http://unqualified-reservations.blogspot.com/2010/02/from-mises-to-carlyle-my-sick-journey.html includes:-

So, for instance, Mises will tell you that mercantilist policies such as high tariffs or exchange-rate manipulation do not just reward exporters, but also punish consumers. Mises will not, however, tell you whether such a policy is good or bad for a country containing both exporters and consumers.

--------

http://www.theage.com.au/business/come-over-to-the-supply-side-and-transform-your-world-20100219-olx4.html includes:-

Influenced by the attitudes of development economists in the postwar years, many newly independent countries set up quite socialist economies, with much government ownership of industries and extensive regulation of private industry.

They saw the establishment of a large manufacturing sector as the path to higher living standards, which they tried to bring about by adopting a strategy of import-replacement. That is, they protected their fledgling manufacturers against competition from imports, doing so at the expense of their agricultural export industries.

They were convinced that pretty much the only way to increase production was to acquire more capital equipment. Despite their fixed exchange rates, they adopted expansionary fiscal and monetary policies in the hope of spurring investment.

So they mainly generated inflation and ended up with overvalued exchange rates. This damaged their exporting farmers, who were also hit by high prices for their inputs and price controls on their output.

Eventually, however, the developing countries noticed the failure of agriculture to grow as expected. The peasants had been given poor incentives and had reacted accordingly. The more the economic managers tried to suppress market forces, the more trouble they had with black markets, smuggling, tax evasion and bribery of officials. Their infant industries never grew up to be able to survive and export without protection. But countries had trouble paying for the imports they still needed.

In the mid-1950s, Taiwan became the first developing country to abandon the import-replacement model and switch to export-oriented growth. South Korea followed in 1960. It cut protection, moved to a more realistic exchange rate, abandoned price controls, reformed tax structures, reduced budget deficits and raised interest rates.

The results were spectacular. In Korea, real wages and income per person increased sevenfold between 1960 and 1995, while the unemployment rate fell from 25 to 5 per cent. Little wonder China had started down the same track by 1980 and India by the early 1990s.

The rediscovery of the supply side is transforming the world economy. Over the 50 years to 2000, real income per person rose much more than fivefold in Asia, compared with less than threefold for the world as a whole. And with increased income came a rise in life expectancy of more than 20 years for the developing countries, as well as a doubling in the rate of literacy.

--------

http://socserv.mcmaster.ca/econ/ugcm/3ll3/defoe/alms includes:-

Pauper ubique jacet, said our famous Queen Elizabeth, when in her progress thro' the kingdom she saw the vast throngs of the poor, flocking to see and bless her; and the thought put her Majesty upon a continu'd study how to recover her people from that poverty, and make their labour more profitable to themselves in particular, and the nation in general.

This was easie then to propose, for that many useful manufactures were made in foreign parts, which our people bought with English money, and imported for their use.

The Queen, who knew the wealth and vast numbers of people which the said manufactures had brought to the neighbouring countries then under the King of Spain, the Dutch being not yet revolted, never left off endeavouring what she happily brought to pass, viz. the transplanting into England those springs of riches and people.

She saw the Flemings prodigiously numerous, their cities stood thicker than her peoples villages in some parts; all sorts of useful manufactures were found in their towns, and all their people were rich and busie, no beggars, no idleness, and consequently, no want was to be seen among them.

She saw the fountain of all this wealth and workmanship, I mean the wool, was in her own hands, and Flanders became the seat of all these manufactures, not because it was naturally richer and more populous than other countries, but because it lay near England, and the staple of the English wool which was the foundation of all their wealth, was at Antwerp in the heart of that country.

From hence, it may be said of Flanders, it was not the riches and the number of people brought the manufactures into the Low Countries, but it was the manufactures brought the people thither, and multitudes of people make trade, trade makes wealth, wealth builds cities, cities enrich the land round them, land enrich'd rises in va1ue, and the value of lands enriches the Government.

Many projects were set on foot in England to erect the woollen manufacture here, and in some places it had found encouragement, before the days of this Queen, especially as to making of cloath, but stuffs, bays, says, serges, and such like wares were yet wholly the work of the Flemings.

At last an opportunity offer'd perfectly unlook'd for, viz. the persecution of the Protestants, and introducing the Spanish inquisition into Flanders, with the tyranny of the Duke D'Alva.

It cannot be an ungrateful observation, here to take notice how tyranny and persecution, the one an oppression of property, the other of conscience, always ruine trade, impoverish nations, depopulate countries, dethrone princes, and destroy peace.

When an English man reflects on it, he cannot without infinite satisfaction look up to Heaven, and to this Honourable House, that as the spring, this as the stream from and by which the felicity of this nation has obtain'd a pitch of glory, superior to all the people in the world.

Your Councils especially, when blest from Heaven, as now we trust they are, with principles of unanimity and concord, can never fail to make trade Sourish, war successful, peace certain, wealth Sowing, blessings probable, the Queen glorious, and the people happy.

Our unhappy neighbours of the Low Countries were the very reverse of what we bless our selves for in you.

Their kings were tyrants, their governours persecutors, their armies thieves and blood-hounds.

Their people divided, their councils confus'd, and their miseries innumerable.

D'Alva the Spanish Governor, besieg'd their cities, decimated the inhabitants, murther'd their nobility, proscrib'd their princes, and executed 18,000 men by the hand of the hang-man.

Conscience was trampl'd under foot, religion and reformation hunted like a hare upon the mountains, the inquisition threaten'd, and foreign armies introduc'd.

Property fell a sacrifice to absolute power, the countrey was ravag'd, the towns plunder'd, the rich confiscated, the poor starv'd, trade interrupted, and the 10th penny demanded.

