRllaUV)
 WhaW high YalXe-added iV mRUe RU leVV V\nRn\ 0 f J CIGARETTES_
 mRXV ZiWh high WechnRlRg\, bXW nRZheUe in PETROLEUM REFINING
 Whe bRRk dR an\ nXmbeUV cRmSaUe acWXal Yal- aXWRV
 Xe-added SeU ZRUkeU in diffeUenW indXVWUieV. VWeel

 SXch nXmbeUV aUe nRW haUd WR find. Indeed, aiUcUafW_
 eYeU\ SXblic libUaU\ in AmeUica haV a cRS\ Rf elecWURnicV_
 Whe SWaWiVWical AbVWUacW Rf Whe UniWed SWaWeV, ALL manXfacWXUing
 Zhich each \eaU cRnWainV a Wable SUeVenWing YalXe-added and emSlR\
 menW b\ indXVWU\ in U.S. manXfacWXUing. All Rne needV WR dR, When, iV
 VSend a feZ minXWeV in Whe libUaU\ ZiWh a calcXlaWRU WR cRme XS ZiWh
 a Wable WhaW UankV U.S. indXVWUieV b\ YalXe-added SeU ZRUkeU.

 The Wable Rn WhiV Sage VhRZV VelecWed enWUieV fURm SageV 740-744 Rf
 Whe 1991 SWaWiVWical AbVWUacW. IW WXUnV RXW WhaW Whe U.S. indXVWUieV ZiWh

 Ueall\ high YalXe-added SeU ZRUkeU aUe in VecWRUV ZiWh YeU\ high UaWiRV
 Rf caSiWal WR labRU, like cigaUeWWeV and SeWURleXm Uefining. (ThiV ZaV SUe
 dicWable: becaXVe caSiWal-inWenViYe indXVWUieV mXVW eaUn a nRUmal UeWXUn
 Rn laUge inYeVWmenWV, Whe\ mXVW chaUge SUiceV WhaW aUe a laUgeU maUkXS
 RYeU labRU cRVWV Whan labRU-inWenViYe indXVWUieV, Zhich meanV WhaW Whe\
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 FOREIGN AFFAIRS MaUch/ASUili994 [37]

 4 "ValXe-added" haV a SUeciVe, VWandaUd meaning in naWiRnal incRme accRXnWing: Whe
 YalXe added Rf a fiUm iV Whe dRllaU YalXe Rf iWV ValeV, minXV Whe dRllaU YalXe Rf Whe inSXWV
 iW SXUchaVeV fURm RWheU fiUmV, and aV VXch iW iV eaVil\ meaVXUed. SRme SeRSle ZhR XVe
 Whe WeUm, hRZeYeU, ma\ be XnaZaUe Rf WhiV definiWiRn and VimSl\ XVe "high YalXe-added"
 aV a V\nRn\m fRU "deViUable."
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Free market argument CRmSeWiWiYeneVV: A DangeURXV ObVeVViRn

 VWandaUd Rf liYing can Rnl\ UiVe if (i) caSiWal and labRU incUeaVingl\ flRZ
 WR indXVWUieV ZiWh high YalXe-added SeU ZRUkeU and (ii) Ze mainWain a
 SRViWiRn in WhRVe indXVWUieV WhaW iV VXSeUiRU WR WhaW Rf RXU cRmSeWiWRUV."

 EcRnRmiVWV ZeUe VkeSWical Rf WhiV idea Rn SUinciSle. If WaUgeWing Whe
 UighW indXVWUieV ZaV VimSl\ a maWWeU Rf mRYing inWR VecWRUV ZiWh high
 YalXe-added, Zh\ ZeUen'W SUiYaWe maUkeWV alUead\ dRing Whe jRb?4 BXW
 Rne mighW diVmiVV WhiV aV VimSl\ Whe XVXal bRXndleVV faiWh Rf ecRnR
 miVWV in Whe maUkeW; didn'W Maga]ineU and Reich back WheiU caVe ZiWh
 a gUeaW deal Rf Ueal-ZRUld eYidence?
 Well, Minding AmeUicaV BXVineVV cRnWainV a lRW Rf facWV. One

