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i. 
introDuction

Since the end of World War II, American leaders 
have promoted globalization as a force that would au-
tomatically raise U.S. and global living standards while 
also spreading democracy and establishing international 
peace. Indeed, globalization was seen as largely synony-
mous with Americanization and became a major element 
of America’s geo-political strategy. 

For a time, especially between 1950 and 1975, it 
seemed to work, as American and global median family 
incomes rose dramatically along with the volume of world 
trade and investment. Of course, this was a period when 
the present wave of post World War II globalization had 
just begun. In retrospect, it might be argued that trade, 
prior to the 1970s, was only a small part of GDP, and that 
lingering constraints against currency speculation and 
foreign capital movements actually contributed to the 
rapid, stable growth of this golden period.

 As globalization advanced in the 1980s and early 
1990s, incomes stagnated in conjunction with the reloca-
tion of much U.S.-based production to offshore locations 
and the development of chronic trade deficits. As a result, 
the pros and cons of globalization became a matter of in-
creasing debate. Still, most U.S. leaders and thinkers held 
fast to their faith in the power and benefits of internation-
al economic integration. 

Today, with household wealth, income, and jobs evap-
orating as Wall Street has gone onto the Washington life 
support machine amidst the collapse of the international 
financial system, it is apparent that the globalization em-
peror is no longer wearing any clothes. We are in what 
George Soros calls the worst financial and economic crisis 
since the Great Depression of the 1930s, and we must face 
the fact that “globalization” has many possible forms and 
many meanings. The one we have been pursuing since the 
1970s has crashed along with financial markets.

In principle, the world trading system is expected to 
operate in a balanced fashion over time. Chronically large 
trade deficits and surpluses are understood to be ulti-
mately unsustainable and therefore undesirable. Yet East 
Asia and the United States have now been running such 
surpluses and deficits for the better part of 30 years. 

Indeed, U.S. trade with Asian nations has come to re-
semble a huge Ponzi scheme in which the United States 
consumes far more than it produces, incurs deficits, and 
borrows money from the rest of the world (especially Chi-

na, Japan and the Middle East) to finance its ever grow-
ing international debt that as of September 2008 totaled 
over $13.6 trillion.1 Meanwhile, East Asian countries 
along with Germany produce far in excess of domestic 
consumption and export these surpluses to America and 
the rest of the world. Further, they provide a kind of ven-
dor financing that long enabled excessively high rates of 
American consumption which in turn kept the exporters’ 
economies growing and their employment rising. This, 
of course , resulted in chronic trade imbalances and the 
accumulation of enormous global dollar reserves and in-
ternational capital flows that were a prime cause of the 
economic crisis of 2008-09. No one believes that these 
imbalances are sustainable going forward.

In principle, exchange rates are expected to adjust to 
facilitate the adjustment of trade deficits and surpluses. 
In fact, a major reason why the global imbalances have 
become so large and so chronic is that a number of key ex-
change rates have not been allowed to adjust sufficiently.

Under all the conventional rules, the governments of 
developing countries are not supposed to be bailing out 
the private banks of rich countries—as they are now do-
ing. Indeed, orthodox economic doctrine holds that capi-
tal flows to where it can achieve the highest returns; that 
rich countries will supply capital to poor countries; that 
developing countries with a lot of unskilled, inexpensive 
labor will produce labor intensive products and services 
that they will trade for capital and technology intensive 
products and services produced by developed countries; 
that the dollar will be a secure store of value anchor-
ing the entire global economy; that globalization will be 
driven largely by private enterprise; that it will be a win-
win phenomenon providing net gains to all participating 
countries; and that the few losers will be adequately com-
pensated by the large number of winners. It has been fur-
ther assumed not only that environmental impacts and 
costs would be minimal, but also that by creating greater 
wealth, globalization would inevitably foster the spread of 
democracy and thus of peace.

At the present moment, however, just the opposite of 
all this appears to be the actual case. Capital is flowing 
from the poor to the rich countries where it is being in-
vested in relatively low yield U.S. treasury bonds. Devel-
oping countries are accumulating trade surpluses in capi-
tal and technology intensive products and services while 
the United States has a large deficit in these advanced 
technology sectors.2 Although exchange rates have not 
adjusted effectively in Asia and the Middle East, the dol-
lar, until the recent economic crisis, had been steadily los-
ing value relative to freely traded currencies like the euro 
and its role as a store of value is increasingly in question. 
Indeed, the Chinese and others are suggesting movement 
away from a free dollar standard. 

While globalization has helped tens of millions of peo-
ple climb out of poverty in countries like India and China, 
other countries like Mexico have experienced decelerat-
ing growth under conditions of greater globalization, and 

U.S. Trade wiTh aSian naTionS haS come To 
reSemble a hUGe Ponzi Scheme in which 
The UniTed STaTeS conSUmeS far more Than 
iT ProdUceS, incUrS deficiTS, and borrowS 
money from The reST of The world.



most countries—including the United States—have expe-
rienced a growing divide between the few rich who have 
made great gains in recent years and the vast majority 
whose incomes have stagnated or fallen. (In the United 
States, for example, the top 1 percent of earners doubled 
its share of total income between 1979 and 2000 while it 
is estimated that the median income of an American mar-
ried couple in 2006 was reduced by $2135 due to global-
ization.)3 Finally, globalization appears to be accelerating 
environmental degradation and its benefits for democracy 
worldwide are anything but clear. Democracy has grown 
stronger in some countries that have been integrated into 
the global economy, but in recent years globalization has 
also bolstered undemocratic regimes in China, Russia 
and the oil producing countries. Meanwhile, the growing 
power of increasingly stateless corporations has under-
mined popular rule in those countries where democracy 
has long been strongest, including the United States. 
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ii.globAliZAtion 
in theory 

– AnD prActice

Inevitably many interrelated factors have produced 
these perverse results. A theory of trade rooted in the past 
has resulted in policies whose assumptions are increas-
ingly divorced from reality as changing conditions have 
turned globalization into something far more complex 
than mere commodity trade. This problem has been exac-
erbated by the mathematization of economics and the rise 
of market fundamentalism. 

Out of these factors has arisen a global economy in 
which roughly half the countries are more or less mar-
ket driven, while the other half are neo-mercantilist. All 
claim to be playing by the same free trade rules when in 
fact they are in adversarial competition. The persistence of 
this one economy/two systems global structure has been 
facilitated by the peculiar role of the dollar as the world’s 
money. The contradictions have been further exacerbated 
by the tendency of global corporations to be more respon-
sive to the authoritarian governments that globalization is 
strengthening than to democratic governments. This has 
combined with market fundamentalism to foster compre-
hensive deregulation and unequal competition between 
corporations and workers around the world. Finally, be-
cause the theory takes little account of institutions or of 
public goods and public interests, it not only enables but 
justifies activities and policies that degrade the environ-
ment while increasing global dependence on autocratic 
oil producing countries.

An inADequAte theory of trADe

The conventional Hecksher/Olin/Samuelson (HOS) 
model of international trade is an evolution of David Ri-
cardo’s brilliant concept of comparative advantage which 
he famously explained through the example of Britain 
specializing in production of cloth and trading that for 
the wine in whose production Portugal specialized even 
though Portugal could make both cloth and wine with 
fewer man years of labor than Britian. (But it could make 
wine with many fewer man years than cloth.) 

Whereas Ricardo’s trade flow determinants were dif-
ferences in climate and technology, those of HOS are 
broad factor endowments including land, capital and 
skilled and unskilled labor. Thus countries rich in capital 
and skilled labor are predicted to export capital intensive, 
high technology products in exchange for commodities 
and labor intensive products from countries with much 
unskilled labor. 

Under this model, there is one, unique combination or 
equilibrium of production and trade that produces opti-
mal benefits for each country and for the world economy 
as a whole. Thus, specialization and trade is always and 
everywhere a win-win proposition, and even if one coun-
try protects markets or subsidizes exports, its trading 
partners remain better off by maintaining open markets. 

Given the assumptions on which it is based, the math-
ematics of this model are irrefutable. That it can appar-
ently increase welfare and international comity without 
government intervention has made this model extremely 
popular. Thus, it has become deeply rooted as the ortho-
dox guide to policy.

The difficulty is that the model was never intended 
to deal with an increasing number of globalization situ-
ations to which its conclusions are nevertheless routinely 
applied. As Paul Krugman has explained, the conven-
tional models rest upon a number of unrealistic assump-
tions such as perfectly competitive markets, absence of 
economies of scale and technological innovation, fixed 
exchange rates, full employment and full utilization of 
resources, no cross border movements of capital, technol-
ogy or labor, no costs of entering or exiting a business, 
no market failures, no spillovers of know-how from one 
industry to another, full ability of labor and machinery to 
switch from one industry to another without cost within 
national economies, and perfect information. At a time 
when trade was mostly in commodities and there was lit-
tle cross border investment, these assumptions may have 
approximated reality, and trade patterns more or less re-
flected the conclusions of the standard models. 