The consequence of this was, as in all tyrannies and persecutions it is, the people fled and scatter'd themselves in their neighbours countries, trade languish'd, manufactures went abroad, and never return'd, confusion reign'd and poverty succeeded.

The multitude that remain'd push'd to all extremities, were forc'd to obey the voice of nature, and in their own just defence to take arms against their governours.

Destruction it self has its uses in the world, the ashes of one city rebuilds another, and God Almighty, who never acts in vain, brought the wealth of England, and the power of Holland into the world from the ruine of the Flemish liberty.

The Dutch in defence of their liberty revolted, renounc'd their tyrant prince, and prosper'd by Heaven and the assistance of England, erected the greatest commonwealth in the world.

Innumerable observations would flow from this part of the present subject, but brevity is my study, I am not teaching; for I know who I speak to, but relating and observing the connexion of Causes, and the wonderous births which lay then in the womb of Providence, and are since come to life.

Particularly how Heaven directed the oppression and tyranny of the poor should be the wheel to turn over the great machine of trade from Flanders into England.

And how the persecution and cruelty of the Spaniards, against religion should be directed by the secret overruling Hand, to be the foundation of a people, and a body that should in ages then to come, be one of the chief bulwarks of that very liberty and religion they sought to destroy.

In this general ruine of trade and liberty, England made a gain of what she never yet lost, and of what she has since encreas'd to an inconceivable magnitude.

As D'Alva worried the poor Flemings, the Queen of England entertain'd them, cherish'd them, invited them, encourag'd them.

Thousands of innocent people fled from all parts from the fury of this merciless man, and as England, to her honour has always been the sanctuary of her distress'd neighbours, so now she was so to her special and particular profit.

The Queen who saw the opportunity put into her hands which she had so long wish'd for, not only received kindly the exil'd Flemings, but invited over all that would come, promising them all possible encouragement, privileges and freedom of her ports and the like.

This brought over a vast multitude of Flemings, Walloons, and Dutch, who with their whole families settled at Norwich, at Ipswich, Colchester, Canterbury, Exeter, and the like. From these came the Walloon Church at Canterbury, and the Dutch Churches at Norwich, Colchester, and Yarmouth; from hence came the true born English families at those places with foreign names; as the De Vinks at Norwich, the Rebows at Colchester, the Papilons, &c. at Canterbury, families to whom this nation are much in debt for the first planting those manufactures, from which we have since rais'd the greatest trades in the world.

This wise Queen knew that number of inhabitants are the wealth and strength of a nation, she was far from that opinion, we have of late shown too much of in complaining that foreigners came to take the bread out of our mouths, and ill treating on that account the French Protestants who fled hither for refuge in the late persecution.

Some have said that above 50,000 of them settled here, and would have made it a grievance, tho' without doubt 'tis easie to make it appear that 500,000 more would be both useful and profitable to this nation.

Upon the setling of these forreigners, the scale of trade visibly turn'd both here and in Flanders.

The Flemings taught our women and children to spin, the youth to weave, the men entred the loom to labour instead of going abroad to seek their fortunes by the war, the several trades of bayes at Colchester, sayes and perpets, at Sudbury, Ipswich, &c. stuffs at Norwich, serges at Exeter, silks at Canterbury, and the like, began to flourish.

All the counties round felt the profit, the poor were set to work, the traders gain'd wealth, and multitudes of people flock'd to the several parts where these manufactures were erected for employment, and the growth of England, both in trade, wealth and people since that time, as it is well known to this Honourable House; so the causes of it appear to be plainly the introducing of these manufactures, and nothing else.

Nor was the gain made here by it more visible than the loss to the Flemings, from hence, and not as is vainly suggested from the building the Dutch fort of Lillo on the Scheld, came the decay of that flourishing city of Antwerp. From hence it is plain the Flemings, an industrious nation, finding their trade ruin'd at once, turn'd their hands to other things, as making of lace, linnen, and the like, and the Dutch to the sea affairs and fishing.

From hence they became poor, thin of people, and weak in trade, the flux both of their wealth and trade, running wholly into England.

I humbly crave leave to say, this long introduction shall not be thought useless, when I shall bring it home by the process of these papers to the subject now in hand, viz. The providing for and employing the poor.

Since the times of Queen Elizabeth this nation has gone on to a prodigy of trade, of which the encrease of our customs from 400,000 crowns to two millions of pounds sterling per ann. is a demonstration beyond the power of argument; and that this whole encrease depends upon, and is principally occasion'd by the encrease of our manufacturers is so plain, I shall not take up any room here to make it out.

.

.

.

This breach of the circulation of trade must necessarily distemper the body, and I crave leave to give an example or two.

I'll presume to give an example in trade, which perhaps the gentlemen concern'd in this bill may, without reJection upon their knowledge, be ignorant of.

The city of Norwich, and parts adjacent, were for some ages employ'd in the manufactures of stuffs and stockings.

The latter trade, which was once considerable, is in a manner wholly transpos'd into London, by the vast quantities of worsted hose wove by the frame, which is a trade within this 20 years almost wholly new.

Now as the knitting frame performs that in a day which would otherwise employ a poor woman eight or ten days, by consequence a few frames perform'd the work of many thousand poor people; and the consumption being not increased, the effect immediately appear'd; so many stockings as were made in London so many the fewer were demanded from Norwich; till in a few years the manufacture there wholly sunk, the masters there turn'd their hands to other business; and whereas the hose trade from Norfolk once return'd at least 5,000s. per week, and as some say twice that sum, 'tis not now worth naming.

'Tis in fewer years, and near our memory, that of Spittlefields men have fallen into another branch of the Norwich trade, viz., making of stuffs, drugets, &c.

