Texvonaykoopionoinon — ENINToeIg
MeTaBoA&g oTn TEXVOAOyia

1970 - TEAOC TNC TEXVOAOYIKNG (PAONC TWV METPOXNUIKWY Kal
auTokIvnToRlounxaviac , &vapén Tng @Aaong TNG NANPOPOPIKNG HE
NapaMnAn PETATpONr TWV PEYAAWV NaAaiwv PBlopnxaviov e
dieBveic ahuaidec napaywync.

ZUVOOBEUTIKEG OECHIKEG HETABOAEG

e Meiwon Oaopwv , aneAeuBépwon epnopiou  (Kupiapxn
oTPATNYIKN NPowonan eEaywywyv)

e FEAeUBepn diakupavon 100TIHIWV

o AveEapTnoia KevTpikwv Tpanelwv

e 'Evap€n Tng eAeBepng dlakivnong ke@aiainv (kupiwg anod To
1980 kai peTa)

s Meiwon TwV KPATIKWV PUBUICEWY kal NapeUPAcEwRY

o Enikpatnon Tng 10€0Aoyiag TNG amnoTEAECUATIKOTNTAG TWV
ayopwv (efficient market theory)

o IDIWTIKOMNOINOEIC

e [lePIOTOTEPEC DIEUKOAUVOEIC OTIG DIEBVEIC PUETAKIVACEIC TWV
epyalopevwy (1Giaitepa anod To 1980 kai PETA)

To véo auTo ouoTnua £dpaiwBnKe OTIC apxeg Tou 1980 kai yia dUo
OEKAETIEC MPOKAAEDE WPeyaAn au&non TnG NapaywylikoTnTag n
oroia ouvodeUTNKe and uwnAoUg €TAOIOUG puBUOUG avanTuéng
OTIC NEPIOTOTEPES XWPEC (4-5%) Kal akOun uYnAOTEPOUG PUBUOUG
avanTuéng Tou diEBvoUg epnopiou (6-8%).

To 2000 €ixape TO Kpay TWV TEXVOAOYIKWV ETAIPIV OTa dIEBVA
xpnuatiotnpia (dot com bubble).

To 2008 (XpnuaToolkovouikn — Tpane(ikn kpion) kai evapén Tng
LEIWONG TwV puBUwV avanTuéng Tng napaywyikoTnTag .

EMNTWOEIC  TNG TEXVOMAYKOOUIONOINONG OTn  KATAVOWN TWV
£1000NpaTwy ot dIEBVEG eninedo kai O EMIMEPOUG XWPES (BAene
OXETIKEG (PWTOTUMIEC).



®aivopeva avaloya PE TO CNHEPIVO

'Exouv NAPOUCIACTEl Kal 0TO  NAapeABOV OXETIKA paivoyeva, kata
TN peTaBaon and Tn yewpyia arn Biopnyavia , OTIG ONUEPIVEG
nAOUOIEC XMPEG (TENOG Tou 19° aiva  Kal QUVEXIOTNKE MEXP! TA
uéoa Tou 20°% aiva) HE OUVENEID TNV ATOON TWV TIHOV
QypoTIKGV ~ MPOIGVTWY, MTOXEUSN aypOTWV  Kal aypoTIKQV
Tpanel®y, IDIAITEPA KaTa TnV OIKOVOuIKT kpion 1929 -1930 .

AvVTIPHETONIOTNKAV:

e Mg TN METAVAOTEUCN KUPIWG MPOG TNV AUEPIKN Kal TIC
AyyAikéc anoikieg (AuoTpahia, Néa ZnAavdia kAn) - MEPIOXES
MOU ATAV apaloKAaTOIKNHEVEG,

e Me TNV KaBIEPWOT QYPOTIKAG MOAITIKIG OTNV AHEPIKT (LEPOG
tou New Deal — Agricultural Adjustment Act - KaTa Tnv
kpion Tou 1929). Etnv Eupwnn pe TNV idpuon TnG EOK
1958 Kkai TNV EQAPLOYR AyPOTIKAG NONTIKAG (BAcikog AdYog
idpuonc Tng EOK). Me Tnv MONTIKA auTn eMOILYXBNKE N
Slayeipion TNG AypOTIKAG KPIoNG NoU KUpiwg anacxoAouae
v FahAia , Tnv Feppavia kai Ty Itahia (BAene nivaka).

AnaoyOhnon  oTn_ vewpyia w¢ % eni Tng GUVONIKNC

anaoyoAnong

1900 1958 2016
FaAAia 42,2 22,0 2,8
Mepuavia 33,8 16,1 1,6
ITahia 58,7 32,9 4,0

'Evac Aoyoc nou n MeydAn Bpetavia diatnpnoe nio xahapoug
deapouc pe Tnv Eupwnaikn ‘Evwon , fTav oTi dev xpeialoTav
T600 MOAU QUTA TNV aypOTIKA MONITIKY, OEdOHEVOU OTI TO
1980, n aypoTikf anacyOAnon firav povo To 9,2% Kai TO
1958 10 4,1%.



MPooNnTIKEG :

AuTec eEapTwvTal ano Tnv €EENIEN TNG TeXvohoyiag , ahAa kai ano
TIC aMayec Tou Beopikou nAaigiou nou Ba ouvodEUTOUV TIC
TEXVONOYIKEC aQUTEC METABOAEC. Kai oi dUo auToi napayovTeg
diEnovTal anod onuavTikn aBefaidTnTa.

TI emnTwoelC  Ba £xouv, OTNV NAPAYyWYIKOTNTA, OTNV
anaoxoAnon Kkai oTnv €00dNUaTikn aviooTnTd, Ol VEEC
TEXVOAOVIEC;

Moia Beopika peTpa Ba AN@BOUV WOTE TA OIKOVOUIKA OMEAN
va KAaTavepovTal EupuTeEPA OTNV KOIVWVIa;

HETPA POPOAOYIKA

LETPA yia TNV dlIapAavela Tou NoAITIKOU XpruaToc,

LETPA KaTa Tng diapBopag

dnuioupyia  JikaIOU KAl AMOTEAEOMUATIKOU  OIKACTIKOU
ouoTANATOC (THPNON VOUWV)

npOOBacn O€ NOIOTIKO EKNAIOEUTIKO CUCTNHA Kal ano un
MNPOVOMIOUXEC OIKOVOUIKA TAEEIG

Ta mo navw peTpa kail 101aiTepa TO TEAEUTAio, nNpeEnesl va
anookomnouv oTnV au&nan TnG KOIVWVIKNG KIVATIKOTNTAG HETAEU
TV dIa@opwv TAEEwv (BAENE OXETIKO NivaKa OTIG GUVNUMEVEG
QwToTunieC — “Economic Mobility Rankings”).



TECHNOGLOBALISM AND ITS DISCONTENTS
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After about twenty or thirty years, how-
most of the gains associated with the new
nology have been realized and productivity
begins to slow. With technological differ-
ion no longer enabling business growth as
ively, businesses respond by creating various
slatory barriers to competition, or by moving
ction to lower-cost sites away from the sites
‘technological frontier. For the sites on the
nological frontier, this is a time of dearth.
ays, it is the lower orders who suffer most,
what begins as technological senescence
ps into economic stagnation and, if not ad-
=d by political elites, eventually builds into a
of political legitimacy.

the arrival of the steam engine fueled
K-wave of growth in the early 19% cen-
the steam-driven textile mills wreaked
on craft cloth producers, of course, but
rated enormous productivity gains,
vhich were captured by the early indus-
of midlands England and the Ameri-
New England. Eventually, however, as
rions and countries began to catch up
sgically to the steam engine, the relative
and thus profitability of these in-
egan to decline in the 1820s. However,
was taking place, a new set of plat-
ologies began to emerge in the form
s and steel mills, which among other
led a drastic reordering of the way
Id bring their crops to market, thus
ing overall productivity.