None of this is true any longer. Indeed, Krugman 
wrote in 1986 that 

…we are forced to recognize that industries that 
account for much of world trade are not at all well 
described by the supply and demand analysis that 
lies behind the assertion that markets are best left 
to themselves. Much trade appears to require an ex-
planation in terms of economies of scale, learning 
curves, and the dynamics of innovation—all phe-
nomena incompatible with the kind of idealizations 
under which free trade is always the best policy.5 

Indeed, Krugman pointed the way to so called New 
Trade Theory by demonstrating that a combination of 
consumer preferences and scale economies provided a 
much better explanation. He further noted instances 
when the technological advances of a developing country 
could diminish the overall welfare of a more advanced 
trading partner.

What was true in 1986 is even truer today. Pursuant 
to the unconventional analysis of Krugman, former IBM 
chief scientist Ralph Gomory and economics Professor 
William Baumol have recently developed trade models 
that incorporate the assumptions of economies of scale, 
rapid technological change, and sudden shifts in produc-
tivity to more nearly approximate conditions in the real 

The difficUlTy iS ThaT The model waS 
never inTended To deal wiTh an 
increaSinG nUmber of GlobalizaTion 
SiTUaTionS To which iTS conclUSionS 
are neverTheleSS roUTinely aPPlied.



world. Once these conditions are introduced, the conven-
tional conclusion of one equilibrium optimal for all par-
ticipants is replaced by the potential for several different 
equilibria with some more advantageous for one party 
and others more advantageous for other parties. The key 
here is that achievement of economies of scale or of in-
novation and other productivity changing techniques is 
idiosyncratic and largely unrelated to climate, geography, 
and factor endowment. 

Once achieved, however, these conditions constitute 
barriers to entry for newcomers that will be reinforced by 
normal market dynamics. Think Boeing or Intel or Mi-
crosoft. Having achieved global dominance in their in-
dustries, they tend to be kept dominant by the normal dy-
namics of free markets. This dominance enables them to 
earn extraordinary profits and to pay above average wages 
and makes having them or other dominant companies and 
industries very attractive to national governments trying 
to improve the living standards of their citizens. Because 
economies of scale and innovation can be very much in-
fluenced by policy considerations and because countries 
with these kinds of industries will do better than those 
without them, many national leaders will be tempted to 
pursue activist policies to obtain them. But this means 
that trade can be adversarial as well as win-win, and that 
those who abstain from activist policies may wind up as 
net losers. 

A further problem is that the standard models are 
very much trade models and not globalization models. 
They take productive capabilities as fixed and describe 
the trade that those capabilities provide. But as Erik Rein-
ert and Korean economist Ha-Joon Chang emphasize in 
their recent books How the Rich Countries Got Rich and 
the Poor Countries Stay Poor and Bad Samaritans: The 
Myth of Free Trade and the Secret History of Capitalism, 
globalization is all about changing productive capabili-
ties. The objective is not so much to make more chariots 
more efficiently, but to get from chariots to tanks. Or to 
look at it another way, what would happen in Ricardo’s 
classic example if Portugal offered a tax holiday and the 
British textile companies began outsourcing production 
to Portugal? Gomory and Baumol demonstrate that Por-
tugal makes economic gains while Britain suffers net eco-
nomic losses. 

This is an absolutely critical point because globaliza-
tion today is much more about investment and the shift 
of production bases through out-sourcing and off-shoring 
than it is about traditional trade. In modern globalization, 
the role of exchange rates, taxes, regulations, labor rules 
and investment subsidies is far more important than that 
of tariffs and import quotas. Singapore, for example, did 

not get rich because it had no tariffs. It got rich because 
it had a relatively weak currency, no taxes, tame unions, a 
very pro business regulatory environment, and plenty of 
capital grants and free infrastructure for companies that 
would agree to off-shore production from their home base 
to Singapore. The same has been true of China, Ireland, 
and many other “miracle” economies. None of these ele-
ments are included in standard trade models and none are 
covered by international trade agreements. 

In this context, the Gomory/Baumol findings with re-
gard to the effects of off-shoring are extremely important 
because they directly contradict the current conventional 
wisdom. This has been best articulated by former Coun-
cil of Economic Advisors Chairman Greg Mankiw who 
explained in February, 2004, that the outsourcing and 
off-shoring of its service jobs is a good thing for the U.S. 
economy.6 Mankiw’s orthodox argument was that trade in 
services over the Internet is just another form of trade and 
because trade is always win-win, this new form must be 
as much a plus for the U.S. economy as more traditional 
forms. 

But Mankiw was assuming that workers whose jobs 
were off-shored would find new jobs with equivalent pay 
and benefits. He was also assuming that the off-shoring 
was in response to market forces rather than policy ac-
tions and that there would be no negative implications in 
terms of long run innovation and productivity shifts or 
overall wage levels for the U.S. economy. What Gomory 
and Baumol demonstrate is that these assumptions are 
not necessarily valid. Their views in this regard have re-
cently been supported by such as Stiglitz and Krugman 
and Intel Chairman Craig Barrett who has commented 
that “the United States no longer has a lock on high tech, 
white collar jobs.” Barrett has gone on to say that “Com-
panies may still form in Silicon Valley and be competitive 
around the world. It’s just that they are not going to create 
jobs there (in the Valley).7

In short, conventional economic theory no longer 
very well explains the reality of globalization and thus 
tends to lead to sub-optimal policies.

imperfect mArkets

The domestic analog to the conventional HOS inter-
national trade model over the past 40 years has been the 
Efficient Markets (EM) model that holds the market to be 
always correct in the sense that it self-corrects to a unique 
equilibrium that optimizes general welfare. 

Just as the HOS model is an evolution of 19th century 
Ricardian concepts, the Efficient Markets model is rooted 
in the 18th century thinking of Adam Smith who posited 
a world of perfect competition (perhaps not too far from 
reality at the time) and then famously concluded that wel-
fare is optimized through a unique equilibrium price of 
supply and demand established by each agent pursuing 
his/her own selfish interest. The modern EM version of 
this is based not on an assumption of perfect competition, 
but on the notion that the expectations of market actors 

in modern GlobalizaTion, The role of 
exchanGe raTeS, TaxeS, reGUlaTionS, 
labor rUleS, and inveSTmenT SUbSidieS 
iS far more imPorTanT Than ThaT 
of TariffS and imPorT qUoTaS. 
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incorporate all available information and that each mar-
ket actor pursues his/her own interest in the expectation 
that all other actors will do the same. Supply and demand 
are taken as given and the choices and expectation of the 
actors then determine a unique optimizing equilibrium 
price. In this way, the market is efficient and always cor-
rect. It is recognized that individuals often have incom-
plete information and may make individually incorrect 
decisions, but it is held that the sum of the decisions of 
all the actors is correct. Or, to be more precise, it is ar-
gued that actors’ deviations from the path of the long term 
equilibrium are not biased, but rather are random and self 
correcting. Thus, the market must always be right and can 
only be distorted or sub-optimize as a result of govern-
ment intervention.

In the wake of the Crash of 1929 and the Great De-
pression when markets obviously did not optimize or 
self-correct, the U.S. along with the rest of the capitalist 
world developed a mixed economic system that remained 
essentially one of market capitalism but with a significant 
degree of government regulation and oversight of markets 
along with Keynesian intervention to provide stimulus 
from time to time. 

When this system started to falter amid the stagfla-
tion that arose in the wake of the Vietnam War in the 
1970s, many blamed the problems on mistaken govern-
ment intervention. Indeed, Ronald Reagan famously ar-
gued that government was the problem and that if we just 
deregulated and got the government out of things, the 
free market would solve all the problems. Thus, from the 
early 1980s, EM was invoked as the guide to U.S. domestic 
and international economic policy. The ensuing wave of 
deregulation and downsizing of the nonmilitary orient-
ed parts of the government (economic analysis, weather 
forecasting, trade negotiating offices, etc.) carried from 
the Reagan Administration through both Republican and 
Democratic administrations to the present. Particularly 
important was the continuous deregulation and removal 
of oversight of the financial markets that took place over a 
period of more than twenty years. And even where regula-
tion remained, the regulators were in thrall to EM think-
ing and simply refrained from regulating.. This not only 
accelerated the already rapid pace of globalization, but en-
sured that any problems in U.S. financial markets would 
quickly become global problems as well.

The fallacies of this market knows best EM model are 
now being demonstrated by what is generally acknowl-
edged to be the worst economic crisis since the Great De-
pression, ironically, for many of the same reasons. It turns 
out that, while government can be a problem, so also can 
lack of government be a problem, and the government is 

now being asked to save the system from itself. Just as 
the assumptions of HOS have proved invalid, so also are 
many of the assumptions of RE and efficient, self correct-
ing markets at odds with reality. 

one globAl economy, two 
economic systems

The conventional win-win view of liberal trade and the 
confusion of trade with globalization have led to a world 
economy that flies the banner of universal free trade but 
that in reality is half free trade and half neo-mercantil-
ist. For the United States and other liberal traders, market 
outcomes are an end in themselves, government direction 
of economic development is limited, and achievement of 
a particular composition of trade or of a particular eco-
nomic structure is not a policy consideration. Markets are 
generally open, and it is believed that development should 
be guided by the natural unfolding of comparative advan-
tage. These countries allow their currencies to float freely 
in the markets, and do not aim as a matter of policy to 
accumulate current account surpluses. 