If any man say the people of Norfolk are yet full of employ, and do not work; and some have been so weak as to make that reply, avoiding the many other demonstrations which could be given, this is past answering, viz. That the combers of wool in Norfolk and Suffolk, who formerly had all, or ten parts in eleven of their yarn manufactur'd in the country, now comb their wool indeed, and spin the yarn in the country, but send vast quantities of it to London to be woven; will any man question whether this be not a loss to Norwich; can there be as many weavers as before? And are there not abundance of workmen and masters too remov'd to London?

If it be so at Norwich, Canterbury is yet more a melancholy instance of it, where the houses stand empty, and the people go off, and the trade dyes, because the weavers have follow'd the manufacture to London; and whereas there was within few years 200 broad looms at work, I am well assur'd there are not 50 now employ'd in that city.

These are the effects of transposing manufactures, and interrupting the circulation of trade.

All methods to bring our trade to be manag'd by fewer hands than it was before, are in themselves pernicious to England in general, as they lessen the employment of the poor, unhinge their hands from the labour, and tend to bring our hands to be superior to our employ, which as yet they are not.

.

.

.

If the bringing the Flemings to England brought with them their manufacture and trade, carrying our people abroad, especially to a country where the people work for little or nothing, what may it not do towards instructing that populous nation in such manufactures as may in time tend to the destruction of our trade, or the reducing our manufacture to an abatement in value, which will be felt at home by an abatement of wages, and that in provisions, and that in rent of land; and so the general stock sinks of course.

--------

http://www.theage.com.au/world/obama-sweetens-jobs-pledge-20100129-n463.html

--------

http://www.forbes.com/2010/01/11/china-bubble-chanos-leadership-managing-rein.html includes:-

The third thing Chanos gets wrong about China is the notion that the yuan is likely to appreciate. In the short term, it would be disastrous for China to let that happen, as I wrote in "Why Krugman Is Wrong About The Yuan." [http://www.forbes.com/2009/11/19/renminbi-yuan-currency-leadership-thought-leaders-krugman.html] It would cause China's exports to plunge, swell the Chinese unemployment rolls by millions, and destabilize the financial system. In the long term, however, once the world's economy stabilizes, appreciation of the yuan might make sense. Getting exposure to Chinese assets now would benefit an investor when that time comes.

[Compare and contrast with Krugman/Samuelson material.]

--------

http://www.forbes.com/2009/11/19/renminbi-yuan-currency-leadership-thought-leaders-krugman.html includes:-

Krugman believes appreciation would allow the Chinese people to buy more American exports. But what American exports? Everything is already made in China. America exported its manufacturing jobs years ago. Even if China's currency were to appreciate, production would just move to cheaper countries like Vietnam, not back to America.

.

.

.

A weaker dollar won't help create more exports. It will just make things more expensive for Americans. Foreign companies will produce elsewhere, because it is still cheaper to produce in low-cost labor markets like Vietnam.

Rather than wasting time pushing China to strengthen the yuan, the president and Krugman should figure out how to strengthen the dollar by paying down our debts. A strong dollar, not a strong yuan, is what's important for America's future.

[Compare and contrast with Krugman/Samuelson material.]

--------

http://www.theage.com.au/opinion/china-the-one-to-watch-and-worry-about-20100103-ln95.html (article by Paul Krugman)

China the one to watch, and worry about

PAUL KRUGMAN

January 4, 2010

Comments 33

Yuan hundred.

Yuan hundred.

It's the season when pundits traditionally make predictions about the year ahead. Mine concerns international economics: I predict that 2010 will be the year of China. And not in a good way.

Actually, the biggest problems with China involve climate change. But today I want to focus on currency policy.

China has become a major financial and trade power, but it doesn't act like other big economies. Instead, it follows a mercantilist policy, keeping its trade surplus artificially high. And in today's depressed world, that policy is, to put it bluntly, predatory.

Here's how it works: Unlike the dollar, the euro or the yen, whose values fluctuate freely, China's currency is pegged by official policy at about 6.8 yuan to the US dollar. At this exchange rate, Chinese manufacturing has a large cost advantage over its rivals, leading to huge trade surpluses.

Under normal circumstances, the inflow of dollars from those surpluses would push up the value of China's currency, unless it was offset by private investors heading the other way. And private investors are trying to get into China, not out of it. But China's government restricts capital inflows, even as it buys up dollars and parks them abroad, adding to a $US2 trillion-plus hoard of foreign exchange reserves.

This policy is good for China's export-oriented state-industrial complex, not so good for Chinese consumers. But what about the rest of us?

In the past, China's accumulation of foreign reserves, many of which were invested in US bonds, was arguably doing us a favour by keeping US interest rates low - although what we did with those low interest rates was mainly to inflate a housing bubble. But right now the world is awash in cheap money, looking for some place to go.

Short-term interest rates are close to zero; long-term interest rates are higher, but only because investors expect the zero-rate policy to end some day. China's bond purchases make little or no difference.

Meanwhile, that trade surplus drains much-needed demand away from a depressed world economy. My back-of-the-envelope calculations suggest that for the next couple of years, Chinese mercantilism may end up reducing US employment by around 1.4 million jobs.

The Chinese refuse to acknowledge the problem. Recently Prime Minister Wen Jiabao dismissed foreign complaints: ''On one hand, you are asking for the yuan to appreciate, and on the other hand, you are taking all kinds of protectionist measures.'' Indeed: other countries are taking (modest) protectionist measures precisely because China refuses to let its currency rise. And more such measures are entirely appropriate. Or are they? I usually hear two reasons for not confronting China over its policies. Neither holds water.

First, there's the claim that we can't confront the Chinese because they would wreak havoc with the US economy by dumping their hoard of dollars. This is all wrong, and not just because in so doing the Chinese would inflict large losses on themselves. The larger point is that the same forces that make Chinese mercantilism so damaging right now also mean that China has little or no financial leverage.