 Whing iW neYeU dReV, hRZeYeU, iV acWXall\ jXVWif\ Whe cUiWeUia VeW RXW in
 Whe inWURdXcWiRn. The chRice Rf indXVWUieV WR Z . AJJ ._ ... . -??fW ' 1 . i- i i i. U i i ValXe Added PeU WRUkeU, 1988
 cRYeU cleaUl\ imSlied a belief amRng Whe aXWhRUV (jn WhRXVand$ Rf dRllaUV)
 WhaW high YalXe-added iV mRUe RU leVV V\nRn\ 0 f J CIGARETTES_
 mRXV ZiWh high WechnRlRg\, bXW nRZheUe in PETROLEUM REFINING
 Whe bRRk dR an\ nXmbeUV cRmSaUe acWXal Yal- aXWRV
 Xe-added SeU ZRUkeU in diffeUenW indXVWUieV. VWeel

 SXch nXmbeUV aUe nRW haUd WR find. Indeed, aiUcUafW_
 eYeU\ SXblic libUaU\ in AmeUica haV a cRS\ Rf elecWURnicV_
 Whe SWaWiVWical AbVWUacW Rf Whe UniWed SWaWeV, ALL manXfacWXUing
 Zhich each \eaU cRnWainV a Wable SUeVenWing YalXe-added and emSlR\
 menW b\ indXVWU\ in U.S. manXfacWXUing. All Rne needV WR dR, When, iV
 VSend a feZ minXWeV in Whe libUaU\ ZiWh a calcXlaWRU WR cRme XS ZiWh
 a Wable WhaW UankV U.S. indXVWUieV b\ YalXe-added SeU ZRUkeU.

 The Wable Rn WhiV Sage VhRZV VelecWed enWUieV fURm SageV 740-744 Rf
 Whe 1991 SWaWiVWical AbVWUacW. IW WXUnV RXW WhaW Whe U.S. indXVWUieV ZiWh

 Ueall\ high YalXe-added SeU ZRUkeU aUe in VecWRUV ZiWh YeU\ high UaWiRV
 Rf caSiWal WR labRU, like cigaUeWWeV and SeWURleXm Uefining. (ThiV ZaV SUe
 dicWable: becaXVe caSiWal-inWenViYe indXVWUieV mXVW eaUn a nRUmal UeWXUn
 Rn laUge inYeVWmenWV, Whe\ mXVW chaUge SUiceV WhaW aUe a laUgeU maUkXS
 RYeU labRU cRVWV Whan labRU-inWenViYe indXVWUieV, Zhich meanV WhaW Whe\
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 FOREIGN AFFAIRS MaUch/ASUili994 [37]

 4 "ValXe-added" haV a SUeciVe, VWandaUd meaning in naWiRnal incRme accRXnWing: Whe
 YalXe added Rf a fiUm iV Whe dRllaU YalXe Rf iWV ValeV, minXV Whe dRllaU YalXe Rf Whe inSXWV
 iW SXUchaVeV fURm RWheU fiUmV, and aV VXch iW iV eaVil\ meaVXUed. SRme SeRSle ZhR XVe
 Whe WeUm, hRZeYeU, ma\ be XnaZaUe Rf WhiV definiWiRn and VimSl\ XVe "high YalXe-added"
 aV a V\nRn\m fRU "deViUable."
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Krugman’s neoclassical argument

 PaXl KUXgman

 RXU failXUeV in inWeUnaWiRnal cRmSeWiWiRn VRmeZhaW SaUadR[icall\
 makeV WhRVe difficXlWieV Veem eaVieU WR VRlYe. The SURdXcWiYiW\ Rf Whe
 aYeUage AmeUican ZRUkeU iV deWeUmined b\ a cRmSle[ aUUa\ Rf facWRUV,
 mRVW Rf Whem XnUeachable b\ an\ likel\ gRYeUnmenW SRlic\. SR if \RX
 acceSW Whe UealiW\ WhaW RXU "cRmSeWiWiYe" SURblem iV Ueall\ a dRmeVWic
 SURdXcWiYiW\ SURblem SXUe and VimSle, \RX aUe Xnlikel\ WR be RSWi
 miVWic abRXW an\ dUamaWic WXUnaURXnd. BXW if \RX can cRnYince \RXU
 Velf WhaW Whe SURblem iV Ueall\ Rne Rf failXUeV in inWeUnaWiRnal cRmSe
 WiWiRn?WhaW imSRUWV aUe SXVhing ZRUkeUV RXW Rf high-Zage jRbV, RU
 VXbVidi]ed fRUeign cRmSeWiWiRn iV dUiYing Whe UniWed SWaWeV RXW Rf Whe
 high YalXe-added VecWRUV?When Whe anVZeUV WR ecRnRmic malaiVe ma\
 Veem WR \RX WR inYRlYe VimSle WhingV like VXbVidi]ing high WechnRlR
 g\ and being WRXgh Rn JaSan.