In Kondratiev’s telling, the course of K-
waves were almost exclusively determined
by technology. However, it is important to
understand that technology is always situ-
ated and developed within a particular set of
political and economic institutions—institu-
tions that from time to time must be recon-
figured in order for a country’s political econ-
omy to be able to maximize the productivity
benefits of emergent technology platforms.
This is a crucial point, and one that Kondra-
tiev himself did not sufficiently appreciate:
In order for countries to thrive, technology
is not enough; rather it is the assemblage of
technology and institutions that is critical.
States that fail to reconfigure their political
and economic institutions to accommodate
and exploit the new technologies risk ceding
their spots on the technology frontier to nim-
bler competitors.

From this perspective, what was critical to
the British economy’s ability to reap the pro-
ductivity benefits associated with the second
technological wave of railroads and steel were
institutional reforms, including the abolition
in 1846 of tariffs on grain imports, which
lowered the cost of food for the growing class
of industrial laborers. In other words, as rail-
roads and steamships technologically enabled
the creation of transnational grain markets,
institutional reform allowed Britain to trans-
late that technological potential into improved
productivity across the industrial landscape.
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» lanHathaway, of the Brookings Institution, note that the number
afstartups is lower than at any time since the late 1970s, and that
more comnpanies die than are born, pushing up their average age.
American workers are also changing jobs and moving across
state borders less often than at any time since the 1970s.

compeﬁh‘dn is for losers ,

The superstar effect is particularly marked in the knowl-
edge economy. In Silicon Valley a handful of giants are enjoying
market shares and profit margins not seen since the robber bar-
onsin the late19th century. “Competition is for losers,” says Peter
Thiel, a co-founder of PayPal, a payments system, and the first
outside investor in Facebook. On Wall Street the five largest
banks have increased their share of America’s banking assets
from 25% in 2000 0 45% today. fae ow

The picture in other rich countries is more varied. Whereas
in Britain and South Korea the scale of consolidation has been
similar to that in America, in continental Europe it has been
much less pronounced. In a list of the world’s top 100 companies
by market capitalisation compiled by pwc, an accountancy firm,
the number of continental European firms has declined from 19
in 2009 to 17 now. $till, in most of the world some consolidation
is the rule. The OECD, a club of mostly rich countries, notes that
firms with more than 250 employees account for the biggest
share of value added in every country it monitors. 5

There are good reasons for thinking that the superstar effect
will gather strength. Big and powerful companies force their ri-
vals to bulk up in order to compete with them. They also oblige
large numbers of lawyers, consultancies and other professional-
services firms to become global to supply their needs. Digitisa*
tion reinforces the trend because digital companies can exploit
network effects and operate across borders.

James Manyika, of the McKinsey Global Institute, points
out that today’s superstar companies are big in different ways
from their predecessors. In the old days companies with large
revenues and global footprints almost always had lots of assets
and employees. Some superstar companies, such as Walmart
and Exxon, still do. But digital companies with huge market valu-
ations and market shares typically have few assets, In 1990 the
top three carmakers in Detroit between them had nominal rev-
enues of $250 hillion, a market capitalisation of $36 billion and
1.2m employees. In 2014 the top'three companies in Silicon Valley
had revenues of $247 billion and a market capitalisdtion of over
$1 trillion but just137,000 employees. /f

; a
Exxon Mobil
. Feneml Electric

 hngust 24206
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COMPANIES

Yet even “old” big companies employ far fewer people than
they used to. Exxon, the world’s most successful oil company,

“has cut back its workforce from 150,000 in the 1960s to less than

half that today, despite having merged with a giant rival, Mobil.
At the same time “new” big companies are becoming more like
the corporations of yore. High-tech companies often give senior
jobs to former Washington insiders and employ armies of lobby-
ists. Many modern superstar companies park their money in off-
shore hideaways and devote considerable efforts to keeping
down their tax bills. Superstar companies tend to excel at every-
thing they do—including squeezing as much as they can out of
government while paying the lowest possible taxes.

This special report will explain why the age of entrepre-
neurialism, ushered in by Britain’s Margaret Thatcher and Amer-
ica’s Ronald Reagan, is giving way to an age of corporate consoli-
dation even as most companies are becoming more virtual. It
will examine the forces behind the rise of the superstars and re-
veal their managerial secrets. And it will attempt to answer the
question that Roosevelt raised in Osawatomie: are such cor-
porate giants a cause for concern or for celebration? &

Driving forces

Why giants thrive

The power of technology, globalisation and regulation

ACROSS NORTHERN CALIFORNIA. the world's best

known tech companies are engaged in a construction con-
test. Facebook got off to an early start with a building of 430,000
square feet (40,000 square metres) that looks like a giant ware-
house. It is said to be the largest open-plan office building in the
world. Google is hard at work on a new headquarters to replace
its Googleplex: a collection of movable glass buildings that can
expand or contract as business requires. Samsung and Uber, too,
are in construction mode. But the most ambitious builder is Ap-
ple, which is spending $5 billion on something that looks like a
giant spaceship. : :

Silicon Valley is a very different place from what it was in
the 1990s. Back then it was seen as the breeding ground of anew

kind of capitalism—open-ended and freewheeling—and a new

kind of business organisation—small, nimble and fluid. Compa-
nies popped up to solve specific problems and then disappeared.
Nomadic professionals hopped from one company to another,
knowing that their value lay in their skills rather than their will-
ingness to wear the company collar. Today the valley has been
thoroughly corporatised: a handful of winner-takes-most com-
panies have taken over the wotld’s most vibrant innovation cen-
tre, while the region’s (admittedly numerous) startups compete
to provide the big league with services or, if they are lucky, with
their next acquisition.

Tech aristocracy

The most successful tech companies have achieved mas-
sive scale in just a couple of decades. Google processes 4 billion
searches a day. The number of people who go on Facebookevery
month is much larger than the population of China. These com-
panies have translated vast scale into market dominance and
soaring reveniues. The infrastructure of the information econ-

omy isincreasingly controlled by a handful of companies: Ama-

5
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THE POLITICAL ECONOMY OF ILLIBERALITY

communications tec . What these tech-
nologies enabled was, again, the creation of
whole new industries—from software to mo-
bile phone networks. But perhaps even more
importantly, it drove the recasting of older in-
dustries around global supply chains, thus pro-
ducing sustained productivity gains in many
other industries, not just in the “tech” sector.
All the political measures designed to enable
“flexibility” created enormous opportunities
for computer-driven redesign of global supply
chains.

No sector gained more in terms of profit-
ability growth than the financial services sec-
tor, which, once freed of 1930s-vintage regula-
tions designed to enable the previous K-wave
and enabled by computer technology, refash-
ioned itself into a giant proprietary trading
machine designed to capture the productivity
gains of other sectors for its own profit. But the
key point is this: Without the political reforms
of the 1970s and early 1980s, the potential in-
herent in the new silicon platform would not
have been realized, at least not to the same ex-
tent or. in the same places.

In any event, as this new system consolidat-
ed in the early 1980s, it launched a new K-wave
that, for more than two decades, produced a
great renewal of productivity growth, along with
a host of new industries. The iconic businesses
of this period of American capitalism were of
course software companies like Oracle, Micro-
soft, and Google. But perhaps more emblematic
. was the inexorable rise of Walmart, a company
built on the exploitation of software-enabled in-
ventory management and global supply chains.

