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Overview on Trade & Inequality

A The connection between trade and inequaligceived
Intense interest In this strange presidential election ye
i Whydid¢ NHzY LJQa &dz0O0Saa Ol 0K
i ¢CKS a02NBY oS KFERYyQUO | RSI
the hardship and anger of those left behind by
3f 261t &1 FGA2Yy X
i & ¢ NI Rd&inefusliiy, and inequalitied i 2 ¢ NHzY L.
I Analogous stories iRurope, e.g.Brexit

A I will talk

I first abouttrade,
I then about inequality & itg€auses



Trade & GDP

A Widely agreed: trade is goddr economic growth.

A Theory:
from David Ricardo to Paul Krugman,
says that tradallowsreal income
to grow via specialization.

A Empirically many econometric studies.
i 9dIPE 2yS SAaGAYIFGSY SOSNE &n
raises income 3 %2 % (over next 20 years).
A Most Americans seem to agree:
I Polls show surprisingly high support for trade.

A Whatabout effects of trade owther objectives? Inequality?
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Trade hashelp shiftglobalincomedistribution upward.
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The Economistiune 2013, The world has an astonishing chance to take a billion people out of extreme poverty by 2030,

Ilwww.economist.com/news/briefing/21578648vorld-has-astonishingchancetake-billion-people-out-extreme-poverty-2030-not



Global poverty has been cut more thaninthe last 25 years

In 1990,43%0f the population of developing countries lived in
extreme poverty (then defined as $1 a day}l.€ billion people
By 2010 it was down to 21%1.2 billion.

Global poverty rate, %
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Inequality & antiglobalization.

Elections are domestic, of course.
Typical explanation for theurprise Trumpgomination:

Globalization

Y US inequality.

Y Anger from those left behind

Y who then support radical changes

@S aK2dZ R KIS aSSy Al O2YA
To summarize my take:
A Inequality has unquestionably risen, esp. in US.
A Trade & immigration probably play roles,
A along with a long list of other factors.
AL R2y Q4 &a4SS (GKS AySldzrtAade A
A Therearesome clear answers to the question: How can we
address the wellbeing of workers who have been left behind?



Needless to say, trade creates both winners & loser

A So doegverychange.
I E.qg., putting up tariffs would create both winners dasgers (many).

Adat | NB(G2 &adzLS NA 2 NJeie®dnevios2? dzf R

If we economists reqwrthat beforerecommending one policy over

another, then we can never make algcommendations. Someone
always loses.

A Economistecanmake winwin policy recommendations
If we express the distributional consideration in terms of
a desired measure of overall inequality.

I We can approve a policy that, while raising total income,
also reducesneasures of mequallty

I lowers the poverty rate,
T or raises median income.



Does trade worsen inequality?

A Thed { S O&elfake Theorem 0d O 2 y 2 JUFQE
free trade increases the size of the pie by enough that the
winners could compensate the losers, so that everyone comes

out ahead, in theory.
A But, we need to consider, first:

are the losers from trade concentrated in the lower segments
of the income distribution?

A A simple encapsulation includes three effeets

I (+) Consumption: the opportunity to import at lower prices

and with greater variety works to raise real income for all.
Thishelps lowerincome families.

i (-) Imports tend to hurt those in impoxtompeting sectors.

i (+) Those losses are offset by the gains for exporting sectors.
A Export jobs pay an estimate 18% more.
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A No.

A Listening to claims that NAFTA hurt American workers, one
would never guess that the hallecade after it went into effect

I featured the most job creation in the last 40 years.

A In 19962000 GDP growth averaged 4.3%,
I productivity growth = 2.5%

A Unemployment < 4% by ef2D00.
ALOQa OUKS 2yS LISNA2ZR aiayos O
I lower-income workers shared fully in the gains:

A real compensation/hour rose 2.2%,

I median family income rose strongly:
A from $26,000in 1993 to $5,000 in2000 [in real $2002],

I and the poverty rate declined steadily
A from 33.1% in 1993 to 22.5% in 2000.

A Needless to say, lots of factors underlay those achievements.