 Finall\, man\ Rf Whe ZRUld V leadeUV haYe fRXnd Whe cRmSeWiWiYe
 meWaShRU e[WUemel\ XVefXl aV a SRliWical deYice. The UheWRUic Rf cRm
 SeWiWiYeneVV WXUnV RXW WR SURYide a gRRd Za\ eiWheU WR jXVWif\ haUd chRic
 eV RU WR aYRid Whem. The e[amSle Rf DelRUV in CRSenhagen VhRZV Whe
 XVefXlneVV Rf cRmSeWiWiYe meWaShRUV aV an eYaViRn. DelRUV had WR Va\
 VRmeWhing aW Whe ec VXmmiW; \eW WR Va\ an\Whing WhaW addUeVVed Whe Ueal
 URRWV Rf EXURSean XnemSlR\menW ZRXld haYe inYRlYed hXge SRliWical
 UiVkV. B\ WXUning Whe diVcXVViRn WR eVVenWiall\ iUUeleYanW bXW SlaXVible
 VRXnding TXeVWiRnV Rf cRmSeWiWiYeneVV, he bRXghW himVelf VRme Wime
 WR cRme XS ZiWh a beWWeU anVZeU (Zhich WR VRme e[WenW he SURYided in

 DecembeU V ZhiWe SaSeU Rn Whe EXURSean ecRnRm\?a SaSeU WhaW VWill,
 hRZeYeU, UeWained "cRmSeWiWiYeneVV" in iWV WiWle).

 B\ cRnWUaVW, Whe Zell-UeceiYed SUeVenWaWiRn Rf Bill ClinWRnV iniWial
 ecRnRmic SURgUam in FebUXaU\ 1993 VhRZed Whe XVefXlneVV Rf cRmSeW
 iWiYe UheWRUic aV a mRWiYaWiRn fRU WRXgh SRlicieV. ClinWRn SURSRVed a VeW
 Rf SainfXl VSending cXWV and Wa[ incUeaVeV WR UedXce Whe FedeUal deficiW.

 Wh\? The Ueal UeaVRnV fRU cXWWing Whe deficiW aUe diVaSSRinWingl\ XndUa
 maWic: Whe deficiW ViShRnV Rff fXndV WhaW mighW RWheUZiVe haYe been SUR
 dXcWiYel\ inYeVWed, and WheUeb\ e[eUWV a VWead\ if Vmall dUag Rn U.S. ecR
 nRmic gURZWh. BXW ClinWRn ZaV able inVWead WR RffeU a VWiUUing SaWUiRWic
 aSSeal, calling Rn Whe naWiRn WR acW nRZ in RUdeU WR make Whe ecRnRm\
 cRmSeWiWiYe in Whe glRbal maUkeW?ZiWh Whe imSlicaWiRn WhaW diUe ecR
 nRmic cRnVeTXenceV ZRXld fRllRZ if Whe UniWed SWaWeV dReV nRW.

 [40] FOREIGN AFFAIRS'VRlXme73N0.2
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1994 Foreign Affair Reponses

Krugman (1994) - Competitiveness: A Dangerous Obsession ?

Responses:
I Thurow (1994) - Microchips, not potato chips
I Prestowitz (1994) - Playing to Win
I Scharping (1994) - Rule-Based Competition
I Cohen (1994) - Speaking Freely

Krugman (1994) - Proving my point.
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Section 8

Prestowitz (1994) - Playing to Win
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Prestowitz’s response 1/4
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Prestowitz’s response 2/4
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Prestowitz’s response 3/4
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Prestowitz’s response 4/4
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Section 9

Thurow (1994) - Microchips, not potato chips
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Microchips, not potato chips
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Disequilibrium
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Jobs
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Mixed economy
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Section 10

Dani Rodrik
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Barbarians, Barbarians everywhere
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Has Globalization gone too far ?
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Section 11

PIIE
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Trade Deficit Problem

Our trade deficit problem. html
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Labor Participation

180     Journal of Economic Perspectives

to the 2000 level. These large and seemingly persistent reductions in employment 
among the less-educated over the course of the 2000s were much larger than those 
for both prime-aged men and women with four-year college degrees, whose employ-
ment rates fell by only about 2 percentage points between 2000 and 2014. 