Again, right now the world is awash in cheap money. So if China were to start selling dollars, there's no reason to think it would significantly raise US interest rates. It would probably weaken the dollar against other currencies - but that would be good, not bad, for US competitiveness and employment. So if the Chinese do dump dollars, we should send them a thank-you note.

Second, there's the claim that protectionism is always a bad thing, in any circumstances. If that's what you believe, however, you learnt economics 101 from the wrong people - because when unemployment is high and the government can't restore full employment, the usual rules don't apply.

Let me quote from a classic paper by the late Paul Samuelson, who more or less created modern economics: ''With employment less than full . . . all the debunked mercantilistic arguments'' - that is, claims that nations that subsidise their exports effectively steal jobs from other countries - ''turn out to be valid''.

He then went on argue that persistently misaligned exchange rates create ''genuine problems for free-trade apologetics''. The best answer to these problems is getting exchange rates back to where they ought to be. But that's exactly what China is refusing to let happen.

The bottom line is that Chinese mercantilism is a growing problem, and the victims of that mercantilism have little to lose from a trade confrontation. So I'd urge China's Government to reconsider its stubbornness. Otherwise, the very mild protectionism it is currently complaining about will be the start of something much bigger.

Paul Krugman was awarded the Nobel Prize in economics in 2008. He is a columnist with The New York Times and professor of economics and international affairs at Princeton University.

--------

http://www.voxeu.org/index.php?q=node/4393 (leading to http://burbuja.udesa.edu.ar/materias/kawa/ecintmon/Samuelson_REcStat64.pdf - May 1964 paper downloaded as Samuelson_Theoretical_Notes_on_Trade_Problems.pdf)

6. Exchange rates and the balance of payments: A bit of personal storytelling: Most people who work in international trade tend to lose the thread when the discussion turns to exchange rates and the balance of payments; as I’ve sometimes put it, the real trade people regard international macro as voodoo, while the international macro people regard real trade as boring and irrelevant (and when I’m in a sour mood, I suggest that both are right). But I was saved from all that when I read Dornbusch, Fischer, and Samuelson (1977) on Ricardian trade, which among other things showed how trade and macro, exchange rates and the balance of payments, the possibility of gains from trade but also the possibility of unemployment, all fit together.

What I learned later was that Samuelson grasped these issues much earlier, although the neatness of the DFS formulation surely helped get them across. Here’s what he wrote in his [May] 1964 paper “Theoretical notes on trade problems” [http://burbuja.udesa.edu.ar/materias/kawa/ecintmon/Samuelson_REcStat64.pdf]: “With employment less than full and Net National Product suboptimal, all the debunked mercantilist arguments turn out to be valid.” And he went on to mention the appendix to the latest edition of his Economics, “pointing out the genuine problems for free-trade apologetics raised by overvaluation”. The solution, of course, was to end the overvaluation rather than restrict trade; Samuelson understood that good macroeconomic policies are a prerequisite for good microeconomic policies. More on that in a minute.

--------

http://burbuja.udesa.edu.ar/materias/kawa/ecintmon/Samuelson_REcStat64.pdf (May 1964 paper downloaded as Samuelson_Theoretical_Notes_on_Trade_Problems.pdf) contains on page 3 (internally numbered as page 146) the following paragraphs:-

6. <I>Deficits, Overvaluation, and Mercantilism.</I> It is well known that costs alone cannot determine, even in a barter system, where the real equilibrium <I>(W/R)/w</I> ratio must fall. (This acts like a terms-of-trade parameter for us; any simple change <I>abroad</I> which raises its equilibrium level makes "us" better off.)

Tastes and demands must enter into the reciprocal-demand schedules. Even worse, once we leave barter equilibrium aside and admit capital movements and gold flows into the picture, the sky becomes the limit for <I>R</I> and <I>(W/R)/w</I>. If our wage levels stay high enough, we can be undersold in every good. Without transport protections, our employment could be zero. The whole of our imports would then have to be financed by capital movements or gold.

With employment less than full and Net National Product suboptimal, all the debunked mercantilist arguments turn out to be valid. Tariffs can then reduce unemployment, can add to the NNP, and increase the <I>total</I> of real wages earned (or do the same for non-labor factors in an extended model).

Every teacher of elementary economics realizes the difficulty in selling free-trade notions when a bright student has realized that overvaluation of the currency may be involved. That is why the new sixth edition of my <I>Economics</I> (McGraw-Hill, New York, 1964) has an appendix pointing out the genuine problems for free-trade apologetics raised by overvaluation - such as prevailed for non-dollar nations in 1948, and may have been prevailing for us in recent years.

--------

http://www.mutualist.org/id51.html (from http://the-bell-tower.blogspot.com/2006/09/carson-and-reisman-separated-at-birth.html)

--------

http://blog.mises.org/archives/007567.asp#c135121

P.M.Lawrence

Newson, the following may or may not help you get started. Consider a process with a parameter that yields according to this table:-

Output: 21 26 29 30 29 26 21

Parameter: 5 10 15 25 30 35 40

(I hope this is WYSIWYG enough that the table comes out properly.) The optimum comes with parameter 25, and output drops off to either side - but not linearly, rather it drops off ever faster as things get farther from optimal. Conversely, small variances aren't very important. Now, that table was made up for purposes of illustration, but it's fairly typical behaviour for most performance curves because it would take weird underlying structure to behave any other way (it's a mathematical/physical thing).

The African poll tax examples didn't relate to their underlying economics, rather the cash economies were constructed in a way that reflected labour content in the fiat currency. If the USA were occupied by a conqueror that chose to issue a fiat currency in that way, the same would apply there - but it would be a wasteful use of resources. Which might be the point, if the conqueror wanted to run US military-industrial capacity down using its own resources to do it. The African cases were starting at the other end, aiming to transition from unsophisticated subsistence economies to ones more useful from a colonial policy point of view (e.g. better markets for the home country, less of a drain on the home treasury for administering and garrisoning, and more resources coming out for home industry more cheaply - but colonies were almost always cost centres even after improvements).