On the other hand, several important countries pur-
sue a form of neo-mercantilism. For them the market 
mechanism is important but as a means to achieve rapid 
and/or a particular kind of growth rather than as an end 
in itself. The structure of the economy and what the na-
tion makes and trades are matters of the highest priority. 
Growth is export led. Domestic markets are not closed 
to exporters but are selectively protected in a variety of 
formal and informal ways, and it is a policy objective to 
accumulate continuous current account surpluses. Cur-
rencies are managed to promote exports and comparative 
advantage is not seen as fixed but rather as something to 
be altered to improve performance. A favored tool for do-
ing this is investment incentives that induce companies to 
relocate production and research facilities.

This hybrid economic structure tilts the “flat world” 
to slide production and provision of tradable goods and 
services and the jobs attached to them from the neo-clas-
sical to the neo-mercantilist economies. It also results in 
the accumulation of huge trade surpluses and dollar re-
serves by the neo-mercantilists while the neo-classicists 
incur ultimately unsustainable deficits and go ever deeper 
into debt. 

This apparently deleterious and unfair structure has 
endured because the argument of conventional econom-
ics that the mercantilists are only hurting themselves by 
distorting their own economies has inhibited the intro-
duction of counter policies.

The efficienT markeTS model noT only 
acceleraTed The already raPid Pace of 
GlobalizaTion, bUT enSUred ThaT any 
ProblemS in U.S. financial markeTS woUld 
qUickly become Global ProblemS aS well.

ThiS hybrid economic STrUcTUre...
reSUlTS in The accUmUlaTion of hUGe 
Trade SUrPlUSeS and dollar reServeS by 
The neo-mercanTiliSTS while The neo-
claSSiciSTS incUr UlTimaTely UnSUSTainable 
deficiTS and Go ever deePer inTo debT. 



the DollAr As the 
greAt fAcilitAtor

The role of the dollar as the world’s money is the key 
to the enduring distortions of globalization because it al-
lows both America and the neo-mercantilists to be irre-
sponsible. Only the United States can buy and borrow in 
its own currency. As long as other countries keep large 
dollar reserves, America can consume more than it pro-
duces and simply print dollars to cover the difference. 
Savings and deficits really don’t matter to the United 
States. America can cut taxes, reduce saving, and increase 
spending with no apparent cost. At the same time, howev-
er, the neo-mercantilists can over-save and over-produce 
because they can tilt the world by intervening in currency 
markets to keep the dollar strong and their exports ris-
ing. (Germany, of course, runs large trade surpluses in the 
face of a strong, floating euro. But Germany’s surpluses 
are mostly with other EU countries. On balance, the EU 
runs a current account deficit and a big trade deficit with 
Asia). They can also fund the excessive consumption of 
the Americans by providing vendor financing in the form 
of purchases of U.S. assets, thereby providing the last link 
in the Ponzi scheme chain.

In this way all discipline is removed from the system. 
The United States is free to over-consume and over-bor-
row while the neo-mercantilists are free to over-produce, 
over-export, and over-lend. All parties may feel good for 
a while, but when the music stops, as it appears now to be 
doing, there is going to be much pain. This could not be 
the case but for the peculiar facilitator role of the dollar.

compAnies AnD countries 

As part of their export-led growth strategies, many 
countries offer big financial incentives (tax holidays, capi-
tal grants, free land, etc.) to induce foreign companies to 
move export-producing factories and key technologies to 
their shores. Most U.S. companies with production facili-
ties in countries like Singapore, China, Ireland, and Israel 
have benefited from these kinds of incentives.

This highlights two key new aspects of globalization. 
First, although not incorporated into conventional trade 
analysis, these kinds of investment incentives along with 
management of the value of the dollar have increasingly 
become the major determinants of the structure of in-
ternational production and trade flows. Second, this has 
become possible because the interests of companies and 
countries have diverged as never before. 

Fifty years ago, then General Motors Chairman “En-
gine” Charlie Wilson told the U.S. Congress that what was 
good for General Motors was good for America. He was 
largely correct. More recently, Intel Chairman Craig Bar-
rett commented that: “Intel will be okay no matter what. 
We can adjust to do our R&D and manufacturing wherev-
er it is most economically advantageous.”8 Conventional 
wisdom holds that America has a comparative advantage 

in production of micro-processors. In fact, it is Intel that 
has the advantage, and that advantage can be shifted to 
many other countries. 

In 50 years, the corporation has evolved from a kind 
of national institution into a quasi sovereign entity fre-
quently more powerful than national governments. The 
wealth of nations now depends substantially on how and 
where global corporations deploy their assets, and those 
decisions are increasingly being made in response to neo-
mercantilist policies rather than market forces. A phe-
nomenon that led Barrett also to note that: “In addition 
to being Chairman of Intel, I am also a grandfather, and 
I wonder how my grandchildren are going to make a liv-
ing.”9

This quasi sovereignty of the global corporation has 
been greatly stimulated by the laissez-faire wave of dereg-
ulation and willy-nilly globalization of the past 30 years. 
Deregulation has enabled mergers, the creation of tax 
shelters, and intra-firm pricing that has resulted in globe-
straddling companies that can easily avoid unwelcome 
obligations while also inducing many governments and 
international organizations to strengthen protection of 
corporate interests. Thus, for example, over the past thir-
ty years global protection of intellectual property rights 
has been enormously strengthened, while promotion of 
consumer, labor, and environmental interests has lagged.

A particularly problematic aspect of the evolution 
of the new global corporation is the impact it is having 
on many societies. The excesses of the raw capitalism of 
the 19th and early 20th centuries were eventually tamed 
in nearly all market/capitalist countries by means of na-
tionally based regulations, union agreements, rules of 
incorporation, welfare and unemployment insurance and 
so forth. These were all largely based on the assumption 
of nationally rooted corporations. Globalization has en-
abled the corporation to escape these harnesses with the 
result that capitalism is increasingly showing flashes of its 
old tooth and claw nature. Of course there are corporate 
codes of conduct and in many instances global corpora-
tions introduce best practices standards that upgrade the 
working environment in developing countries. But the fact 
remains that over the past twenty five years the returns to 
capital have far surpassed those to labor and workers have 
not enjoyed income gains commensurate with the gains 
in their productivity.

dereGUlaTion haS enabled merGerS, 
The creaTion of Tax ShelTerS, and 
inTra-firm PricinG ThaT haS reSUlTed in 
Globe-STraddlinG comPanieS ThaT can 
eaSily avoid Unwelcome obliGaTionS. 
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iii.the price of 
globAliZAtion

Since 1979, as globalization has advanced and the dol-
lar has floated, imports to the United States have grown 
faster than exports, directly impacting millions of Amer-
ican jobs. For example, trade with China alone has dis-
placed over 2 million U.S. workers since 2001.10 The mere 
threat of jobs being shipped overseas has in turn translat-
ed into reduced wages and benefits and a general decline 
in the bargaining power of U.S. workers. A 2004 Gallup 
poll showed that 61 percent of Americans fear that they or 
someone close to them will lose a job because the employ-
er is moving to another country. The threat to off-shore 
production, real or exaggerated, gives employers substan-
tial leverage over their employees. It is interesting that 
while the advocates of conventional Ricardian/HOS trade 
insist that trade is always win-win, they rarely note the 
Stolper/Samuelson finding that open trade tends to equal-
ize wages between trading partners. The implication, of 
course, being that average wages in high wage countries 
like America will fall toward the average in low wage trad-
ing partners like China.

rising inequAlity

Not surprisingly, workers are receiving a shrinking 
share of the economic pie. The gap between what workers 
produce and what they receive has dramatically widened: 
between 1980 and 2005 productivity in the U.S. economy 
rose 71 percent, while the real compensation (including 
benefits) of nonsupervisory workers rose 4 percent (non-
supervisory employees make up about 80 percent of U.S. 
workers). In the tradable manufacturing sector, produc-
tivity rose 131 percent while compensation of nonsuper-
visors gained 7 percent. (Figures B-1 and B-2). 

Since the end of the last recession in 2001, the purchas-
ing power of the typical American worker’s weekly pay-
check has dropped 3 percent. Among working males, real 
hourly wages are now about where they were in 1973. 