The explanations proposed for the decline in the employment-to-population 
ratio have been of two broad types. Focusing on the fact that the employment rate 
decline was especially sharp from 2007 to 2010—that is, during and immediately 
after the Great Recession—one set of explanations emphasizes cyclical factors 
associated with the recession, including temporary declines in labor demand, 
economic and policy uncertainty, “mismatch” between unemployed workers and 
jobs, and the availability of unemployment insurance for extended periods. The 
second set of explanations focuses on the role of longer-run structural factors, the 
potential importance of which is suggested by the reduction in the employment 
rate even before the start of the Great Recession began, and the persistently low 
employment-to-population rates for low-skilled workers years after the official end 
of the recession. Structural explanations focus on long-term secular trends, such 
as the falling demand for routine tasks performed by workers in many manufac-
turing jobs. However, if structural factors indeed explain much of the decline in 
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Figure 1 
Employment Rate, Prime-Age Individuals, 1980–2015 Current Population Survey

Source: This figure uses data from 1980–2015 March Current Population Survey.
Note: : The “College” men and women are all prime-age adults (aged 25–54) who have at least a four-year 
college degree. Adults with lower levels of education are “Noncollege.” The figures calculate employment 
rates as share of total population of each group using individual-level survey weights.
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Masking of Unemployment by the Housing Boom

Kerwin Kofi Charles, Erik Hurst, and Matthew J. Notowidigdo     185

the US economy lost roughly one-third of the manufacturing jobs that had existed 
in 2000. 

The national housing boom—marked by massive increases in housing prices, 
new construction and renovations, and real estate transactions—began in the late 
1990s and completely collapsed over a short time period beginning in 2007. The 
boom changed employment opportunities in many sectors, but in this section we 
focus only on the number of jobs in the construction sector, which expanded and 
contracted significantly over the course of the housing boom and bust. This can 
be seen in the lower line in Figure 2, which plots total monthly construction jobs 
between 1980 and 2015, using data from the Bureau of Labor Statistics (BLS). From 
1980 to the mid-1990s, the total number of construction jobs fluctuated between 
four and five million. However, between the mid-1990s and the mid-2000s total 
construction jobs surged by three million, peaking at nearly eight million jobs in 
2006. When the boom ended in 2007, construction employment collapsed with it. 
By 2010, the number of construction jobs in the economy had returned to their 
1996 levels and have remained close to those levels ever since. 

The top line in Figure 2 is the total number of jobs in the economy in either 
manufacturing or construction from 1980 to 2015. The figure shows that between 

Figure 2 
Total Monthly US Manufacturing Employment 1980M1–2015M9  
(in millions)

Source: Authors using aggregate data from the Bureau of Labor Statistics on monthly employment in 
manufacturing and construction sectors.
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Share of Noncollege Men not Working

188     Journal of Economic Perspectives

Use Microsamples database (Ruggles et al. 2015). The analysis extends from 
2000 (the first year during the boom with reliable information in the Census at 
the level of metropolitan statistical areas) to 2012 (the midpoint of 2011–2013 
ACS data). These years span the 2000–2006 housing boom, the 2007–2009 
housing bust, and several years after the end of the housing bubble and the Great 
Recession. We compute employment rates and employment shares in various 
occupations in each metropolitan statistical area.7 The primary analysis sample 
consists of noninstitutionalized, prime-aged men aged 25–54 without a four-year 
college degree. 

Our measure of the decline in manufacturing in any given metropolitan statis-
tical area, ∆Mk  , is the change in the fraction of the prime-aged, noncollege male 

7 For the 2000 numbers, these means are from the 2000 Census. For the 2006 numbers, we pool the 
American Community Survey data from 2005 to 2007 to increase the precision of the metropolitan 
statistical area estimates. Similarly, we pool the 2011–2013 American Community Survey for the 2012 
numbers.