Interestingly, I recently read an article in the Australian Financial Review that claimed that the Soviet command economy didn't suffer so much from the "calculation problem" as from a reluctance to replace plant as it became obsolescent if it was still working, which was in turn a consequence of state industries being monopolies.

By the way, the original Bessemer process didn't work. Bessemer just got lucky in the ore he used, that had a blend that was capable of being processed. When he released the technology (licensed? sold? I'm not sure), his customers couldn't make it work. It took a lot more development and research to find the problem and how to blend ores and add cleansing materials to fix it. If he hadn't got lucky with his first go, there would have been a long struggle with no money coming in and no certainty of ultimate success; the Bessemer process might never have gone into production. One of the advantages of the open-hearth method was that it was less sensitive to materials that way - if you used a lot of scrap steel as input. It too would have had trouble getting going if it had been the first entrant, for want of scrap steel. [Another example of a tipping point?]

Published: January 12, 2008 2:35 AM
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http://blog.mises.org/archives/007567.asp#c135047

P.M.Lawrence

Newson, I can make two observations on the Labour Theory of Value that start rather nearer empirical evidence (though the second does have a layer of inference on top of it).

The first is that there actually were some special cases where it was implemented in setting up a cash economy. Fiat currencies were introduced in African colonies, backed by taxes. In some colonies, poll taxes were used. This was equivalent to backing the fiat currency with the opportunity cost of individual taxpayers' time during each tax period, particularly if the tax could be paid off by working on government projects like road building (having this fallback meant a rough de facto sliding scale, with taxpayers having one cash payment option and one work payment option). It would have worked even better if people who couldn't pay in cash actually got small cash wages for their work rather than garnisheeing all their notional pay as tax, since that would have trickled cash into the new cash economy, but I don't know if that was done. An analogy that helped me was, providing reactive volt amps so that induction motors can do regenerative braking, but if you don't know electrical engineering that will just be one more thing to understand first. But poll taxes work unevenly because people's opportunity cost of time (a proxy for the "value" of their labour) varies; that's why poll taxes worked better with sliding scales, and why hut taxes were often used instead.

That brings us to the second observation. For this I was helped when I finally understood why - not how - a certain feature of car automatic transmissions worked. Gear changes are chosen according to how much power is being delivered, among other things. But this can't easily be measured directly, or even inferred easily. Instead, the transmission uses the inlet manifold pressure as a proxy for the power. For a long time I couldn't see the connection, because I could see how that could easily be a poor proxy in some circumstances. However, I eventually realised that the inlet manifold pressure is a good proxy for the oxygen supply, which is a good proxy for the power from combustion, and the power developed is a nearly fixed proportion of that; the last two are true when the engine is working optimally or close to it (because at first efficiency doesn't drop off much as you move away from the optimal), which the automatic transmission arranges. In other words, when you are near optimal, the inlet manifold pressure is a good proxy, and feedback stops you drifting too far from optimal, but it's not an absolute law sort of thing, it's the result of the feedback. My initial concerns were sound, it was just that matters were arranged to keep them from coming true.

What has this to do with associating labour with value? Value does not derive from labour as such, but when an economy is working properly, actual value will end up properly correlated with labour inputs (after allowing for different sorts of labour having different value, a sliding scale again), because it always will end up properly allocated. Somebody who distorts things, say by paying people to dig holes and fill them in again, doesn't thereby make that valuable, but if there were a value there, say for archaeological research, then it would pay someone to hire workers to do it, and their labour would be an observable indicator of that value. This only works out because of the near optimality of the properly working economy, because that means the workers have to be drawn away from other productive uses, and their pay has to be too.

Result: although labour content does not confer value, in a reasonably sound economy and subject to a sliding scale it indicates it, which is for many purposes the same thing - unless you go and distort the economy, say by making policy assuming the former, which is like expecting a car to go faster if you bend the speedometer needle.

Published: January 11, 2008 7:09 AM

--------

http://en.wikipedia.org/wiki/Marc_Isambard_Brunel#England

During the summer of 1799 Brunel was introduced to Henry Maudslay, a talented machine tool maker who had been working as manager for Joseph Bramah, but who had recently set up in business on his own. Maudslay made working models of the machine for making pulley blocks, and Brunel approached Samuel Bentham, the Inspector General of Naval Works. In April 1802 Bentham recommended the installation of Brunel’s block-making machinery at Portsmouth Block Mills. The advantage of Brunel’s machine over the existing method of making blocks was that it could be operated by unskilled workers and at ten times the previous rate of production. Altogether 45 machines were installed at Portsmouth, and by 1808 the plant was producing 130,000 blocks per year. Unfortunately for Brunel, the Admiralty vacillated over payment, despite that fact that Brunel had spent more than £2,000 of his own money on the project. In August 1808 they agreed to pay £1,000 on account, and it was not until two years later that they consented to a payment of just over £17,000.

--------

http://www.thenation.com/doc/20070430/greider

(Global Trade and Conflicting National Interests, Ralph Gomory and William Baumol)

The Establishment Rethinks Globalization

By William Greider

This article appeared in the April 30, 2007 edition of The Nation.

April 19, 2007

Inter alia:-

Americans can choose to blame China or disloyal multinationals, but the problem is grounded in US politics. The solution can be found only in Washington. China and other developing nations are pursuing national self-interest and doing what the system allows. In a way, so are the US multinationals. "I want to stress it's a system problem," Gomory says. "The directors are doing the job they're sworn to do. It's a system that says the companies have to have a sole focus on maximizing profit."