4.0 -
3.5
3.0
2.5
2.0
1.5
1.0
0.5

0

%-Change, YOY, 5Y rolling average

Symbolizing the economic polarization of this
era, founder Sam Walton’s bevy of plutocratic
heirs today are collectively worth more than
$100 billion, while at the same time the com-
pany employs more than two million people at
wages that require supplemental government
welfare subsidies in order to be made livable.?

In effect, this has turned the Federal gov-
ernment into the handmaiden of ‘the Big
Box business model itself, and so constitutes
a somewhat novel form of corporate welfare.
Since the 1970s, median family incomes in
the United States have stagnated even as the
silicon-driven Kewave has dramatically im-
proved the economy’s total factor productiv-
ity. The uneven social distribution of gains—
with the profits captured by elites rather than
broadly shared—is the signature feature of the
post-Fordist structure of accumulation that
emerged in the 1970s.

Around 2000, however, this latest K-wave
began to subside, that is, it reached the mature
(*R”) phase. Since 2000—not coincidentally,
the year the dot-com bubble burst—produc-
tivity gains in the U.S. economy have slowed
dramatically. (See figure on previous page.)
Whereas the emblematic companies of the first
phase of the infotech revolution were the likes
of Oracle and Microsoft, whose business soft-
ware drastically increased their users’ econom-
ic productivity, the most successful software
company founded since 2000 has been Face-
book—an era-defining social media platform,

8Simon Head, “Inside the Leviathan,” New York
Review of Books, December 16, 2004.

B U.S. Productivity Growth

1970 1980

Source: Economist Intelligence Unit
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»in a slum can see the skyscraper nearby,
technology allows anyone with a smart-
phone to see how the most privileged live.
Expectations rise faster than governments
can deliver and a pervasive sense of injus-

tice undermines peoples’ faith in the sys-
tem. Withouttrust, capitalism and markets
“cannot continue to deliver the gains they
have delivered in the past centuries.

This paradox of progress and peril has
been decades in the making. While I am
proud of what my administration has ac-
complished these past eight years, I have
always acknowledged that the work of
perfecting our union would take farlonger.
The presidency is a relay race, requiring
each of us to do ourpart to bring the coun-
try closer to its highest aspirations. So
where does my successor go from here?

all after-tax income. By 2007, that sh
had more than doubled to 17%. This ck
lenges the very essence of who Americ:
are as a people. We don’t begrudge succe
we aspire to it and admire those w
achieve it. In fact, we've often accep
more inequality than many other natic
because we are convinced that with h:
work, we can improve our own stati
and watch our children do even better.
As Abraham Lincoln said, “while we
not propose any war upon capital, we
wish to allow the humblest man an eq
chance to get rich with everybody els
That's the problem with increased-
makes the top and bottom rungs of the |
der “stickier"—harder to move up &
harderto lose vour place at the top.

Further progress re=-
that America’s econom
complicated mechanis
some more radical ref
the abstract—breaking
- banks or erecting prohi
‘ontimports—the econor
tion. It cannot simg
wholesale and put back together again
without real consequences for real people.
Instead, fully restoring faith in an econ-
omy where hardworking Americans can
. get ahead requires addressing four major
structural challenges: boosting productivi-
ty growth, combating rising inequality, en-
Suring that everyone who wants a job can
get-one and buildi

that's primed for future g towdth,

“Restoring economic dynamism
First, in recent years, we have seen incred-
/ ibletechnological advances through the in-

ternet, mobile nd and devices, ar-
cial intelligence, robotics, advanced
materials. improvements in energy effi-

ciency and personalised But
while these innovations have changed

lives -havenotyetsubstantially boost-
ed measu.red pmﬂuch’mty growth. Over
the past T enjoved the

fastest productivity growthin the g7, but it
has slowed across nearly all advanced
Econommies (see chaft 1. Without a faster-
“growing economy, we will not be able to
Ewwmﬂﬂmﬁ-
gardless of how we divide up the pie.

A major source of the recent productivi-
ty slowdown hasbeen a shortfall of public
and private investment caused, in part, by
a hangover from the financial crisis. But it
has also been caused by self-imposed con-
straints: an anti-tax ideology that rejects
virtually.all sources of new public funding;
a fixation on deficits at the expense of the
deferred maintenance bills we are passing
to our children, particularly for infrastruc-
ture; and a political system so partisan that
previously bipartisan ideaslike bridge and
airportupgrades are nonstarters.

We could also help private investment

/ everything from boosting funiding forearly ~ i
‘ dﬂmofdmﬁ*um&m

schools, making college more affordable

ng high-quality job training.

oductivity and wages also de-
pends on creating a global race to the top in
rules for trade. While some communities
have suffered from foreign competition,
trade has helped our economy much more
thanithashurt. Exports helped lead us out
of the recession. American firms that ex-
port pay their workers up to 18% more on
average than companies that do not, ac-
cording to a report by my Council of Eco-
nomic Advisers. So, I will keep pushing for
Congress to pass the Trans-Pacific Partner-
ship and to conclude a Transatlantic Trade
and Investment Partnership with the gu.
These agreements, and stepped-up trade
enforcement, will level the playingfield for
workers and businesses alike.

Second, alongside slowing productivi-
ty, inequality has risen in most advanced
economies, with that increase most pro-
nounced in the United States. In 1979, the
top 1% of American families received 7% of

ilisted many causes
1ty' technology, edv
“eclfhing unions an
X Thereis someth
“ve made real |
But [ believe t
alues have ¢
hast, differen
in pay between corporate executives :
their workers were constrained by a gr
er degree of social interaction betw
employees at all levels—at church, at t}
children’s schools, in civic organisatic
That’s why cros took home about 20
30-times as much as their average wor
The reduction or elimination of this ¢
straining factor is one reason why tod.
CEO is now paid over 250-times more.

Economies are mote successful w.
we close the gap between rich and p
and growth is broadly based. This is
just a moral argument. Research shc
that growth is more fragile and recessi
more frequentin countries with greate:
equahtg Concentrated wealth af the

means less of the broad-based consu
spending that drives market economie:

“America has shown that progres
possible. Last year, income gains were |
er for households at the bottom and r
dle of the income distribution than
those at the top (see chart 2). Under my
ministration, we will have boosted
comes for families in the bottom fifth of
income distribution by 18% by 2017, w
raising the average tax rates on househ
projected to earn over $8m per year-
top 0a%—by nearly 7 percentage po
based on calculations by the Departn
of the Treasury. While the top 1% of ho
holds now pay more of their fair share
changes enacted during my admini
tion have increased the share of incom
ceived by all other families by more 1
the tax changes in any previous adm
tration since at leastig60.

Even these efforts fall well short. Ir
future, we need to be even more aggre:
in enacting measures to reverse the
cades-long rise in inequality. Un




6 Prosperity

During the last couple of hundred years we
have become much richer than in all previous
history. This can be measured in many ways
(and we shall look at some of these below), but
the most obvious of these is to look at the
available production per capita. This provides
us with a measurement of how much an aver-
age individual can buy.**® Figure 29 gives an
estimate of the global development in GDP per
capita over the last 2,000 years. After an
almost constant $400 throughout most of
human history, we passed the $700 line in

1800, and 200 years later we were on average

more than eight times richer.®*

If we look at Figure 30 we can see that there
has been a 36-fold increase in per capita
American production since 1789,*5 and a
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Figure 29 Estimated global GDP per capita 0-2000
CE. The estimate also extends backwards (with very
little change) to 1,000,000 BCE. The little break is the
1930s depression. Source: DeLong 2000a.

similar 20-fold British increase since 1756. In
2000 the US economy produced goods and ser-
vices for an average American at the value of
$36,200; at the end of the eighteenth century,
an American would have made just 996 pre-
sent-day dollars.*®® The average Briton had
£15,700 in 2000 compared to just 792 present-
day pounds in 1756.