Recent research on job loss
IN Import-competing sectors

A DavidAutor. David Dorn & Gordon Hanson
(2013, 2016) have found evidence that

I aportion of lost US manufacturing jobs

canindeed be associated with imports, g
Aespecially from China.

I Employment & income itowns hit by such job losses
can stay depressed for a much longer time than some
had imagined.
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Rising US inequality:
Since 1980, almost all gains have gone to people at the

Real average pre-tax income of bottom 50% and top 1% adults
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As a share of national income, the bottom 50%
have been losing out since the 1970s.

Pre-tax national income share: top 1% vs. bottom 50%
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The share of US income going to thp
ISsnow back towhat it was in thel920s.

Income Concentration at the Top
Has Risen Sharply Since the 1970s

Share of total before-tax income flowing to the highest income
households (including capital gains), 1913-2015

25%
20
15
Top 1 percent
10
5 Top 0.5 percent

ll l LA LLLL l lll l ALl l l Ll l |

lll l
v 1920 1930 1940 1950 1960 1970 1980 1990 2000 2010

Source: Emmanuel Saez, based on IRS data

ENTEF ET AND POLI F RITIES BPP. (

Chad Stone et al, CBPP, SﬁhtZOlG www.chpp.org/research/povertandinequality/aguideto-statisticson-historicattrends-in-incomeinequality
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Why has inequality risen in the US?

Trade probably does play a role, alongside other fact

technological change raising demand for skilled work
outpacing education that raises the supply;

GO AVIBKSINDOE ¢ f 1 02NJ YI NJ Sida
Gl aa2Nll GABS YL OaAy3IZE
reduced corporate competition & higher rents,
excessive executive compensation;

and¢ K2 YI & téalth8ocuimaladian.

Other suggested factors:
declining roles of unions, minimum wage, & progressive taxati
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H® 2 ARSYAY3I 3JILI 0SU6SSY
defined by college graduation.

College Earnings Premium, 1975-2015
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3. Trend in years of education slowed during 1:2812.

Mean Years of Schooling at Age 30, U.S. N&wre, by Year of Birth, 18782

Mean Years of Schooling Completed
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TaonAr Swift earned $170 million last year, making her
UKS ¢2NI RQa KAIKSAaU Foubed R C
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Crudely put: highly educated
& highly paid male professionals
usedto marry theirsecretaries g

but now are more likely ,
to marry highlyeducated& (relatlvely) highly paid women,;

and the couple passes the advantages on to their childre
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6. The share of US national income going to labor

has declined since 2000
In part due to increased market power of firms, says Furman.

Labor Share of Income, Nonfarm Business Sector, 1948-2016
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/. Excessive compensation?
Many top-1%ersare executives and/or in finance.

Composition of Top 1 Percent Income Share by Primary Occupation

Percentage of Top 1 Percent Income Share
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8. Piketty. The share of wealth at the top
has also been rising.

Wealth Concentration Has Been Rising
Toward Early 20th Century Levels

Share of total wealth held by the wealthiest families, 1913-2012
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On the other hand, the big increase in inequality
has beenwithin labor (and within capital).

Hourly Wage Inequality, 1979-2015
Real Hourly Wage Index (1979 = 100)
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What weights should we place on each of these
8 factors in explaining increased inequality?

AL R2Yy QU 1y260
A Probably all or most of them merit some weight:

A Trade, technology, education, winntake-all,
assortative mating, rents, executive compensation,
2N t A1StaeqQa 6SFfOUK | OO«

A Surely one must diagnose the cause before deciding
on the corresponding remedy?

Ab2> L R2yQil GKAY]l 2yS KI



The Second Fundamental Welfare Theorem.

A When Individuals are free to engage in trade, the size
of the economic pie increases enough that the winners

could in theory
I In which case

A Skeptics of glo

compensate the losers,
everyone would be better off.

palization may understand this theorem

and yet, reasonably, point out that the compensation

In practice tend

S to remain hypothetical.

A They suggest t
to compensate
globalization.

nat we should take the political failure
losers as given, and so try to roll back

I But an alternative would be the reverse strategy:
take globalizationas given and instead

work on trying

to helpthoseleft behind.

I This is the sensible strategy.

A Why?