Gomory's proposed solution would change two big things (and many lesser ones). First, the US government must intervene unilaterally to cap the nation's swollen trade deficit and force it to shrink until balanced trade is achieved with our trading partners. The mechanics for doing this are allowed under WTO rules, though the emergency action has never been invoked by a wealthy nation, much less the global system's putative leader. Capping US trade deficits would have wrenching consequences at home and abroad but could force other nations to consider reforms in how the trading system now functions. That could include international rights for workers, which Gomory favors.

Second, government must impose national policy direction on the behavior of US multinationals, directly influencing their investment decisions. Gomory thinks this can be done most effectively through the tax code. A reformed corporate income tax would penalize those firms that keep moving high-wage jobs and value-added production offshore while rewarding those that are investing in redeveloping the home country's economy.

US companies are not only free of national supervision but actively encouraged to offshore production by government policy and tax breaks. Other advanced economies have sophisticated national industrial policies, plus political and cultural pressures, that guide and discipline their multinationals, forcing them to adhere more closely to the national interest.

Neither of Gomory's fundamental policy reforms--balancing trade or imposing discipline on US multinationals--can work without the other. Both have to be done more or less at once. If the government taxed US multinational behavior without also capping imports, the firms would just head out the door. "That won't work," Gomory explains, "because you will say to the companies, 'This is how we're going to measure you.' And the corporations will say, 'Oh, no, you're not. I'm going overseas. I'm going to make my product over there and I'll send it back into the United States.' But if you insist on balanced trade, then the amount that's shipped in has to equal the amount that's shipped out by companies. If no companies do that, then nothing can be shipped in either. If you balance trade, you are going to develop internal companies that work the way you want." Public investment in new technologies and industries, I would add, may not achieve much either, if there is no guarantee that the companies will locate their new production in the United States.

Essentially, Gomory proposes to alter the profit incentives of US multinationals. If the government adds rules of behavior and enforces them through the tax code, companies will be compelled to seek profit in a different way--by adhering to the national interest and terms set by the US government. Other nations do this in various ways. Only the United States imagines the national interest doesn't require it.

In recent months Gomory and Leo Hindery of the Horizon Project have been calling on Congress with these big ideas and getting respectful audiences. The two met with some thirty Democratic senators and Congressional staffers from both parties. Senator Byron Dorgan, with co-sponsors like Sherrod Brown, Russell Feingold and even Hillary Clinton, has introduced several bills to confront the trade deficits.

Gomory's concept for multinational taxation is a tougher sell amid Washington lobbyists because it goes right to the bottom line of major US corporations. On the other hand, this proposal has stronger intuitive appeal for citizens, who reasonably ask why multinationals are allowed to undercut the national interest when they enjoy all the benefits of being "American" companies.
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http://blogs.harvardbusiness.org/hbr/restoring-american-competitiveness/2009/10/the-us-is-outsourcing-away-its.html (and http://blogs.harvardbusiness.org/hbr/restoring-american-competitiveness/2009/10/the-us-cant-manufacture-the-ki.html is similar)

The U.S. Is Outsourcing Away Its Competitive Edge

11:34 AM Thursday October 1, 2009

by Gary P. Pisano

Today, many people are looking to high technology sectors — like alternative energy — to be the growth engine that revives the U.S. economy and gets it back on track. They're in for a shock. During the boom years, when all seemed well, capabilities that underpin innovation in a wide range of products were continuing to deteriorate.

As my Harvard Business School colleague Willy Shih and I described in "Restoring American Competitiveness," a recent article in the Harvard Business Review, the U.S. has lost or is in the process of losing the ability to manufacture many of the cutting-edge products it invented. These include the batteries that power electric and hybrid cars, light-emitting diodes (LEDs) for the next generation of energy-efficient lighting, critical components of solar panels, advanced displays for mobile phones and new consumer electronics products like Amazon's Kindle e-reader, and many of the carbon fiber components for Boeing's new 787 Dreamliner.

The culprit is the outsourcing of development and manufacturing work to specialists abroad. The result: a damaging deterioration in the collective capabilities that serve high tech. This industrial commons includes not just suppliers of advanced materials, production equipment, and components, but also R&D know-how, advanced process development and engineering skills, and manufacturing competencies.

Making matters even worse is something that has been largely ignored: In addition to undermining the ability of the U.S. to manufacture high tech products, the erosion of the industrial commons has seriously damaged the country's ability to invent new ones.

The prevailing view of the past 25 years has been that the U.S. can thrive as a center of innovation and leave the manufacturing of the products it invents and designs to others. Nothing could be further from the truth.

This logic is predicated on utterly false assumptions about the divisibility of R&D and manufacturing and basic competitive dynamics.

In many cases, R&D and manufacturing are tightly intertwined. Unless you know how to manufacture a product, you often cannot design it. And, to understand how to manufacture it, you have to have manufacturing competencies and experience. The notion that you can design a product in the serene world of the R&D laboratory without any knowledge of the rough and tumble world of production is ridiculous.

To innovate, you need great two-way feedback. You need to transfer knowledge from R&D into production, but you also need to move knowledge from production back to R&D. The act of production creates knowledge about the process and the product design.

Yes, there are some instances where R&D and manufacturing are separable. But these are the exceptions. In the vast majority of high tech products (and even some low-tech products like apparel), knowledge about manufacturing helps you design products and get them to market quickly. What this means is that when manufacturing capabilities migrate from a country, design and R&D capabilities eventually follow. That's exactly what's been happening in many high tech industries in the U.S. over the past 20 years.

Now let's turn to a dangerous misconception of competitive dynamics that proponents of outsourcing propagate. Here's what they would have us believe: You focus on R&D and turn over the low-margin commodity manufacturing to contractors in Asia. You make out like a bandit because you have the intellectual property and your contractors have so much competition they cannot afford to charge you more. Markets are great.