Economists differ in their estimates of precisely how 
much of the rise in wage stagnation and overall income 
inequality is attributable to imbalanced trade, but there is 
little doubt that it has been substantial. Research on the 
1980s and early 1990s shows that trade flows alone ac-
count for 10-30 percent of the growth in wage inequality, 
with some major studies suggesting even greater contri-
butions.11 Such estimates are sufficiently high by them-
selves to warrant attention—even as they may understate 
the case by missing many of the ways that globalization 
influences other factors that contribute to wage inequal-
ity, like de-unionization, the threats by employers to move 
jobs overseas, and the growing political influence of mul-
tinationals.12

That trade will make the distribution of income worse 
is embedded in fundamental economic logic. When work-
ers in a high-wage nation are thrown into competition 
with workers in less-developed countries, those at the 
bottom end of the wage ladder in the former will be rela-
tively worse off and those at the top end better off.13

Defenders of the present mode of globalization tend to 
dismiss this as a problem for a small number of unskilled 
workers that can be handled with better job retraining and 
unemployment insurance. But globalization’s “losers” now 
extend way beyond the uneducated—and their ranks are 
growing. Twenty-five years ago, American workers were 
assured by the promoters of “free-trade” agreements that 
their better education and access to superior U.S. technol-
ogy would allow them to produce more high-value-added 
products. Americans would move up the global wage lad-
der, while workers from other countries would get the 
vacated lower-wage jobs at the bottom. But when skilled, 
high-paid jobs began to disappear, American workers were 

Trade wiTh china alone haS diSPlaced 
over 2 million U.S. workerS Since 2001.



told that they were still not skilled and educated enough. 
So if they want to maintain their living standards they are 
told they will have to become much more educated and 
productive and work harder and longer hours. 

Yet Americans are working longer and are certainly 
more educated. The share of the workforce with college 
degrees doubled from 15 percent in 1973 to 30 percent 
over the last three decades, while the share of high school 
drop-outs fell from 29 percent to 10 percent. Still, the 
American economy is not generating the promised good 
jobs. Projections by the Bureau of Labor Statistics con-
clude that by 2014 the number of occupations filled by 
people with college degrees will rise by merely one per-
centage point—from 28 percent to 29 percent. The share 
of jobs for which college-level education is actually re-
quired is projected to be just 21 percent.14 

DisAppeAring Jobs

The evidence is overwhelming that what was once 
thought of as America’s natural comparative advantage—
skills, technology, and organization—can now often be 
duplicated or even surpassed by other nations. Outsourc-
ing off-shore has now ratcheted up to jobs in research and 
development that Americans had assumed would always 
be ours because of our advanced technology, prestigious 
universities, and Nobel-prize-winning scientists. Ameri-
can transnational companies are locating R&D in India, 
Taiwan and China, where the skills are high and come 
cheap. An analysis of 57 recent major research initiatives 
of the U.S. telecommunications industry showed that all 
but five were located outside the U.S. According to one 
estimate, 80 percent of engineering tasks in product de-
velopment can be “easily outsourced.” Another suggests 
that as many as 60 million U.S. workers are vulnerable to 
having their jobs shipped to another country.15 Princeton 
economist Alan Blinder, former vice chairman of the Fed-
eral Reserve Board, recently warned that “tens of millions 
of additional workers will start to experience an element 
of job insecurity that has heretofore been reserved for 
manufacturing workers. It is predictable that they will not 
like it.”16

The notion that the U.S. economy can prosper by sell-
ing high-value services while the rest of the world sells us 
their goods is now clearly not credible. Manufacturing is 
our most important source of productivity and motivator 
of technological innovation. In fact, most of the jobs and 
wealth creation associated with the information economy 
is tied to the production of goods. Our highest value ser-

vices are imbedded in the Boeing jets, Intel chips and John 
Deere tractors that we produce; success results from set-
ting trained people to work on problems in the context of 
day-to-day production, whether autos or pharmaceuticals 
or Hollywood films. The more we off-shore production, 
the harder it is to compete in the world on the basis of 
higher productivity and creativity.17 

The growing disconnect between many large Ameri-
can employers and their employees is further shredding 
the sense of mutual dependence that lies at the heart of a 
productive workplace. Employers who are searching the 
globe for cheaper labor have less incentive to invest in 
the long-term development of their U.S. labor force. And 
workers who are constantly threatened by off-shoring have 
little reason to feel loyal to the firm. Again, these attitudes 
have spread beyond the sectors immediately impacted 
by trade and increasingly pervade the U.S. economy. As 
Thomas Kochan of MIT has observed, writing with Beth 
Shulman, “employers have replaced the basic social con-
tract at work—the norm that hard work, loyalty, and good 
performance will be rewarded with a good wage, dignity, 
and security—with a norm that gives primacy to cutting 
operating costs and obtaining the highest possible short 
term profit.”18 

globAliZAtion’s 
exAggerAteD benefits 

While there is no doubt that globalization can gener-
ate economic benefits, those obtained to date have been 
routinely exaggerated in ways that tend to justify rising 
inequality, job loss, and other costs. 

For example, one recent analysis claims that expanded 
trade over the past 30 years provided gains of between $800 
billion and $1.5 trillion to the U.S. economy in 2004—over 
8 percent of that year’s GDP.19 If so, it would have been a 
substantial contribution to the country’s growth. But the 
evidence doesn’t clearly support this claim. 

Most of the assumed economic gains came in the 
form of lower prices. The principal source cited for the 
lower price benefit is the Bush Administration’s 2006 Eco-
nomic Report of the President, whose evidence is that im-
port prices rose 9 percent between 1990 and 2004 while 
the prices of all goods and services rose 60 percent.20 But 
imports are concentrated in goods. Comparing the price 
change of domestic and imported goods under the same 
methodology yields a savings from imports to the average 
American of about $36 a year. A gain, but hardly “sub-
stantial” enough to justify any costs. Further, the calcula-
tions used to show vast benefits from greater variety and 
productivity gains are based on unrealistic and internally 
contradictory assumptions. An analysis more consistent 
with standard economic principles suggests a one-time 
2004 gain from imports not of 8.0 percent of GDP, but of 
0.7 percent.21 

The GrowinG diSconnecT beTween many 
larGe american emPloyerS and Their 
emPloyeeS iS fUrTher ShreddinG The SenSe 
of mUTUal dePendence ThaT lieS aT The 
hearT of a ProdUcTive workPlace.
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A central problem with claims of huge gains from ex-
panded trade is that they come not from actual experi-
ence but from simulations of what might happen under 
extremely unrealistic conditions. Among other things, 
they assume a state of permanent full employment. Thus, 
by definition, trade can never permanently cost any work-
ers their jobs. Moreover, these models simulate only trade 
under idealized assumptions and circumstances, not glo-
balization. They do not incorporate the findings of Bau-
mol and Gomory nor the cost to America of relative loss 
of production, and loss of scale economies by dint of in-
dustrial displacement. Nor do they incorporate the $13 
trillion loss of U.S. asset values as the result of the trade 
imbalance induced economic crisis of 2008-09. 

A more comprehensive effort to estimate the impact 
of a possible free trade deal in the Doha Round of Trade 
Talks was done by the Carnegie Endowment for Interna-
tional Peace in 2006. It came up with a benefit to the U.S. 
economy from a potential deal of $4.6 billion—a gain of 
less than one half of one percent of U.S. GDP, or about $15 
per person.22 The U.S. International Trade Commission 
estimates the total costs to America of import constraints 
at roughly $14 billion, or $50 per person.23 

While trade surely provides some benefits, it is not 
likely that the benefits received by the majority of working 
families outweighs the costs they suffer from the lower 
wages and benefits, job losses, insecurity, declining asset 
values and other forms of fallout from the present mode 
of globalization. 

Statistically, it may be possible to show net benefits 
from globalization on an overall national basis. But if 98 
percent of the population is not receiving these benefits, 
there must be some question as to whether they are re-
ally net benefits. Moreover, if the rising inequality is due 
to the company/country disconnects, then no amount of 
retraining, education, and portable pensions and health 
care—the normally recommended nostrums—will change 
the situation. 

unDermining DemocrAcy 

There are also growing reasons to question another 
promised benefit of globalization: That it strengthens 
democracy worldwide. Far from spreading democracy, 
globalization seems to have the opposite effect in some 
places. The state capitalist autocracies of Russia, China 
and the oil producing nations have grown in power as glo-
balization has gained momentum. 

These nations are financing the United States while in-
creasingly challenging it on the international stage. They 
are also intimidating and to some extent guiding global 
corporations. For example, many companies accept Chi-

nese censorship on their websites and even turn employ-
ees over to the Chinese police upon request. Many also 
readily assist the Chinese Internet Police with equipment 
and technology. Indeed, it is striking that Washington has 
raised no human rights fuss about this. But the reason is 
not too hard to find. All these major corporations are big 
political players with significant lobbying operations in 
Washington.