This development is not unique to the US or
the UK. In Figure 31 we can see that all
regions of the world have experienced
substantial per capita growth although it
has not been equally pronounced through-
out: Western Europe has seen a 13-fold
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Figure 30 UK (1756-2000) and US (1789-2000)
GDP per capita in constant 2000% and 2000€ at the
2000 exchange rate (£/$=1.52, H\ Treasury
2001:16). Source: UK: 1756-1846: Floud and Harris
1996:55, 1830-13975: Flora et al. 1983:366-9,
1960-97 World Bank 1999a, 1975-9G: HM Treasury
2000:4, 2001:4, ONS 2001d, UK CPI 2001. US:
1789-1988: Mitchell 1993: 748, 749, 753, 761, BEA
2000, 2001, CPI 2001.
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“~Economics in business
Our view on economic forecasts, to regulation to behavioural economics, with consideration to what
businesses should be thinking about.

Has trade growth become disconnected from GDP growth?

09 December 2014

By Dr Rebecca Hardlng

Recent world trade data has shown a pick-up after a very flat period from last autumn until this summer. In the third
quarter of this year, the CPB World Trade Monitor shows trade volumes rising at 2% above the previous quarter. So does
this mean that the world economy is picking up, rather than slowing down as policy-makers fear? Not necessarily.

The conventional wisdom for many years has been that there has been a close relationship between world trade and GDP,
with trade volumes growing roughly twice as fast as global economic output. But since 2012, this relationship has broken
down — indeed this is something which Delta Economics had projected would happen. Since 2012, world trade volumes
have risen below the global GDP growth rate. And with the prices of traded goods also falling in dollar terms, the growth
in the value of trade has significantly underperformed global growth - a pattern which is set to continue into the future,
as the chart below shows.
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There are two questions that come out of this.

First, did the relationship between world trade and global trade ever really exist? The answer to this is a qualified yes.
The World Trade Organisation’s research suggests that, in the post-war period trade volumes grew by 8% and GDP by
" around 5% as a result of trade 11bera11sat10n Between 1990 anfi 2008, global real GDP expanded-at-anf annual rate of

3mllst worid trade volumes grew by 6 0%. But smce 2008 world trade has grown sIower than GDP and the Share c
: WCDP Thas fallen aft‘i' a 25 year upwards trend.

+ So second, why is there area breakdown now? For all practical purposes trade has grown more qu1ckly than GDP in the
post-war penod There are four things that have driven this: the post-war re-building of Western Europe trade

' liberalisation accompamed by freely floating exchange : rates; technologlcal change which has enabled g globalisation; and

the’ rapld entrance of emerging Asia, specifically China 1nto the global economlc orde
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d Economic and financial indicators

Economic data
% change on year ago Budget Interest
Industrial Current-account balance  balance  rates, %
Gross domestic product production  Consumer prices Unemployment latest 12 % of GDP % of GDP  10-year gov't Currency units, per$
) latest gtr* 2016 latest _lates 2016  rate,%  months, $bn  2016'  2016'  bonds, latest Oct 26th year ago

United States +1.3 q2 +1.4 4156 -1.0Sep  +1.5 Sep +1.3 5.0 Sep -488.2 02 -2.6 -3.2 1.75 - -
China +6.7 03 +7.4  +6.6 +6.1 Sep +1.9 Sep +2.0 4.0 a3t +260.9 o2 +2.6 -3.8 2.45%¢ 627 6.35
Japan +0.8 0z +0.7  +0.6 +4.5 aug -0.5 Aug -0.2 3.1 Aug +173.6 Aug +3.6 -5.1 -0.06 104 121
Britain +2.1 Q2 +2.7 +1.8 +0.8 aug +1.0 Sep +0.7 4.9 Jultt -161.2 @2 -5.6 -3.9 112 0.82 0.65
Canada #0902 -6 #1307 _ #13se 16 70Sp _ _Slle 33 26 116 133 131
Euro area +1.6 02 +1.2 +1.5 +1.8 Aug  +0.4 Sep  +0. 10.1 nug +383.9 Aug +3.2 -1.7 0.09 0.92 0.91
Austria +1.2 @2 0.9 +1.3 +2.3Aig +0.9%p +1.0 6.2 Aug +8.2 @2 +2.4 -1.3 0.22 0.92 0.91
Belgium +1.4 02 +2.2  +1.3 +1.0 Aaug  +1.95ep  +1.8 8.2 Aug +4.8 Jun +1.2 -2.8 0.36 0.92 0.91
France +1.3 0 -0.4  +1.3 +0.5 Aug  +0.45¢p  +0.3 10.5 Aug -27.3 Aug! -0.4 -3.3 0.31 0.92 0.91
Germany +1.7 02 +1.7  +1.7 +2.0 Aug  +0.7 Sep  +0.4 6.1 Sep +305.6 Aug +8.4 +0.9 0.09 0.92 0.91
Greece -0.4 02 +0.7 -0.6 -0.3 a0 -1.0 Sep -0.1 23,2 Jul -0.3 Aug -1.0 -5.8 8.28 0.92 0.91
Ttaly +0.7 qz +0.1 +0.8 +4,1 Aug +0,1 Sep nil 11.4 hug +46.3 Aug +2.5 -2.6 1.54 0.92 0.91
Netherlands  +2.3 a2 +2.6  +1.6 +2.2 Aug  +0.15ep  +0.3 7.0 Sep +59.7 a2 +9.2 =122 0.12 0.92 0.91
Spa_in _______ +3.202  +3.4 +3.0  46.8ag  +0.2 Sep -04  195Ag #2200 +14 4.3 1.08 ... 092 | 0.1
Czech Republic +3.6 a2 +3.7 +2.4 +~‘f3."i-.i:gm F055ep 406 5.2 Sep$ +3.7 Q2 +1.5 T oml 048, 248 %5 |
Denmark +0.8 a2 +1.5 +1.0 +2.1 Aug nil sep  +0.4 4.3 Aug +25.8 Aug +6.4 -1.0 0.23 6.81 6.75
Norway +2.5 a2 +0.1 +1.0 -5.6 Aug  +3.6 Sep +3.5 5.0 Jutt +23.6 Q2 +5.3 +3.0 1.31 8.26 8.34
Poland +3.0 0z +3.6 +3.1 +3.2 5ep  -0.5 Sep -0.8 8.3 sep? -2.7 Aug -1.0 -2.9 3.07 3.97 3.86
Russia <0.6 Q2 na -0.7 -0.8 Sep  +6.4 Sep +7.3 5.2 Sept +30.2 a3 +3.1 -3.7 8.41 62.7 62.8
Sweden +3.4 Q2 +2.0 +3.1 -4.8 Aug +0.9 Sep +1.0 6.1 Sep’ +25.4 12 +5.1 -0.3 0.16 8.90 8.50
Switzerland  +2.0 a2 +2.5 +1.4 -1.2 2 -0.2 Sep -0.5 3.3 Sep +66.1 02 +9.3 +0.2 -0.42 0.99 0.98
Turkey  +31w@  na 432 +28mg ¢3S +78 1070 -310Ag 47 18 994 308 289
Australia +3.302 421 +2.8 #3702 +1303  +12 5.6 Sap 52.8 02 4.2 21 2.23 1.30 138
Hong Kong +1.7 a2 +6.5 +1.6 0402  +2.65ep +2.7 3.4 SepH +13.6 @2 +3.0 +0.1 1.04 7.76 7.75
India +7.1 2 +5.5 +7.6 -0.7 Aug +4.3Sep  +5.2 5.0 2015 -16.2 2 -1.0 -3.8 6.87 66.8 64.9
Indonesia +5.2 Q2 na +5.0 +4.8 hug  +3.18ep  +3.6 5.5 Q1f -18.7 @2 -2.2 -2.6 1.03 13,008 13,645
Malaysia +4.0 02 na +4.3 +4.9 hug +1.55p  +1.9 3.5 Aug? +5.3 02 +1.0 -3.4 3.58 4.16 4.23
Pakistan +5.7 2016** na +5.7 +1.5 A0 +3.9%p  +3.9 5.9 2015 -4.103 -0.8 -4.6 8.03tt 105 104
Philippines +7.0 02 +7.4  +6.4 +13.6 Aug  +2.35ep  +1.7 5.4 Q3¢ +3.2 dun +1.1 -1.0 3.80 48.4 46.5
Singapore +2.0 0z -41  +1.0 +6.7 Sep  -0.2 Sep -0.7 2.103 +58.4 02 +19.4 +0.7 1.81 1.39 1.39
Seuth Korea +2.7 03 +2.8 +2.6 +2.3 Aug +1.2 Sep +0.9 3.6 Sept +101.3 Aug +7.2 -1.4 1.63 1,134 1,134
Taiwan +0.7 0z +0.2  +0.7 +5.05ep  +0.35ep  +1.1 3.9 Sep +75.7 a2 +13.3 -0.5 0.96 31.6 32.4
Thailand +3.5 Q2 +3.2  +3.1 +3.1Aug  +0.45p  +0.2 0.9 Aug® +42.4 Q2 +5.3 2.19 35.0 35.5
Argentina 3402 8.0 -1.5  250a  — -~ —  93as 154 2.4 o -7 R
Brazil -3.8 02 -2.3  -3.2 -5.2 Aug  +8.5Sep  +8.3 11.8 Aug’ -23.3 sep -1.1 11.24 3.12 3.88
Chile +1.5 a2 -4 +1.7 +2.8 Aug +3.15ep  +3.9 6.9 Augitt -5.1 02 -1.6 4.18 654 685
Colombia +2.0 02 +0.8 +2.0 +0.4 Aug +7.3 Sep +71.6 9.0 Aug® -15.7 a2 -5.1 7.27 2,958 2,915
Mexico +2.5 a2 -0.7  +2.1 +0.3 g +3.0 Sep  +2.9 3.9 Sep -30.9 a2 -2.9 6.15 18.6 16.5
Venezuela 88w~ 62 -142  na__ nma_ 4485 73Ap  -178@s- -30  -243 1057 999 631
Egypt  +6.7 Q1 na +44 131 Aug +14.15ep  +12.8 12.5 qz¢ -18.7 @z 5.8 na 3.88 8.03
Israel +2.8 02 +4.3  +3.0 +1.7 0l -0.45%p -0.4 4.6 Aug +12.1 a2 +3.3 1.81 3.84 3.88
Saudi Arabia  +3.5 2015 na +1.1 na +3.0 5ep  +4.2 5.6 2015 -61.5 az -5.6 na 3.75 3.75
South Africa  +0.6 @2 +3.3  +0.4 +0.1 Aug  +6.1Sep  +6.4 26.6 028 -12.9 a2 -4.1 8.88 13.9 13.6