Wait a minute. All this assumes your manufacturing partner is content to subsist on your table scraps. But what if they have their eye on the prime rib, too? Well, once they have learned to manufacture your product (and your ability to manufacture has eroded), they are in a much better position to move up the food chain into manufacturing and designing more sophisticated components and subsystems and, eventually, the entire product.

This is exactly what has happened in high tech industry after high tech industry. Unless business executives operating in the U.S. recognize the importance of manufacturing and grow wiser about outsourcing, the industrial commons — and the country's economy — will continue to decline.

Gary P. Pisano

Harry E. Figgie, Jr.

Professor of Business Administration

Harvard Business School
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From widgets to digits: employment regulation for the changing workplace By Katherine Van Wezel Stone

(c) Wage Subsidies. Rather than give subsidies to employees to bring their earnings above the poverty level as the EITC does, some analysts have proposed a government subsidy paid to employers to raise the wages of low-income workers.In the past, wage subsidies have been used to assist certain targeted groups for a limited period of time. In 1979, Congress enacted the Target Jobs Tax Credit, and in 1996 it enacted the Work Opportunity Tax Credit, both of which gave private-sector employers a subsidy to employ certain targeted groups, such as welfare recipients, disadvantaged youth, and ex-criminals. The results of these programs were mixed. Several researchers found that they had a negative effect on the employment of the targeted workers. They surmised that the subsidy stigmatized the targeted job seekers and thus made employers reluctant to hire them despite the financial inducement to do so. According to economist Lawrence Katz, sending in a welfare recipient to a job interview is like saying, "Hi. I'm a lemon - give me a job!" Others, however, claim that the stigma factor was exaggerated, and some have found that the programs yielded positive effects on the job opportunities of some categories of disadvantaged workers.

One of the most ambitious wage subsidy proposals has been put forward by Edmund Phelps in his 1997 book, REWARDING WORK. Phelps attributes the low wages of the working poor to their low productivity. In addition, he contends, the advent of information-intensive production increases the low-wage workers' disadvantage. The less well educated are not likely to be selected for jobs that involve handling and/or processing information, so their relative disadvantage in the labor market increases. For these reasons, Phelps argues, neither traditional welfare programs nor employment-based social insurance can reverse the low-wage cycle of low-educated workers. Rather, Phelps proposes that the [here Google books ceases to supply the text]
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China's $10.8bn African gambit

MIKE PFLANZ, NAIROBI

November 10, 2009

CHINA has moved to expand its ties with resource-rich African nations by promising more than $US10 billion ($A10.8 billion) in loans for development at a high-profile summit in Egypt.

Chinese Premier Wen Jiabao announced the preferential loans for infrastructure and social programs at the weekend opening of the two-day China-Africa summit.

The new loans double the amount China pledged at the last meeting in 2006. The debt forgiveness continues a series of annual loan cancellations that goes back to 2006.

Mr Wen told officials of the 49 African nations attending the summit that this year's session ''represents a new stage of development in relations with Africa''.

Besides financial assistance, Mr Wen also promised to form a partnership to tackle climate change in Africa, including building 100 clean-energy projects across the continent.

Beijing will remove tariffs on most exports to China from the least-developed African nations that do not have diplomatic relations with Taiwan, and will sponsor programs in health, education, culture and agriculture.

The gestures are likely to further cement China's good relations with many African nations, and may help tackle concerns that China is replacing Europe as a colonial power.

China's focus on extracting oil and minerals from Africa has drawn criticism from African scholars, and labour and safety conditions at some Chinese-run mines and smelters have prompted protests by African workers.

Critics say the flood of low-cost Chinese goods into African cities has displaced products once made by local workers.

China has long offered low-interest loans to African nations, usually on condition that the money is spent on Chinese-made goods or on projects built by Chinese companies. African governments have accepted the loans, in part because they are free of the conditions often set by international and Western lenders, such as changes in governance.

As a result, China has become a key builder of Africa's infrastructure, including railroads and highways.

The loans and other overtures have turned China into one of Africa's largest trading partners. Trade soared to $US106.8 billion last year from about $US10 billion in 2000; Chinese direct investment in Africa leapt 81 per cent in the first six months of this year to $US552 million, according to the Commerce Ministry.

The loans were promised as China and the West vie to expand their influence in the world's poorest continent.

''Africa's development is an essential part of achieving global development, and as the sincere and dependable friend of Africa, China deeply feels the difficulties and challenges faced by Africa,'' Mr Wen said.

He said China's direct investment in Africa rose 79 per cent to $US900 million in the first half of 2009.

A little-known Chinese company has announced plans for a $US6.6 billion investment in Guinea, the largest the country has had.

The potential deal follows a $US9 billion infrastructure-for-minerals contract with the Democratic Republic of Congo signed in 2008.

Beijing's motives are not purely altruistic, according to Martyn Davies of the Gordon Institute of Business Science at the University of Pretoria. ''In the last 10 years, Africa's growth has been underpinned by Chinese demand for commodities, and to find those and get them out, you need stronger infrastructure,'' he said.

''The Chinese thinking is that Western interests are applying a level of protectionism in commodities markets, and this can disrupt China's potential growth.''

TELEGRAPH, NEW YORK TIMES
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http://delong.typepad.com/sdj/2009/11/yet-another-note-on-adam-smiths-invisible-hand-what-it-is-and-what-it-is-not--by-adam-smith.html

Adam Smith's purpose here in Book IV, Chapter II is to argue against mercantilism, against the idea that you can make your country wealthier by imposing tariffs and other restrictions on imports. The problem with his argument is that mercantilism is correct (unless you are a very small country), at least in the absence of retailiation [sic].
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http://en.wikipedia.org/wiki/Cincinnati_Time_Store

The Cincinnati Time Store was a successful retail store that was created by American individualist anarchist Josiah Warren to test his theories that were based on his strict interpretation of the labor theory of value. The experimental store operated from May 18, 1827 until May 1830. It is considered to be the first use of notes for labor and as such, the first experiment in mutualism.