Figure 4 
Construction, Manufacturing, and Nonemployment Shares, Noncollege Men 
Aged 25–54; 1980–2015

Source: This figure uses data from 1980–2015 from the March Current Population Survey, restricted to 
prime-age men with education below a four-year college degree. 
Note: The figures calculate nonemployment rates and employment shares as a share of total population 
using individual-level survey weights.
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Manufacturing Decline and the Opioid Crisis

Figure 20: Decline in Manufacturing Share 2000-2016 vs Morphine Milligram Equivalents
Prescribed per Capita 2015
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Note: Figure shows the observed change in the manufacturing share of population between 2000-
2016 and log per capita milligram morphine equivalents prescriptions in 2015. Each circle represents
a commuting zone, and the size of the circle represents the commuting zone population in 2000.
The weighted regression line is shown. The estimated coe�cient is -5.95 with a robust standard
error of 1.74.
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Section 12

IMF’s view
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Germany VS U.S.
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Germany VS U.S.
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Maury Obstfeld’s 2018 view

# [1] "Link to the video:"
# [1] "https://fgeerolf.com/https://fgeerolf.com/econ102/handouts/competitiveness.html"
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IMF: Protectionism is not the answer

# [1] "Link to the video:"
# [1] "https://fgeerolf.com/econ102/handouts/competitiveness.html"
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Public debt and external debt
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Manufacturing VS Services

# [1] "Link to the video:"
# [1] "https://fgeerolf.com/econ102/handouts/competitiveness.html"
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Section 13

Savings glut and open economy
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Creditor or Debtor adjustment

Reading: “Two out of three ain’t bad.” The Economist, August 27, 2016.

According to J.M. Keynes, the problem of fixed exchange rates such as a Gold Standard
was that it forced the adjustment of balance of trade imbalances onto deficit
countries. Deficit countries were forced to respond to an outflow of gold by curbing the
demand for imports, and cutting wages to restore export competitiveness.

Whose fault is it? Is Germany not consuming enough or U.S. consuming too much?
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The Keynes plan at Bretton Woods

J.M. Keynes was proposing that creditor countries would share symmetric blame for trade
imbalances.

There would both be penalties for being overly lax, just as there would be penalties for
having too large a trade surplus.

However, Keynes was not able to get enough support for such creditor adjustment.

The United States (dominating power at Bretton Woods) opposed the idea for the same
reason Germany resists it today: it was a country with a big surplus on its balance of trade.
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The management of the Euro Area crisis

Austerity policies which were implemented in Europe after 2011, following the Greek debt
crisis.

An alternative adjustment would have been to have Germany and the rest of Europe
increase their aggregate demand, to boost Greece’s exports and help pay for imports.

Instead, Greece (and Spain) was forced into costly import compression through tax
increases and spending cuts, which hurt internal demand a lot.
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The neoclassical View

Reading: Robert J. Barro, Stimulus Spending Keeps Failing; If austerity is so terrible, how
come Germany and Sweden have done so well?, Wall Street Journal, May 9, 2012.

According to Robert J. Barro, Germany and Sweden have done very well
macroeconomically, despite having moved to rough budget balance from 2009 to 2011.

A Keynesian economist would actually give would be to say that the reason why Germany
and Sweden have done so well is that they have largely benefited from growth in their
external demand, themselves due to other countries implementing Keynesian aggregate
demand stimulating policies during the period.

And indeed, both Germany’s and Sweden’s net exports have substantially increased during
that period, or at least they have stayed strong, as shown here there for Sweden (you can
see both here).

François Geerolf (UCLA) Competitiveness and Productivity December 2, 2020 89 / 91

https://search.proquest.com/nytimes/docview/1012047079/226EC4F8D3A49B0PQ/
https://search.proquest.com/nytimes/docview/1012047079/226EC4F8D3A49B0PQ/
https://data.worldbank.org/indicator/BN.GSR.GNFS.CD?locations=DE
https://data.worldbank.org/indicator/BN.GSR.GNFS.CD?locations=SE
https://data.worldbank.org/indicator/BN.GSR.GNFS.CD?locations=DE-SE


Section 14

Bibliography

François Geerolf (UCLA) Competitiveness and Productivity December 2, 2020 90 / 91



François Geerolf (UCLA) Competitiveness and Productivity December 2, 2020 91 / 91


	Growth
	Cross-section of Countries
	Issues with Competitiveness ?
	Baumol (1967); Baumol (1968)
	1980s: Reagan, The Rust Belt, etc.
	Porter (1990) - The Competitive Advantage of Nations
	Krugman (1994) - Does competitiveness exist?
	Prestowitz (1994) - Playing to Win
	Thurow (1994) - Microchips, not potato chips
	Dani Rodrik
	PIIE
	IMF's view
	Savings glut and open economy
	Bibliography