The key problem is an asymmetry of power over cor-
porations between democratic and authoritarian regimes 
that disadvantage the democracies. In Washington, a ma-
jor global CEO is not only a business leader. He or she is 
also an important political player who makes big PAC do-
nations, maintains legions of lawyers and lobbyists, helps 
to shape legislation, and influences regulatory decisions. 
Top political leaders have many reasons to court CEOs. 
In Beijing or Riyadh or Moscow, however, the CEO is a 
supplicant just like everyone else. He doesn’t file law suits 
against these governments, and he needs to maintain fa-
vor and keep the bureaucrats and party operatives happy. 
Moreover, he will use his influence in Washington to do 
what is necessary to curry favor in the authoritarian capi-
tals. In this way, many in the global business community 
have become lobbyists for autocratic regimes. This is not 
to say that it can’t or never works the other way around, 
but the power relationships are such as to make it more 
natural for global firms to yield to China’s Internet police 
than to demand that they drop their censorship. 

the environmentAl costs

Globalization is now accelerating global warming and 
environmental degradation. This is because the tilted 
world is relocating energy intensive production to the 
least energy efficient countries while also increasing the 
energy intensiveness of the supply system. Many world 
girdling supply chains are only possible by dint of express 
air freight operations. But these gobble much more energy 
than sea shipment or local production. With a carbon tax 
much off-shoring would make no sense. By the same to-
ken, great strain is being put on water and other natural 
resources because many developing countries are unable 
or unwilling to manage them on a sustainable basis. So 
again, the supply chains exploit them without paying the 
full cost. 

By the same token, globalization is exacerbating glob-
al dependence on a few, authoritarian countries in a dan-
gerous way. This is partly due simply to rapid economic 
growth in China, India, and elsewhere, but also to the fact 
that production is being moved to less energy efficient ar-
eas and also to the fact that as a result of the tilted distor-
tion, production is being moved uneconomically in ways 
that lengthen the supply chain.

far from SPreadinG democracy, 
GlobalizaTion SeemS To have The 
oPPoSiTe effecT in Some PlaceS.

GlobalizaTion iS exacerbaTinG Global 
dePendence on a few, aUThoriTarian oil 
ProdUcinG coUnTrieS in a danGeroUS way. 



iv. A new geo-
economic strAtegy

Just as the United States has a geo-political strategy, 
it must have a geo-economic strategy. Indeed, to have the 
first without the second is simply nonsensical. This strat-
egy must be based on the recognition that without being 
economically competitive America will not be able to pro-
vide an attractive future for its children nor adequately de-
fend its interests and freedoms in the present. It must also 
be recognized that neither domestically nor internation-
ally is the market always right. It needs oversight and oc-
casional policy guidance or correction. Finally, in this age 
of globalization in which market/capitalism has slipped 
the traces of national regulation and taming mechanisms, 
it will be necessary to establish global regulatory and 
taming arrangements. Thus, under a new globalization 
regime, the rights of workers need to get the same atten-
tion as the intellectual property rights of corporations, 
the interests of consumers and the environment should 
be treated as seriously as those of investors, and global 
finance must be transparent and sensibly regulated.

The new agenda can be divided into those issues that 
must be addressed immediately and those that are longer 
term in nature. 

the DollAr 

Negotiations similar to those of the Plaza Agreement 
of 1985 should be launched immediately to coordinate a 
substantial (40 to 50 percent) revaluation of a number of 
managed Asian currencies versus the dollar and the euro 
over the next two to three years. This would also have to 
entail an agreement to halt strategic currency manage-
ment activities. A second longer term objective of the deal 
would be a reversal of savings and consumption patterns 
in the United States and Asia. Once the current recession 
is behind us, Washington would promise to balance the 
federal budget over the business cycle and to reform poorly 
targeted consumption incentives like the tax deductibility 
of interest on home equity loans, while key Asian and oil 
producing countries and Germany would undertake to 
increase domestic consumption. China could upgrade its 
social safety net, and a true liberalization of Japan’s hous-
ing and consumer credit markets might do wonders. The 
oil countries also need to improve social safety nets and 
greatly upgrade their infra-structure. 

After this initial deal, the IMF or a new body repre-
senting the major currencies (dollar, euro, yen, and yuan) 
must continue to coordinate policy and manage appro-
priate currency adjustment. Its mission must be to push 

the global system toward balance. To this end it should 
effect a transition to a more stable global currency sys-
tem. One possible option would be a basket of currencies. 
Indeed, the IMF’s Special Drawing Rights (SDRs) already 
represent a currency basket and an exchange of dollars for 
SDRs (China has actually suggested something like this 
recently) might be used as a device to get away from ex-
cessive reliance on the dollar. Regardless of how it is done, 
the end result must be a system that makes neo- mercan-
tilist currency management and U.S. abuse of the privi-
lege of printing the dominant currency impossible. 

If starting such discussions proves difficult, Washing-
ton could jump-start them by declaring a balance of pay-
ments emergency under appropriate articles of the WTO 
and announcing plans to impose a surcharge on imports. 
It could also initiate unfair trade proceedings against a 
number of countries on grounds of illegal subsidies (The 
Agreement on Subsidies and Countervailing Measures) 
and/or nullification and impairment of concessions. It 
could also formally call for official consultations by the 
IMF with certain of its members regarding their currency 
management practices. This, of course, would be strong 
medicine, but it would surely stimulate discussion, and it 
is all perfectly legal and in keeping with both the rules and 
spirit of open, rules based trade. 

trADe Agreements

No matter what one thinks is the core problem of our 
exploding trade deficit (e.g., low savings, currency distor-
tions, trade deals, skill deficiencies, the tax code, foreign 
mercantilism) the reality of America’s present condition is 
that the more trade deals it does, the larger the trade and 
current account deficits grow. Thus, the knee jerk promo-
tion of more trade agreements before we address the flaws 
in our trade policy simply makes our competitiveness 
problem worse and drives us further into debt. 

The first step therefore is to do no further harm. Con-
gress should immediately impose a strategic pause on all 
trade negotiations and postpone approval of agreements 
not yet signed until we have a credible program, agreed to 
by Congress and the President, (1) to reduce the current 
account deficit at least to the point at which it is not ris-
ing faster than our income—roughly about 2 percent of 
GDP; (2) to improve American competitiveness. This does 
not mean opposition to trade or to trade talks in the near 
future. But it does mean having a serious strategy before 
proceeding.

enDing fAst trAck AnD setting 
new rules for trADe Agreements

The President’s authority to put trade agreements to 
an up-or-down vote has essentially stripped Congress of 
any significant role in their negotiation. The result is trade 
deals that are written by influential lobbies—commonly 
the people the trade negotiators have worked for or will 
work for when they leave government.

in ThiS aGe of GlobalizaTion in which 
markeT/caPiTaliSm haS SliPPed The 
TraceS of naTional reGUlaTion and 
TaminG mechaniSmS, iT will be neceSSary 
To eSTabliSh Global reGUlaTory 
and TaminG arranGemenTS.
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New rules for the trade agreement process should in-
clude required measurable objectives for U.S. negotiators, 
such as: 

Core labor rights (those already agreed to by the 
members of the International Labor Organization)  
and internationally agreed environmental stan-
dards having the same enforceable status as inves-
tor rights; 
No restrictions on U.S. or state governments from 
favoring domestic production (including the U.S. 
based production of non-U.S. corporations) in eco-
nomic development policies; 
No extraordinary investor privileges for the settle-
ment of disputes; 
Inclusion of protections against currency manipula-
tion; 
Objective measures of reciprocally open markets 
and enforcement provisions; and,
Assurance of basic levels of judicial independence 
and democratic norms in the negotiating partner. 

Specific milestones should be included in negotiat-
ing instructions that provide Congress an opportunity 
to judge whether key objectives have been achieved. The 
President would, of course, continue to have the right to 
submit to Congress whatever agreement he or she wishes, 
but, if the objectives are not met, the agreement would not 
get fast track privileges. 

immigrAtion AnD the h-1b 
AnD similAr progrAms 

It is clear that the future will belong to those coun-
tries with the most skilled workers. America should make 
every effort to develop the skills of its own people and to 
be a magnet that will attract skilled people from other 
countries. At the moment, U.S. immigration policy is 
skewed toward attracting low skill people while making 
it difficult for high skill people to stay. For example, many 
students from around the world get their Ph.D. degrees 
at top U.S. universities. Having graduated, they are often 
required to leave the country. In fact, our policy should be 
to grant a green card to any foreigner graduating from a 
U.S. university with an advanced degree, especially if it is 
a degree in science or engineering. We should also make 
it easy for skilled foreigners to come to America to start 
new companies.

At the same time, there is a need to be discriminating 
with regard to our H-1B visa programs. Although there 
is justification for companies in special temporary situa-
tions to be allowed to import workers with critical skills 
and unique talents, there is no justification for a govern-
ment policy that systematically encourages importing 
skills instead of creating them at home or that encourages 
importing low wage workers who compete with domes-
tic workers under the pretense of providing special skills 
that are not readily available domestically. It is a mockery 

•

•

•

•

•

•

of the promises that have been made to Americans that 
globalization would provide job ladders with upward mo-
bility. 