A Even leaving aside the negative effects
of trade wars on economic growth,

I and the geopolitical damage

A nothing a president doesouldbringthe number
of manufacturing jobs back up anywhere near
the levels of 60 years ago.



We are not going back to 1950,
when manufacturing jobs were 32% of the national tota
vs. down to 10% b®010

--any more than we are going back to 1790
when farmers were 90% of national employment, & tdday.

o Percent of employment in US manufacturing (12012)

12.5

10.0
1970 1975 1980 1985 1990 1995 2000 2005 2010

Source: US. Bureau of Labor Statistics
fred.stlouisfed.org myf.red/g/7tY1
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Some of those lost jobs were Iin autos & steel,

A where those northern workers who lacked a college educatic
but were lucky enough to get a job in those two industries
could earn a high income.

A After 1960, the number of jobs in sectors like steel fell by ¥;
I while the number of jobs in health care increasetbkl.

A International trade was one factor that helped put an end to
those highpaying jobs (along with productivity growth and
relocation from the north to the south)

I while improving the reliability, fuel efficiency and affordability
of cars for all of us

I not just importing autos,
I but also making US autos competitive again.

A Regardless, it is hard to see how we could go back.



The most effective policies to help those left behin
6au2z2 O2YLISyalaS GK

A The program to help specifically those losing their
jobs due to trade is Trade Adjustmehssistance.

I But why help only the small number of workers
who have identifiably lost their jobs due to trade

agreements?

i22dz RYyQu AU 0S 0SUUGSNI
left behind regardless if the cause Is trade,
technology, or something else?

Aand to do it in ways that still reward work.



Sensible policies to help those left behind includ

A Wageinsurance;

A More progressive income tax system
I Includingan expanded Earned Income Tax Credit,
I And more progressive payroll tax rates too;

A Universalhealthinsurance.

A Universahigh-quality preschool education:
A infrastructure investment spending;

A Financial regulation, such 8®oddFrank.

Some politicians oppodbese measures,
| arguing that government overreach impedg®wth.




Appendices

A Appendix 1: A century of US trade liberalization
I Job losses in manufacturing

A A
A A
A A
A A
A A
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IX 2 Trade theory

IX 3: Opiniopolls on trade

IX4: Trade and the environment

IX5: Improved global income distribution.
IX6: For each of 8 inequality diagnoses, on

might think of a targeted policy response
A Appendix 7: The outlook for the US trade deficit.



Appendix 1: US Import Tariff Rates
have Declined to Historical Lows

Fercent Fercent
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Struyven, 30 Sep 2016, US Economics Analyst: The Economics of Higher Tariffs
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US Tariffs are Low Except On Agriculture & App:

Percent Percent
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The evolving employment mix

Jobs in clothing and steel fell by half

Textiles

196C N o)/

2007 I 433

Apparel

196 I, 1 ;-
2007 I 522

Metal'

196C NN | 155
2007 I 593

while the number of jobs in health care increasedfsls.

Health
196C I 1 548
2oz R 10,661
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Some of the decline in US manufacturing jobs can indeed
be associated with imports, especially from China.
according to Davidutor, David Dorn and Gordon Hanson,

The China shock: Learning from labour market adjustment to large changes i&t fadeb . 9 w
HMOnac X HheChinasyhdyiRe: ocal labour market effects of import competition in the
United States American Economic Revie013.

I Trader woes

United States Current-account balance, $bn
Manufacturing Imports  mM China WM United States
As % of total from China
employment As % of GDP 600
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| EconomistFeb 6th 2016, 5
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http://nber.org/papers/w21906
http://economics.mit.edu/files/6613
http://economics.mit.edu/files/6613

Appendix 2Trade theory

A Throughout the history of international
economics, theory has generally said that
trade helps raise real national income:

I classicatomparative advantage (Ricargo

I andmodern theories of trade
Abasedon imperfectcompetition (Krugmah
A& endogenous productivity (Melitz).



Whatdoes trade theory say about income distribution?

A Ironically, the trade theory that dominated academic researct
during the 1950 0s wadHeckscheiOhlinSamuelson,

A which gives solidly respectable grounds for fearing trade
would hurt American workers even in absolute terms.