Source: Haver Analytics. *% change on previous quarter, annual rate. /The fconomist poll or Economist Intelligence Unit estimate/forecast. “Not seasonally adjusted. FNew series. ~2014 **Year ending June. iatest
3 months. #3-month moving average. #5-year yield. ***Official number not yet praved to be reliable; The State Street PriceStats Inflation Index, Sept 35.62%; year ago 26.47% '!'Dollar-denominated bonds.
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Migration flows and immigrant populations
have been increasing for decades

Since the 1960s, net migration to OECD countries
has increased, although this long-term trend is
characterised by some sharp fluctuations, often in
response to the business cycle or geopolitical
events. Over that same period, many OECD
countries have shifted from being countries of
emigration to countries of immigration.

Net migration to OECD countries as a percentage
of the total resident population, 1959-2003

s Al cOuNtries

-=-—-Immigration countries

1959 1964 1969 1974 1979 1984 1989 1904 1999 2004 2009

Source: OECD Population and Vital Statistics database.

According to most recent population censuses,
between 2000/01 and 2010/11, the number of
immigrants in the OECD increased by around 35%.
In 2010/11 there were more than 100 million
foreign-born in the OECD compared to just over
75 million a decade earlier (OECD-UNDESA, 2013).

A little more than half of the foreign-born, or 52%,
were women and 75% were aged between 25 and
64. Mexico is the main country of origin with 11
million emigrants, followed by China (3.8 million},
the United Kingdom (3.5 million) and India (3.4
million). The number of immigrants in OECD
countries who were born in China, India and
Romania has increased by more than 1.5 million in
ten years.

Overall, international migration flows to OECD
countries are a third higher in 2010 than they were
in 2000. At first glance these facts may support the
idea of a constant, if not accelerating, increase in
migration.

However, the situation is actually more nuanced as
global migration flows to OECD have not followed a
steady trend. After a strong increase at the turn of
the century and a peak in 2007, they fell sharply in
2008 and 2009, in response to the global financial
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crisis, and then remained relatively stable until
2012.

In 2012, total permanent migration flows to the
OECD reached 4 million, half of which is for
European OECD countries.

Migration flows to the OECD area, 2000-2012

Flows to OFECD countries:
Index 2000=100

Source: OECD International Migration database.

Looking at the evolution by country of destination
gives an even more complex picture. Apart from
Japan and Korea, where immigration remains at
relatively low and stable levels, flows to other
countries showed large variations over the first
decade of the millennium. Spain displayed the
widest variations, with inflows tripling between
2000 and 2007 before subsequently decreasing to a
third of the 2007 peak. Trends observed in 2012
clearly illustrate this responsiveness to economic
conditions.

The overall level of permanent international
migration to OECD countries remained fairly stable
in 2012 relative to 2011, dropping by only 0.4% (15
000 persons). Yet, this overall stability hides highly
diverging patterns across countries of destination
and by type of migration. In fact, the heterogeneity
in migration trends has never been as marked as
today.

Migration trends are diverging widely across
countries

Germany stands out among the countries where
immigration increased in 2012. Flows increased by
over a third compared with 2011, reaching 400 000
persons. Germany became the second-largest
immigration country, after the United States, in the
OECD in 2012, receiving more than 10% of all
permanent immigration to the OECD area. In 2009,
it was only the eighth largest. This spectacular
increase has been fuelled mainly by inflows from
central and eastern European countries and, to a
lesser degree, southern Europe.

Migration Policy Debates © OECD May 2014
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many significant government restrictions,
particularly with respect to labor, individual
companies and whole industries restructured
from national to global supply chains to take
advantage of wage and regulatory arbitrage op-
portunities. Labor lost here, too, this time ced-
ing bargaining power to capital, which could
threaten to, and often did, move manufactur-
ing facilities to countries or locations with less
politically effective unions and lower labor
costs.