Moreover, the H1-B and similar programs have been 
abused. The definition of a labor shortage is vague and 
increasingly stretched to the point where the approval is 
hardly more than a routine rubber stamp. Among other 
abuses, employers have been found to request foreign 
workers for facilities in low-wage states with relatively 
small supplies of highly technical labor, only to employ 
them at low wages in higher-wage areas. 

A thorough congressional review of these programs’ 
purposes and an evaluation of their operation are needed. 
Existing contracts must be honored, but, with carefully 
defined exceptions, new applications should not be ap-
proved pending such a review.

A nAftA renAissAnce 

The North American Free Trade Agreement (NAF-
TA) succeeded in integrating the three North American 
economies to the point of no return. Too many economic 
channels have been redirected north-south to reverse the 
course of economic integration. But it failed to deliver on 
its promises—including its promise to stem the tide of un-
documented workers crossing the border in search of jobs 
that pay enough to support them. The immigration issue 
cannot be solved with walls or guest worker programs. 
It can only be solved with the creation of sustained and 
broadly shared growth in the places the vast majority of 
immigrants come from—primarily Mexico. 

Since we cannot go back, we must go forward and re-
place NAFTA with a more comprehensive agreement. The 
first task is to establish a set of rules for the common mar-
ket that recognizes the three NAFTA nations’ joint eco-
nomic future. The rules would include, at a minimum, a 
“bill of rights” for citizens of North America, enforceable 
in all three countries, which would reestablish rights for 
people at least as strong as the extraordinary protections 
NAFTA gives to corporate investors. These rights would 
include guarantees of freedom of association and collec-
tive bargaining across borders, as well as public transpar-
ency in government dealings with the private sector. 

To support this revision, we also need a continental 
“grand bargain” in which Canada and the United States 
would commit substantial long-term aid to Mexico in or-
der to nurture higher and sustainable economic growth, 
while Mexico commits to policies (independent trade 
unions, adequate minimum wages, equitable taxes, assis-
tance to its depressed farm sector) that assure wages in all 
three nations rise with their productivity. 

Since we cannoT Go back, we mUST 
Go forward and rePlace nafTa wiTh 
a more comPrehenSive aGreemenT.



Finally, we should begin discussions toward a North 
American customs union to manage foreign trade in the 
service of the needs of the people of all three countries 
and to develop a North American option in response to 
the growing regional economies in Europe and Asia. 

wto reform

Over the longer term, the currently prevailing half-
free trade, half-mercantilist system of globalization must 
be replaced by the establishment of a one economy-one 
system regime. To do this the WTO will have to be com-
pletely revamped with new standards, rules, and author-
ity. Most Favored Nation and National Treatment stan-
dards are no longer sufficient. There must be just one kind 
of WTO Treatment in all economies. Global rules must 
be created to break up and regulate cartels. Distribution 
and marketing channels must be equivalently open in all 
markets not only de jure but de facto. It must be possible 
to appeal on such issues not just to national courts but 
to objective international dispute settlement bodies. Sov-
ereign investment funds and state controlled enterprises 
must be subject to international scrutiny and to transpar-
ency and rules that assure they are operating completely 
outside the political realm. Likewise, tax holidays, capital 
grants, and other financial incentives used to bribe global 
corporations with regard to location of plants, labs, and 
headquarters must be subject to common WTO and IMF 
discipline. Nor should the WTO and other international 
bodies wait for complaints to address these issues. Rath-
er, they should maintain continuous monitoring of real 
market developments and apply discipline wherever and 
whenever necessary. 

Again, it may be difficult to obtain agreement on ne-
gotiating such rules. Therefore, the United States and 
other interested countries should not hesitate to file 
WTO and IMF complaints and take the actions allowed 
by international law against measures and policies that 
distort globalization. Financial investment incentives 
targeted to particular industries and companies can be 
attacked under the anti-subsidy rules while toleration of 
cartels and favored positions for state related enterprises 
can be attacked under the nullification and impairment 
rules. Again, the U.S. authorities should not wait for com-
plaints. Because of their greater sensitivity to authoritar-
ian regimes than to democracies, global corporations will 
hesitate to bring complaints for fear of retaliation from 
authoritarian neo-mercantilist regimes. Therefore, U.S. 
and other affected officials should monitor conditions 
proactively and self-initiate appropriate actions. Again, 
these are sure to stimulate negotiations.

Aligning corporAte 
AnD u.s. interests

Washington must give serious thought to measures 
that will better align the interests of global corporations 
with those of the United States. A start could be the cre-
ation of a war chest with which to match the financial 
investment incentives of the neo-mercantilists. There is 
precedent for this. In the late 1980s, the Bush adminis-
tration created a war chest to match the export subsidies 
of other countries. The objective was to force negotiation 
of some disciplines on export subsidies in the Uruguay 
Round of WTO negotiations. It worked. In this new case, 
Washington could undertake to match the tax holidays 
and capital grants that other countries routinely offer to 
induce global companies to locate within their borders. 
Washington could also apply the corporate income tax so 
as to give a tax credit, like the R&D tax credit, for cre-
ation of certain levels of value added production or cer-
tain kinds of jobs. 

At the same time, the asymmetry in the relationship 
of the global corporation to authoritarian and democratic 
regimes must be corrected. One step would be for the 
United States and other democratic governments to work 
with business leaders to develop codes of conduct to gov-
ern corporate responses to such things as censorship and 
coercion of employees. Such codes could be incorporated 
into the WTO or could be established independently by 
the International Chamber of Commerce which could 
monitor behavior and also adjudicate complaints and 
impose penalties. A second step must be much more re-
strictive rules on the type and amounts of donations by 
corporate political action committees and by corporate 
executives to political leaders and political campaigns. A 
third step could be establishment of an active monitoring 
project by the U.S. Commerce Department to determine 
when U.S. corporations are being coerced and to bring 
this activity into the sunlight.

strengthening mAnufActuring

A competitiveness agenda for the 21st century must 
make manufacturing a priority. Despite the conventional 
portrait of manufacturing as an obsolete economic sector, 
it must be a part of our future. We cannot earn our way 
back to trade balance (or anywhere near it) in a way that 
increases real incomes without increasing exports more 
rapidly than imports—and because goods account for a 
far larger portion of our exports than services, we will 
have to achieve most of the export increase with exports 
of goods.

Moreover, developing technological comparative ad-
vantages that can employ large numbers of people depends 
on the existence of manufacturing. There is much about 
the process of technological innovation that remains a 
mystery, but we do know that it involves trial-and-error 
and requires hands-on access to the production process. 

moST favored naTion and naTional 
TreaTmenT STandardS are no lonGer 
SUfficienT. There mUST be jUST one kind 
of wTo TreaTmenT in all economieS. 
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A manufacturing base is also essential for national se-
curity. Today, components of systems that are essential to 
military security are outsourced and supply lines are ex-
tended around the world.24 This structure not only makes 
U.S. national security vulnerable to disruption, it creates 
constant pressure for an expanded American military 
presence around the world to protect the outsourced sup-
ply lines. 

The targeting of manufacturing is not an argument for 
preserving any single industry, particularly since many 
of the products we will make in the future will be differ-
ent from the products we are making today. Rather, it is 
an argument for providing the necessary supports and 
incentives for a healthy foundation of skills, technology, 
infrastructure, and capital for goods production that can 
exploit the changing demand in the domestic and global 
marketplace in ways that support high wages. 

A high-wage strategy will require a shift in the pat-
tern of future growth toward an industrial base of per-
haps 10 million more workers over the next decade. This is 
certainly not an impossible goal in a labor force that now 
numbers 150 million, but it will require a dramatic change 
from policies that have discouraged long-term investment 
in manufacturing and have signaled to young people that 
they would be better off becoming international lawyers 
or financiers than engineers. Some of the specific ways to 
send the appropriate signal regarding competitiveness to 
the private sector are included in the following sections. 

eliminAting perverse 
tAx incentives 

Many countries use special tax incentives, capital 
grants, and other financial incentives to induce direct 
investment by global corporations. This has often caused 
off-shoring of perfectly competitive U.S. based produc-
tion. The United States should match such incentive pack-
ages while calling for establishment of international rules 
to govern them. Further, U.S. tax rules should be amend-
ed to remove provisions that make it more attractive to 
invest abroad than at home. 

Indeed, U.S. integration into the global economy re-
quires us to rethink our whole approach to taxation. Other 
nations, for example, use “border-adjustable” value-added 
taxes to favor exports over imports. A progressive VAT is 
something that ought to be considered as an instrument 
to level the playing field.

Further, U.S. corporate tax rates are among the high-
est in the world. Yet, as a result of some of the above provi-
sions and other loopholes, actual corporate tax payments 

have been relatively low. It would be better to reduce the 
corporate tax rate to 15 to 20 percent and at the same time 
to remove the complicated and distorting loopholes. 

supporting effective reseArch 
AnD technology Development 

Federal support for R&D and innovation has danger-
ously diminished and should be at least doubled. But in 
integrating the global economy, simply providing funds 
for companies, universities, and research centers for this 
work can easily be counterproductive, because the result-
ing products and processes are increasingly likely to be 
produced in other countries. Not only have American 
firms become global, but so have universities, with part-
nerships and subsidiaries around the world. Harvard, for 
example, now refers to itself as a “world university.”