ALO RAOGARSAE (GKS LILMzZ I GAZ2Y A
(owners of capital or land, or skilled workers)

I TheStolperSamuelson theorem specifically predicts that
workers in a capitahbundant country will lose from trade
(wages fall), even though total real national income goes up.

A The HO-S theorydoesnot include the advances in trade
theory since 1980

A Still, its conclusions are very suggestive,
I particularly regarding trade with loowmcome countries.



Appendix3: Polls tend to show Americans support trade

Americans continue to favor free trade agreements

Free trade agreements between the U.S. and other couniries have beena___
for the United Stales

100 %

Good thing
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Polls tend to show Americans support trade

A Asurvey last montlby the nonpartisan Pew Research Center found
i ' YSNAOFIy& o0& pn G2 nwH 3z &FAR UGNIF
for the US.

A JulyWashington PosABC News polAsked if they wanted the next
president to support trade agreements or oppose them,

I 75 % of respondents said they wanted a suppogm.faf continue t aor o tade greemerts
i Vs. 17 percent favored an opponent. o
A AGallup polearly this year found that

I 58 percent of Americans viewed
trade as an economic opportunity,

I 34 percent as a threat. e e
A Similarly, ira July poll for NBC News o
I 55 % of reqgistered voters agreed with a statement that trade was good

GoSOFdzaS A 2usya dzLJ ySé YI NJ S a
3t 201t SO2y2Yexé )

i 9KAES oy 2 FINBSR UNF}RS 61L& ol R ¢
20KSNJ 1S@ AYRdza G NRSaPpé

A SourceNY Timed SLJi® HMZI Hnamc G2K2 | 0Sa CNBS ¢N}YRS ¢


http://www.people-press.org/2016/08/18/clinton-trump-supporters-have-starkly-different-views-of-a-changing-nation/
https://www.washingtonpost.com/apps/g/page/politics/washington-post-abc-news-national-poll-july-11-14/2061/
https://www.washingtonpost.com/apps/g/page/politics/washington-post-abc-news-national-poll-july-11-14/2061/
https://www.washingtonpost.com/apps/g/page/politics/washington-post-abc-news-national-poll-july-11-14/2061/
https://www.washingtonpost.com/apps/g/page/politics/washington-post-abc-news-national-poll-july-11-14/2061/
http://www.gallup.com/poll/191135/americans-split-idea-withdrawing-trade-treaties.aspx
http://www.nbcnews.com/storyline/2016-conventions/majority-voters-support-free-trade-immigration-poll-n611176

G
Appendix4: Trade can have either positive
or negative effects on the environment.

A Example of negative effects:
ifawl OS G2 GKS 0200G2Y¢ Ay S
national governments pursuing of cesbmpetitiveness.

A Example of positive effects:

I Trade in environmental goods & services.

A US ended 1980s tariffs & quotas on feéficient Japanese autos,
benefiting both consumer pocketbooks & air quality.

A Almost ¥ of EU tradeemedy barriers currently target imports
of products used for renewable energyasteng2013:wu, 2014

A AD remedies currently block trade in solar power inputs:
I US has AD tariffs on imports of Chinese solar panels (2012, 2014, 2015).
I China has them against imports of polysilicon from US & EU (2012 & 201
I EU has penalties on imports of Chinese solar glass & panels (2013, 201-
I They should be dropped, either by negotiation or unilaterally.



Which tend to dominate in practice, ~
positive or negative effects of trade on the environmer

Econometric estimates depend on environmental criterio

A For SO

I Trade seems to be beneficial
AGOYOBANRYYSYUGlFf YdzZ ySda [/ dzN
at higher incomes, people want to clean the environment.

A For CQ

I Even at high levels of income, trade continues to hur

ACKS MNFRBESE LINRPofSY I'p LI2 LI
guality cannot be enacted at the national level, absent an
effective multilateral treaty a la Paris Agreement.

Frankel & RosdReview of Ec. & Stat004).



Appendixc: Globalinequality fell sharply 19'42000.

/

https://ourworldindata.org/globaleconomicinequality

Over the last 25 years, poverty has fallen especially rapidly in such countries as China, Indanesia &