Fourth, the 1970s were also the moment
when the aforementioned “efficient market hy-
pothesis” went from theoretical musing to the
central ideological justification for the distri-
butional consequences of our current capital-
ist order. Whereas the post-New Deal moral
economy of the United States frowned upon
drastic disparities in pay between workers and
bosses, after the 1970s the “wealth creators”
found themselves able to justify ever more dis-
parate pay packages. As a result, the ratio of
CEO-to-worker pay has grown dramatically,
from 18-to-1 in 1965 to 27-to-1 in 1978 to 137-
to-1 in 1995 to 202-to-1 in 2012.7

Fifth, the 1970s also saw dramatic increases
in immigration from the Global South to the
Global North, which eventually increased the
foreign-born populations in Western Europe
and the United States to levels beyond any-
thing in living memory. This provided cheap
labor for business owners, and cheaper goods

and services for consumers, but again eroded
labor’s bargaining power and set the stage for
cultural tensions as immigrant communities
did not always assimilate as expected. (See fig-
ure above.)

Finally, and crucially, the 1970s also
marked the end of the New Deal liberal con-
sensus around a government-managed mixed
economy, and its displacement by the so-called
conservative political hegemony, symbolized
by the election of Ronald Reagan, who de-
clared at his inauguration, “In the present cri-
sis, government is not the solution to our prob-
lem; government is the problem.” The extent
of that hegemony became apparent during the
first Clinton presidency, which completed the
work of the Reagan revolution by “ending wel-
fare as we know it,” that is, replacing welfare
with a carcereal disciplinary logic designed to
repress those excluded from the benefits of the
new economy.

All of these politically driven reforms in
turn dovetailed beautifully (from the point of
view of productivity growth) with the emer-
gence of a new Kondratiev technology plat-
form, namely, silicon-based information and

"Natalie Sabadish and Lawrence Mishel, “CEO
Pay in 2012 Was Extraordinarily High Rela-
tive to Typical Workers and Other High Earn-
ers,” Economic Policy Institute Issue Brief No.

367, June 26, 2013.
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class. (See figure on following page.) In ad-
dition, the rate of labor productivity increase
has slowed, which means there are fewer gains
to distribute, and ever more of them are being
captured by the top.

The Political Economy of Long
Capitalist Waves

he real question turns out to be twofold.

First, why are the gains of the economy
so poorly distributed? Second, why has pro-
ductivity growth slowed so much over the
past ten years? Let us take the second ques-
tion first, and then come back to the question
of distribution.

There actually is a well-known (though not
uncontroversial) historical explanation for why
we should not be surprised that the past few
years have been a period of slowing produc-
tivity growth in the old industrial core of the
North Atlantic—in other words, in countries
on the technological frontier. And that is be-
cause, starting at about the time the dot-com
bubble burst in 2000, we entered the declin-
ing-growth stages of the current phase of glob-
al capitalism that kicked off in the 1970s.

10 THE AMERICAN INTEREST

The theory that capitalism at the technol-
ogy frontier operates in higher- and lower-
growth cycles was originally developed nearly
a century ago by the Russian economist Niko-
lai Kondratiev, who, for his efforts to explain
capitalism’s seemingly inexorable ability to
renew itself, was executed by Stalin in 1938.
Kondratiev’s theory postulates that over the
past 250 years or so, capitalism has evolved
through a series of forty- to sixty-year cycles,
based on what the leading industrial sectors
were for countries at the technology fron-
tier. According to Kondratiev's theory, each
of these “K-waves” follows a similar cycle.
(See figure on next page.) First, a new break-
through technology or set of technologies is
invented and rolled out broadly. What defines
these technologies is that they are “platform”
technologies (what economists call “general
purpose technologies”) that not only dra-
marically enhance worker productivity, but
also enable the creation of new businesses and
whole new categories of employment previ-
ously unimagined.

4Nikolai Kondratieff, “The Long Waves in Eco-
nomic Life,” Review (Fernand Braudel Center,

1979 [1926]).
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The world should be both encouraged and embarrassed by the latest global poverty figures

WHAT is the most important number in global economics?
Judging by the volume of commentary it excites, America’s
monthly payrolls report (released on October 7th) might qualify.
Other contenders include the oil price or the dollar’s exchange
rate against the euro, yen or yuan. These numbers all reflect, and
affect, the pace of economic activity, with immediate conse-
quences for bond yields, share prices and global prosperity—
which is what economics is ultimately all about.

But if global prosperity is the ruling concern of economics,
then perhaps a more significantnumber wasreleased on October
and by the World Bank. It reported that 767m people live in ex-
treme poverty, subsisting on less than $1.90 a day, calculated at
purchasing-power parity and 2011 prices. The figure is not up-to-
the-minute: such is the difficulty in gathering the data thatitis al-
ready over two years out of date. Nor did the announcement
move any markets. But the number nonetheless matters. It repre-
sents the best attempt to measure gains in prosperity among the
people mostin need of them.

The latest figures should arouse mixed feelings. They are si-
multaneously a cause for celebration, pity, scepticism and shame.
The poverty headcount is worth cheering because it is so much
lower than it was. Over the 20 years from1993 to 2013, the number

about one in ten. Even the global financial crisis did not interrupt
this progress (see left-hand chart).

The biggest declines took place, unsurprisingly, in the world’s
two biggest countries. In India, the number of poor people fell by
218m from 2004 to 2013, according to the World Bank. In China, it
fell by more than 320m from 2002 to 2012. These grand human
achievements are often taken for granted. The governments in
power during these periods (led by Hu Jintao and Wen Jiabao in
| China and by Sonia Gandhi and Manmohan Singh in India) are
| commonly described as disappointments, even though half a bil-
} lion people escaped poverty on their watch. If only the rest of the

world’s governments could disappoint in a similar fashion.
Yet the World Bank’s report is cause for pity as well as celebra-
~tion. After all, 767m is still a lot of people and $1.90 is not a lot of
money. Itishard to imagine how anyone could subsist on so little.
¥"The World Bank’s yardstick is based on the poverty lines for 15
dirt-poor countries. Their lines typically calculate an amount of
money that would allow a person to eat enough calories, given

-%of poor people fell by over1 billion, from roughly one in three to

the national dietand other pressures on their budgets. In Zambia,

I Poor showing
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tThe aggregate amount by which the global poor fall short of
the poverty line (calculated at market exchange rates)

Sources: World Bank;
IMF; The Economist

forexample, a person on the poverty line can afford a daily diet of
two-three plates of nshima (a maize staple known as mealie
meal), a sweet potato, a few spoonfuls of oil, a couple of tea-
spoons of sugar,a handful of peanuts and twice a week, a banana
ormango and a small serving of meat. Such a person would have
just 28% of his budgetleft over for other things.

As well as pity, the World Bank’s global poverty tally should
also invite some scepticism. Counting the poor is laborious and
treacherous, as the bank freely admits. Fewer than 40 countries
actually carried out a new survey of households in 2013, leaving
the bank to fill in the gaps with projections. India’s last survey
was in 2012. China, which replaced separate rural and urban sur-
veys with an integrated survey in 2013, also started including as
income the implicit household rent owner-occupiers pay them-
selves. That switch lowered its poverty count by over 30m.

Even innocuous tweaks in survey questions can make a big
difference. An experiment in El Salvador, cited by the World
Bank’s researchers, managed to cut measured poverty by over
30% simply by asking more specific questions. Instead of asking
how much was spent on fruit, vegetables and legumes, it asked
about plantains, mangoes, green chilies, and so on. Owing to a
printing error, a Ugandan survey failed to mention public-tran-
sport fares as an example of travel expenses. The error seems to
have reduced reported transport spending by over 70%.