In the global economy, ideas cannot be stopped at the 
border. By its very nature, research and innovation need 
to be free of bureaucratic constraints. We need govern-
ment policies that increase the chances that research and 
development will be channeled to production in the Unit-
ed States. Precedents for guiding the location of end-use 
production already exist in the area of military-sensitive 
R&D.25 

re-emphAsiZing inDustriAl 
extension services 

We do not have to invent a new program for aid to 
U.S. manufacturing. Over the past 20 years local and 
state-based efforts to provide technical, managerial, and 
financial assistance to small- and medium-sized firms 
producing in the U.S. have grown into a rich network of 
talented people. States and municipalities have developed 
an institutional infrastructure that connects businesses 
with technical and business schools. These efforts—with 
the great advantage of being locally based—should be en-
riched and expanded throughout the country. 

A nAtionAl energy 
Development progrAm 

American history is full of examples of successful 
government leadership in the creation of great industries 
that propelled U.S. growth and prosperity. The U.S. gov-
ernment financed the first assembly line; subsidized rail-
roads, metal ships, and jet planes; organized the highways 
for the auto industry; and nurtured long distance com-
munication, electric power, and computer technologies. 
It organized the technical assistance, marketing, and fi-
nancing that made American agriculture the most profit-
able in the world. 

we need GovernmenT PolicieS ThaT 
increaSe The chanceS ThaT reSearch 
and develoPmenT will be channeled 
To ProdUcTion in The UniTed STaTeS.

Today, The moST PreSSinG economic iSSUe 
affecTinG oUr naTional SecUriTy iS oUr 
danGeroUS reliance on imPorTed enerGy.



Many of these great national enterprises were mo-
tivated by security concerns. Today, the most pressing 
economic issue affecting our national security is our dan-
gerous reliance on imported energy. Although this de-
pendence is widely recognized by the public and policy 
makers, the policy debate is stalled. Ideological blinders 
have limited the discussion to supply-side proposals to 
accelerate the draining of U.S. off-shore oil reserves and 
demand-side proposals for large increases in the price of 
energy that are fiercely resisted by a public that has come 
to rely on cheap energy. 

But there is now a great opportunity to develop a se-
ries of 21st century industrial sectors devoted to the gen-
eration of alternative energy that can spur technological 
advances and at the same time generate high-wage jobs. 

The federal government began such an effort during 
Jimmy Carter’s presidency in the 1970s. But in the wake of 
the radical free market ideology that later dominated fed-
eral policy and the drop in oil prices in the 1980s, forward 
motion was abandoned. One result is that the European 
and Japanese governments nurtured their own alternative 
industries and overcame our lead in this area. Today, the 
Japanese have 50 percent of the global market for solar 
technology, and the Europeans serve 90 percent of the 
market for wind turbines. 

We should mount an Apollo-like project to aim for 
America to become energy independent and even to be-
come an exporter of energy. No single “silver bullet” pro-
gram will do it. It is impossible to say exactly which com-
binations of alternative fuels— hydrogen, solar, bio-mass, 
wind, geo-thermal—will prove the most effective. But 
neither was it possible to know just what combination of 
technologies would get us to the moon when John F. Ken-
nedy made that commitment in 1960. What is critical is 
the commitment that gives American workers and inves-
tors the confidence that time and money spent developing 
skills and businesses in the alternative energy sector can 
pay off. 

The Apollo Alliance, a coalition of business, labor, and 
environmental organizations, has proposed a $300 bil-
lion effort over 10 years to kick-start and nurture a major 
effort.22 American policy makers have the skills, the re-
sources, and the public support for such a program. All 
we need is the will. 

ideoloGical blinderS have 
limiTed The diScUSSion To SUPPly-
Side ProPoSalS To acceleraTe 
The draininG of U.S. off-Shore 
oil reServeS and demand-Side 
ProPoSalS for larGe increaSeS 
in The Price of enerGy.
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v.A new sociAl 
contrAct

trAining AnD eDucAtion 

The experience of the advanced nations that have 
been most successful in competing in the global economy 
while maintaining high incomes and financial security 
(e.g., Sweden, the Netherlands, Denmark) has demon-
strated how social safety nets and partnerships with trade 
unions can enhance competitiveness by using the periods 
of unemployment that accompany economic growth and 
change to upgrade the skills and flexibility of workers 
while supporting their incomes. 

Because the U.S. has lagged far behind these best 
practices, we need a large and serious upgrading of our 
transition assistance in ways that support good jobs. 

First, any such strategy must provide for much more 
generous assistance for the unemployed. The current 
levels of support (averaging roughly $260 a week for a 
maximum of six months) are obviously inadequate. Sec-
ond, the system of education and job training needs to be 
completely revamped and upgraded to the levels of our 
more advanced competitors. The cost of a minimal sys-
tem for adjustment is in the order of $75 billion per year. 
The Danes, whose economy competes in the world and 
who enjoy high and rising incomes, spend 4 percent of 
their GDP on such programs—the equivalent in the U.S. 
economy of about $500 billion. 

The recent flurry of proposals to solve the adjustment 
problem with “wage insurance” does not meet the criteria 
for an efficient and humane program: the proposals on the 
table encourage a downgrading of skills and are financed 
by taxing workers and/or reducing unemployment com-
pensation. Thus, they propose that the losers in the eco-
nomic transition, not winners, support the other losers. 

lifting the burDen of benefits 

For much of the American middle class, the social 
safety net has depended on a system of health care and 
pension benefits provided by employers. But globalization 
has put employers under great competitive pressures to 
cut costs. The pressure comes from both low-wage coun-
tries, where workers get few if any benefits at all, and more 
advanced nations, where government shoulders more of 
the health care and pension burden. Globalization also 
gives U.S. companies that can afford such benefits the 
opportunity to escape paying them. As a result, benefits 
are shrinking and jobs with benefits at all are becoming 
scarcer. For middle-aged and older workers, losing such a 
job can be a calamity. 

The reality is that American workers can no longer rely 
on a voluntary employer-based social safety net, nor can 
American products be sufficiently competitive if employ-
ers have to compete with foreign firms that do not have 

that benefits burden. Successfully competing in the world 
market will demand greater government participation in 
health care and the provision of pensions. 

In both areas, efficiency and mobility require universal 
access and public accountability. It should be possible to 
build universal systems for health care and pensions that 
can be built on existing successful programs like Medi-
care and Social Security. 

aS a reSUlT [of GlobalizaTion], 
benefiTS are ShrinkinG and 
jobS wiTh benefiTS aT all 
are becominG Scarcer.



vi.regulAting 
globAl cApitAlism

 Globalization means different things to different peo-
ple, but as U.S. national policy it has meant the following:

Removal of traditional barriers to trade, such as tar-
iffs;
After 1980, removal of “non-tariff barriers” such as 
subsidies and quotas, as well as some forms of social 
regulation;
Unilaterally open U.S. markets. When countries fol-
lowing export-led, neo-mercantilist growth strate-
gies restricted access to their markets, U.S. policy 
has been to avoid any counter action and even to 
avoid any domestic industrial policy action that 
might assist U.S. industries impacted by the indus-
trial policies of our trading partners;
A double standard applied to some U.S. industries 
that continued to enjoy subsidies and protections, 
such as agriculture;
A tilting towards the interests of U.S. financial capi-
tal, at the expense of U.S. workers and manufactur-
ing industries. Especially, emphasis on maintaining 
a strong dollar has worked to the benefit of Wall 
Street but to the detriment of Main Street produc-
ers;
The deregulation not just of barriers to trade, but of 
financial regulations limiting speculative movement 
of global capital;
The unthinking (for lack of an overall economic 
strategy and policy coordination) creation of myriad 
tax, investment, and regulatory incentives that have 
the effect of encouraging the outsourcing of domes-
tic production to foreign locations;
The negotiation of bi-lateral and regional so called 
free trade agreements such as NAFTA that are real-
ly more about facilitating U.S. investment overseas 
than about trade; and,
Emphasis on market fundamentalism, the notion 
that markets always optimize and always self-cor-
rect. This has led to the dismantling or weakening 
of regulatory and other institutions that served to 
balance market failures and volatility such as trade 
unions, wage regulations, taxation of capital, and 
tacit or explicit industrial policies.

What’s needed now is to revisit this de facto American 
definition of globalization. We need to redefine the rules 
of global commerce so that the self-destructive tenden-
cies of a market system are harnessed once again to serve 
a broad public interest; and the interests of America as a 
nation of citizens and working families take precedence 
over the interests of financial speculators and stateless 
corporations. Ultimately, the challenge goes beyond a bet-
ter and more balanced set of rules for trade, or a more de-
liberate manufacturing policy for the United States. The 
larger issue is how to regulate global capitalism.