One-thousandth for the tenth

The global poverty count should also elicit a kind of embarrass-
ment. As the world economy grows ever more prosperous and
sophisticated, the problem of extreme poverty looks less like a
tragicinevitability and more like a peculiar anachronism. The av-
erage person in extreme poverty lives on $1.33 per day. It would
therefore take just $0.57 per day to rescue them from this plight.
That observation invites a thought experiment. If it were some-
how possible to transfer without cost the right amount of money
into the right hands, how much would it take to end extreme pov-
erty altogether? The answer is just $159 billion a year, according to
the World Bank, orless than 0.2% of global GDp.

That estimate is calculated at purchasing-power parity. If an
actual dollar were transferred to a poor country from America, it
would stretch much further, because prices in poor countries
tend to be lower (a point made years ago by Surjit Bhalla, an Indi-
an economist, now of Observatory Group, a macroeconomic ad-
visory firm). Taking these lower prices into account, the amount
needed to bring all the world’s poor up to the poverty line drops
to $78 billion a year, or just 01% of global Gpr (see right-hand
chart). In reality, of course, money cannot be directed so precisely
to the poor, nor transferred cost-free. In some countries, the infu-
sion of money might also push up prices and currencies, making
the endeavour more expensive. Nonetheless, this thought experi-
ment illuminates the diminishing size of the problem. The world
can afford to end poverty. Indeed, it might end poverty before it
figures out how to measure it accurately.

If the World Bank’s dream of a world free of poverty is ever
fulfilled, will the bank then sit back and rest on its laurels? No
chance. It has adopted another dream: “shared prosperity”,
which obliges it to care about the poorest 40% in each country,
however rich they may be. Even if extreme poverty is eventually
eradicated, the bottom 40% will always be with us. ®

Economist.com/blogs/freeexchange
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inequality rises in the early stages of industrialisation as people leave the land, become
more productive and earn more in factories. Once industrialisation is complete and better-
educated citizens demand redistribution from their government, it declines again.

Until 1980 this prediction appeared to have been vindicated. But the past 30 years have put
paid to the Kuznets curve, at least in advanced economies. These days the inverted U has
turned into something closer to an italicised N, with the final stroke pointing menacingly
upwards.

Although inequality has been on the rise for three decades, its political prominence is newer.
During the go-go years before the financial crisis, growing disparities were hardly at the top
of politicians’ to-do list. One reason was that asset bubbles and cheap credit eased life for

everyone. Financiers were growmg fabu!ously wealthy in the early 20005 but others could
&ls6 borrow ever more against the vaiue of their home.

That changed after the crash. The bank rescues shone a spotlight on the unfairness of a
system in which affluent bankers were bailed out whereas ordinary folk lost their houses
and jobs. And in today’s sluggish economies, more inequality often means that people at the
bottom and even in the middle of the income distribution are falling behind not just in relative
but also in absolute terms.

The Occupy Wall Street campaign proved incoherent and ephemeral, but inequality and
fairness have moved right up the political agenda. America's presidential election is largely
being fought over questions such as whether taxes should rise at the top, and how big a
role government should play in helping the rest. In Europe France's new president, Frangois
Hollande, wants a top income-tax rate of 75%. New surcharges on the richest are part of
austerity programmes in Portugal and Spain.

Even in more buoyant emerging economies, inequality is a growing worry. India’s
government is under fire for the lack of “inclusive growth™ and for cronyism that has
enriched insiders, evident from dubious mobile-phone-spectrum auctions and dodgy mining
deals. China’s leaders fear that growing disparities will cause social unrest. Wen Jiabao, the
outgoing prime minister, has long pushed for a *harmonious society”.

Many economists, too, now worry that widening income disparities may have damaging
side-effects. In theory, inequality has an ambiguous relationship with prosperity. It can boost
growth, because richer folk save and invest more and because people work harder in
response to incentives. But big income gaps can also be inefficient, because they can bar
talented poor people from access to education or feed resentment that results in growth-
destroying populist policies.

The mainstream consensus has long been that a growing economy raises all boats, to
much better effect than incentive-dulling redistribution. Robert Lucas, a Nobel prize-winner,
epitomised the orthodoxy when he wrote in 2003 that “of the tendencies that are harmful to
sound economics, the most seductive and... poisonous is to focus on questions of
distribution.”

But now the economics establishment has become concerned about who gets what.
Research by economists at the IMF suggests that income inequality slows growth, causes
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North Carolina exempli-
fies both the promise and the -
casualties of today’s open
economy. Yeteven thrivinglo-
cal businesses there grumble
that America gets the raw end 6
of trade deals, and that foreign
rivals benefit from unfair sub-
sidies and lax regulation. In
places that have found it hard-
er to adapt to changing times,
the rumblings tend to be louder. Across the Western world there
is growing unease about globalisation and the lopsided, un-
stable sort of capitalism itis believed to have wrought.

A backlash against freer trade is reshaping politics. Donald
Trump has clinched an unlikely nomination as the Republican
Party’s candidate in November’s presidential elections with the
support of blue-collar men in America’s South and its rustbelt.
These are places that lost lots of manufacturing jobs in the de-
cade after 2001, when America was hitby a surge of imports from
China (which Mr Trump says he will keep out with punitive ta-
riffs). Free trade now causes so much hostility that Hillary Clin-
ton, the Democratic Party’s presidential candidate, was forced to
disown the Trans-Pacific Partnership (Tpp), a trade deal with Asia
that she herself helped to negotiate. Talks on a new trade deal
with the European Union, the Transatlantic Trade and Invest-
ment Partnership (rTip), have stalled. Senior politicians in Ger-
many and France have turned against it in response to popular
opposition to the pact, which is meant to lower investment and
regulatory barriers between Europe and America.
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Keep-out signs

The commitment to free movement of people within the
EU has also come under strain. In June Britain, one of Europe’s
stronger economies, voted in a referendum to leave the EU after
43 years as a member. Support for Brexit was strong in the north
of England and Wales, where much of Britain’s manufacturing
used to be; but it was firmestin places that had seen big increases
in migrant populations in recent years. Since Britain’s vote to
leave, anti-establishment partiesin France, the Netherlands, Ger-
many, Italy and Austria have called for referendums on Eu mem-
bership in their countries too. Such parties favour closed borders,
caps on migration and barriers to trade. They are gaining in pop-
ularity and now hold sway in governments in eight EU countries.
Mr Trump, for his part, has promised to build a wall along the
border with Mexico to keep outimmigrants.

There is growing disquiet, too, about the unfettered move-
ment of capital. More of the value created by companies is intan-
gible, and businesses that rely on selling ideas find it easier to set
up shop where taxes are low. America has clamped down on so-
called taxinversions, in which a big company movesto alow-tax
country after agreeing to be bought by a smaller firm based there.
Europeans grumble that American firms engage in too many
clever tricks to avoid tax. In August the European Commission
told Ireland to recoup up to €13 billion ($14.5 billion) in unpaid
taxes from Apple, ruling that the company’s low tax bill was a
source of unfair competition.

Free movement of debt capital has meant that trouble in

one part of the world (say, America’s subprime crisis) quickly
spreads to other parts. The fickleness of capital flows is one rea-
son why the BU’s most ambitious cross-border initiative, the
euro, which has joined 19 of its 28 members in a currency union,
isin trouble. Inthe euro’s early years, countries such as Greece, It-
aly, Ireland, Portugal and Spain enjoyed ample credit and low
borrowing costs, thanks to floods of private short-term capital
from other U countries. When crisis struck, that credit dried up
and had to be replaced with massive official loans, from the Ecr
and from bail-out funds. The conditions attached to such sup-
port have caused relations between creditor countries such as
Germany and debtors such as Greece to sour.