•

•

•

•

•

•

•

•

•

Just as the past century was punctuated by struggles 
within nations to balance property rights with social and 
later environmental protections, and to make sure that 
unregulated financial markets did not set off periodic de-
pressions, the effort to harness a market system to serve 
a broad social purpose must now be global. This is far 
more difficult an enterprise, since there is no global gov-
ernment, no global citizenship, weak global civil society, 
and even weaker global regulatory institutions. So multi-
national corporations and global financiers have a much 
easier time evading nation-bound democratic counter-
weights. 

These counterweights include the entire range of ar-
eas where markets generate either excessive risks or so-
cially intolerable extremes: labor rights and safeguards, 
environmental hazards, financial speculation, and social 
standards generally.

Regulating global capitalism really operates in two di-
mensions. The first involves questions of economic and so-
cial equity. To the extent that nation-states once provided 
counterweights to the inequality of private market forces, 
globalization under current ground rules undercuts all 
of those balancing mechanisms. It is not accidental that 
the past 30 years of rising inequality and weakened so-
cial safeguards was precisely a golden era for global laissez 
faire. And despite the claims of its partisans, this was not 
a golden economic age for sustainable growth.

The second dimension involves symmetry between 
and among nations. The alliance between western multi-
national corporations and mercantilist, autocratic coun-
tries, has produced advantages for the corporations, but 
disadvantages for the United States. Global corporations 
can benefit from and therefore acquiesce in the mercan-
tilist practices of some countries. It is a Devil’s bargain 
that undercuts American competitiveness in the long run, 
deprives American workers of decent jobs, while con-
tributing to a pattern of development abroad that leads 
to grotesque extremes of inequality, reinforces a lack of 
democratic rights, and worsens the pillaging of the envi-
ronment.

At the same time, we need to appreciate that the cur-
rent rules of globalization harm ordinary people in the 
developing global South as well as in the advanced North. 
This is not an argument or a rivalry between working peo-
ple in different nations, but a necessary effort to wrest con-
trol from elites who play off workers in the north against 
workers in the south to the detriment of both, and who 
are willing to sacrifice broadly based prosperity in our 
own nation for the sake of their own advantage by driving 
down global wages and social standards. Properly recon-
structed, a global trade and regulatory regime could lead 
to a more balanced form of capitalism, North and South. 

The efforT To harneSS a markeT 
SySTem To Serve a broad Social 
PUrPoSe mUST now be Global.
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So regulation of global capitalism is necessary, both to 
defend and expand social balance within nations, and to 
have more symmetrical trading practices between trading 
nations. The WTO has utterly failed to achieve either.

The current set of rules governing global economic re-
lations—what Renato Ruggiero called the “constitution of 
a single global economy”—is inadequate, and should be 
revised, on at least three major fronts. 

internAtionAl lAbor rights 

The absence of any social and human dimension to 
the regulation of the market would not be tolerated with-
in the domestic economy of most developed nations nor 
in many less-developed nations. The institutions charged 
with managing the global economy—the WTO, the IMF, 
and the World Bank—not only reject responsibility for 
such a dimension, but by ideological culture and policy 
actively undermine social and human concerns in their 
operations. When challenged, the bureaucratic response 
is that labor rights are the responsibility of the Interna-
tional Labor Organization. This assertion is disingenu-
ous. While the WTO has the power to protect investors 
through trade sanctions, and the IMF and the World Bank 
through their loans and grants, the ILO, a tripartite struc-
ture in which business, government, and labor represen-
tatives have equal voting rights, has neither the ability nor 
the authority to protect workers. 

It is often charged that labor rights are a smoke screen 
for “protectionism” and that developing nations do not 
want their workers protected. Surveys show that most 
people in the world’s nations think that labor rights and 
environmental standards should be a part of trade agree-
ments. The resistance comes from elites in both rich and 
poor nations who have a common interest in weakening 
workers’ bargaining power everywhere. 

It is time for the United States government to stop 
dragging its feet on the issue of international labor rights. 
We should not be a party to any new WTO trade nego-
tiating round that does not provide workers the equiva-
lent protection that it gives investors. At a minimum this 
means making the core standards prescribed by the ILO, 
including the right to join a union and bargain collective-
ly, enforceable with trade sanctions.

internAtionAl environmentAl 
stAnDArDs 

One of the paramount challenges for global governance 
is a new global regime for reducing carbon emissions. Sir 
Nicholas Stern had called global climate change history’s 
greatest case of market failure. Only a global regulatory 
structure will produce a comprehensive shift to a clean 
energy path. This may entail carbon trading schemes or 
carbon taxes, but whatever the instruments the overall 
production of greenhouse gases must be reduced. 

Since the wealthy countries expect newly emergent 
economies such as China and India to follow a much 
cleaner energy path than the rich countries did, this new 
global regime will require the advanced countries both to 
set a good example by drastically reducing their own car-
bon emissions, and to facilitate transfer to the third world. 
However this is achieved, it will not be accomplished by 
“free trade.”

globAl finAnciAl regulAtion

The current financial collapse is vivid evidence of the 
dangers of deregulated global capitalism or, worse, capi-
talism that is privately regulated for private financial in-
terests. As financial standards were weakened in the U.S. 
and the U.K., new institutions and products with the po-
tential to create grave systemic risk were allowed to grow, 
outside the regulated system. Hedge funds, private equity, 
mortgage brokers, credit rating agencies all were essen-
tially non-transparent and had no capital standards. New 
products such as sub-prime loans and derivatives based 
on them were also unregulated. Though these practices 
began in the Anglo-Saxon countries, the damage has 
spread worldwide.

Deregulation produced more deregulation in a race to 
the bottom. Ostensible efforts to begin global regulatory 
harmonization, such as the Basel Accords, actually al-
lowed banks to define their own capital standards. When 
the crisis came, the Basel standards, written largely by 
and for bankers, proved oblivious to every major abuse.

orgAniZing for better 
policy mAking 

Seen from the vantage point of the U.S. national inter-
est, trade should be an instrument for expanding Ameri-
can living standards and opportunities, not a goal in and 
of itself. But the way both the Congress and the execu-
tive branch are organized makes negotiating and approv-
ing trade deals the number-one priority and obscures the 
more fundamental questions of the U.S. role in the global 
economy—both to the public and to policy makers them-
selves. It also makes it even easier for special private inter-
ests to drive public decision making. 

Refocusing globalization policy on economic policy, 
rather than deal making, would be enhanced with two 
shifts in government organization: 

Each branch of the Congress should establish a Se-
lect Committee on Globalization, to include mem-
bers not only from the Ways and Means and Finance 
Committees (whose present jurisdiction over trade 

•

aS financial STandardS were weakened 
in The U.S. and The U.k., new inSTiTUTionS 
and ProdUcTS wiTh The PoTenTial To creaTe 
Grave SySTemic riSk were allowed To 
Grow, oUTSide The reGUlaTed SySTem. 



stems from the even narrower reason that changes 
in tariffs affect government revenue), but also from 
the committees dealing with education, labor law, 
transportation, telecommunications, foreign af-
fairs, armed services, and other relevant areas. The 
purposes would be to connect the dots of economic 
integration among the various committees. Select 
committees would have the power to hold hearings, 
issue reports and recommend legislation. 
The Office of the U.S. Trade Representative should 
be relieved of its cabinet rank. The USTR serves nei-
ther a special administrative function (as does the 
Office of Management and Budget) nor a generally 
acknowledged national goal (e.g., environmental 
protection, drug control). Rather, it should be an in-
strument for negotiation of trade objectives set by 
policy makers with a responsibility for a vision larg-
er than deal making. A new department of industry 
and trade should be formed out of the USTR and 
Commerce Department, and its mandate should de-
fine its mission as the support of job creation in the 
United States. 

•
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vii.conclusion: 
globAliZAtion 

AnD lAisseZ-fAire

There are only two ways to temper global capitalism. 
Either nation states reassert more sovereignty to prevent 
abuses. Or the regulatory enterprise becomes global—not 
pseudo regulation such as the Basel Accords but the real 
thing. Reform will entail some of each approach. 

In this regard, it is worth recalling that there is more 
than one form of globalization, and that international 
trade and finance need not follow laisser-faire principles. 
History’s great counter-model is the Bretton Woods sys-
tem that flourished between 1944 and 1971. The archi-
tects of Bretton Woods appreciated that if individual 
nations were to pursue policies of high growth and full 
employment at home, they could not be at the mercy of 
deflationary speculative private capital movements trans-
nationally. Under Bretton Woods, exchange rates were 
fixed; capital controls were utilized; the original design 
proposed an International Trade Organization that linked 
labor and trade. And liberalized trade was conditional 
and reciprocal. While it is not practical to revert to the 
original Bretton Woods model, the Bretton Woods vision 
suggests that globalization can be organized to promote 
managed capitalism, and not laissez faire. 
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