Some claim that the growing discontent in the rich world is
not really about economics. After all, Britain and America, at
least, have enjoyed reasonable GDP growth recently, and unem-
ployment in both countries has dropped to around 5%. Instead,
the argument goes, the revolt against economic openness reflects
deeper anxieties about lost relative status. Some arise from the
emergence of China as a global power; others are rooted within
individual societies. For example, in parts of Europe opposition
to migrants was prompted by the Syrian refugee crisis. It stems
less from worries about the effect of immigration on wages or
jobs than from a perceived threatto social cohesion.

But there is a material basis for discontent nevertheless, be-
cause a sluggish economic recovery has bypassed large groups
of people. In America one in six working-age men without a col-
lege degree is not part of the workforce, according to an analysis
by the Council af Economic Advisers, a White House think-tank.
In Britain, though more people than ever are in work, wage rises
have not kept up with inflation. Only in London and its hinter-
land in the south-east has real income per person risen above its
level before the 2007-08 financial crisis. Most other rich coun-
tries are in the same boat. A report by the McKinsey Global Insti-
tute, a think-tank, found that the real incomes of two-thirds of
households in 25 advanced economies were flat or fell between
2005 and 2014, compared with 2% in the previous decade. The
few gains in a sluggish economy have gone to a salaried gentry.

_ This has fed a widespread sense that an open economy is
good for a small elite but does nothing for the broad mass of peo-
ple. Even academics and policymakers who used to welcome
openness unreservedly are having second thoughts. They had
always understood that free trade creates losers as well as win-
ners, but thought that the disruption was transitoryand the gains
were big enough to compensate those who lose out. However, a
body of new research suggests that China’s integration into glo-
bal trade caused more lasting damage than expecied to some
rich-world workers. Those displaced by a surge inimports from b»
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Central banking and the pre
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‘is an extraordinary development, and it is not confined to The new model
§ﬂersca Many countries, including Britain, Canada, China, Having your ‘i

<f§'1d|a and even egalitarian Sweden, have seen a rise in the

wf"ﬁshare of national income taken by the top 1%. The numbers of

the ultra-wealthy have soared around the globe. According to

Forbes magazine's rich list, America has some 421 Reprints

billionaires, Russia 96, China 95 and India 48. The world’s

richest man is a Mexican (Carlos Slim, worth some $69

billion). The waorld's largest new house belongs to an Indian. Mukesh Ambani's 27-storey

A True Progressivism
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B Trouble for the free world: T
i reconsiders Hillary Clinton’s...
Democracy in America | Oct 28th, 21:1

- Daily chart: Where do Canad
immigrants come from?
Graphic detail | Oct 28th, 16:54

skyscraper in Mumbai occupies 400,000 square feet, making it 1,300 times bigger than the
average shack in the slums that surround it.

The Economist asks: Why d
Trump want to be president?
International | Oct 28th, 16:52

The concentration of wealth at the very top is part of a much broader rise in disparities all
along the income distribution. The best-known way of measuring inequality is the Gini
coefficient, named after an Italian statistician called Corrado Gini. it aggregates the gaps
between people’s incomes into a single measure. If everyone in a group has the same

: - Sy o ' The reign in Maine: Paul Lef
income, the Gini coefficient is 0; if all income goes to one person, it is 1.

Trumpism in office
United States | Oct 28th, 14:48

The level of inequality differs widely around the world. Emerging economies are more
unequal than rich ones. Scandinavian countries have the smallest income disparities, with a
Gini coefficient for disposable income of around 0.25. At the other end of the spectrum the
world's most unequal, such as South Africa, register Ginis of around 0.6. (Because of the
way the scale is constructed, a madest-sounding difference in the Gini ratio implies a big
difference in inequality.)
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Income gaps have also changed to varying degrees. America's Gini for disposable income
is up by almost 30% since 1980, to 0.39. Sweden's is up by a quarter, to 0.24. China’s has
risen by around 50% to 0.42 (and by some measures to 0.48). The biggest exception to the
general upward trend is Latin America, long the world's most unequal continent, where Gini
coefficients have fallen sharply over the past ten years. But the majority of the people on the
planet live in countries where income disparities are bigger than they were a generation ago.
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The widening of income gaps is a reversal of the pattern in much of the 20th century, when of carefully selected products for busine
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inequality narrowed in many countries. That narrowing seemed so inevitable that Simon
Kuznets, a Belarusian-born Harvard economist, in 1955 famously described the relationship
between inequality and prosperity as an upside-down U. According fo the “Kuznets curve’,



THE POLITICAL ECONOMY OF ILLIBERALITY

inflection point proving that the trends giv-
ing rise to the Grear Recession were not just
or mainly abourt outsized business cycles, and
thar the recession itself was not a V-shaped but
an L-shaped recession. The shift in the labor
profile proved highly class-unequal. “Turbo-
capitalism,” as Edward Lutrwak labeled it
two decades ago, has been an unmitgated
catastrophe for the less educated, less mobile,
less flexible portion of the population. While
the economy recovered relatively quickly for
the rich and well-educated—banking profits
quickly bounced back and times have never
been better in Silicon Valley—the blue-collar
and service sector jobs that disappeared in
2008 have mostly not returned.

In other words, the populist class-based an-
ger we see has a basis in economic reality, and
what it means politically is that the United
States (and, indeed, almost all the advanced
Western countries) needs a new social-political
compact that provides avenues for broadening
the class base of wealth creation in the old in-

dustrial core of the Global North. Until and

Employment Change (millions)

unless we develop such a compact, ugly politi-
cal things will continue to unfold, and the lon-
ger that ugliness goes on the more damage will
be done to advanced societies—to their reser-
voirs of social trust, to their self-confidence and
sense of personal and communal security, and
possibly to their national security as well.

If you are a victim of the churn, you may
have little patience for the observation that
this sort of thing has happened before. And in
times past the outcome has not always been
a continual descent into the abyss. If things
sometimes change for the worse, they have
also changed for the better. In that regard,
[ believe there are good reasons for short- to
medium-term pessimism, but for optimism
over the longer term.

Where the Anger Comes From

T he empirical economic basis for popu-

4 list economic-based anger is not hard
to show. Lower-education, low-mobility
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Marxist, the best way to reach the goal
of a good society is through free mar-

kets, open competition, and the removal

of wasteful government barriers.

kot

Readers of Umberto Eco’s The Name

of the Rose will have encountered the
word palimpsest, used to describe a

manuscript in which one text has been

written over another, and in which
traces of the original remain. So it is
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Denmark’s 0.15. What is further remark-

corruption—on all of which counts,

able about Canada is that the difference
is mostly at the top and bottom of the
distribution. Between the tenth and
goth deciles there isn’t much difference

between the two countries. The differ-
ence is in the bottom and top ten per-

cent, where the poorest parents raise the

the richest kids.

For parents in the top U.S. decile,
46 percent o their lids will b GpTn
the top two deciles and only 2 percent
1n the bottom decile. The members of

the top decile comprise a New Class

of lawyers, academics, trust-fund

babies, and media types—a group that
wields undue influence in both politi-
cal parties and dominates our culture.
These are the people who said yes,

there is an immigration crisis—but it’s

- poorest kids and the richest parents raise

Canada is a more conservative countr’
America’s K-12 public schools per-
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mem‘ﬁé great fi
for the kids, but many students emerg;
on graduation no better educated thaz
when they arrived. What should be an
elevator to the upper class is stalled on
the ground floor. One study has coR-
cluded that if American public schoels
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levels, the economic gain wcmklalm
to a 20 percent annual pay i
the average American worker., %
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