Warren embraced the labor theory of value, which says that the value of a commodity is the amount of labor that goes into producing or acquiring it. From this he concluded that it was therefore unethical to charge more labor for a product than the labor required to produce it. Warren summed up this policy in the phrase "Cost the limit of price," with "cost" referring the amount of labor one exerted in producing a good. Believing the labor is the foundational cost of things, he held that equal amounts of labor should, naturally, receive equal material compensation. He set out to examine if his theories could be put to practice by establishing his "labor for labor store." If his experiment proved to be successful, his plan was to establish various colonies whose participants all agreed to use "cost the limit of price" in all economic transactions, hoping that all of society would eventually adopt the tenet in all economic affairs.

A 19th-century example of barter: A sample labor for labor note for the Cincinnati Time Store. Scanned from Equitable Commerce by Josiah Warren (1846)

In the store, customers could purchase goods with "labor notes" which represented an agreement to perform labor. The items in the store were initially marked up 7% to account for the labor required to bring them to market with the price increasing the longer the time that a customer spent with the shopkeeper, as measured by a timer dial; later this markup was reduced to 4%. Corn was used as a standard, with 12 pounds of corn being exchangeable with one hour of labor. The result of the system was that no one was able to profit from the labor of another --every individual ostensibly received the "full produce" of his labor. Adjustments were made for the difficulty and disagreeableness of the work performed, so that time was not the only factor taken into consideration. Warren also set up boards on the wall where individuals could post what kind of services they were seeking or had to sell so that others could respond, and trade among each other using labor notes.

After a rough initial period, the store proved to be very successful. Warren's goods were much cheaper than competitors', though he maintained that he was not trying to put other stores out of business. Another store in the neighborhood converted to Warren's methods. The fact that prices for goods rose the more time a customer spent with Warren resulted in very efficient transactions. Warren said that he was doing more business in one hour than normal businesses do in one day, leading him to close shop part of the day to rest. Though the store was successful, the problem of equal labor times for different difficulties of work was a concern for Warren. He was never able to reconcile the objectivity of his "labor for labor" prescription with the subjectivity employed in determining how much time used for one type labor entailed the same amount of work exerted during a different amount of time performing another type of labor. He settled to simply credit it with being a matter of individual judgement. Warren closed the store in May 1830 in order to depart to set up colonies based upon the labor-cost principle (the most successful of these being "Utopia"), convinced that the store was a successful experiment in "Cost the limit of price."
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Asia Time Online - Daily News

Apr 10, 2008

The Black Death of financial collapse

By James Cumes

The financial and economic crisis now upon us is by far the most menacing of the past century - even more so than the Great Depression of the 1930s. It is not just a "subprime" crisis; it is systemic - affecting the entire financial system. It is also global, affecting various countries in various ways but affecting them all. In achieving a certain "globalization", we have been uniquely successful in globalizing collapse, chaos and misery. It is a globalization which, in our short-sighted negligence, we never envisaged.

In this crisis, even a country such as Australia is no more than a subordinate, neo-colonial, financial and economic dependency. In essence, we have reverted to what we were before and during the Great Depression of the 1930s, when Whitehall, Westminster and the Bank of England played the tune to which we jigged. Then, from 1945 to 1969, for the first time, we played our own tune of full employment and stable economic growth. Wild radicals such as minister Eddie Ward in the governments of John Curtin (1941-45) and Ben Chifley (1945-49) warned us to be wary of Wall Street.

The cynics might now say that Eddie, who died in 1963, was right. After 1969, we forgot his warning. Indeed, the Americans themselves forgot to guard against the chicaneries of Wall Street, where eternal vigilance should always be the watchword. They forgot what the mania of Wall Street can do to the reality of Main Street; and we shared their amnesia.

From 1969 and especially from 1971, when the United States cut the dollar link with gold, Australia surrendered any worthwhile independence in its economic and financial thinking. We swallowed American financial and economic formulae, whether we were academics or policymakers, industrial entrepreneurs, banks or providers of "financial services."

We did not entirely switch off tunes played by Britain, the more so as its prime minister Margaret Thatcher formed her slapstick band with US president Ronald Reagan to drum up support for "free" markets, "free" trade, privatization, globalization and the free flow of almost everything, including speculative capital in unqualified pursuit of private profit. Corporation and consumer greed marched in step towards global disaster.

Rational economics based on real investment, productivity and production died in favor of speculative and often Ponzi pretensions. The cowboy junk-bond merchants of the 1980s metamorphosed into respectable, mostly young and usually idolized financial wizards who "perfected" sophisticated, highly complex credit devices. From the 1990s, these highly leveraged instruments took the form of derivatives, private-equity, hedge-fund and mortgage securities, abbreviated to CDOs, SIVs and the rest.

Allied with "free" markets, deregulation and the uninhibited flow of all kinds of finance, those financial devices destroyed industries and the jobs that go with them. With casual indifference, they also destroyed the self-reliant working and middle classes until then typical of robust free-enterprise economies.

Theirs was not Joseph Schumpeter's "creative destruction" but wholesale destruction of their own economies and, eventually, their own financial "system". They destroyed personal savings and created massive indebtedness. They undermined the power and security of the United States itself as they "outsourced" real economic strength and stability to countries especially in Asia.

The Asian Tigers, China and others grew into "powerhouses" whose creation, historically, would otherwise have taken them generations. Our eminently creditable aim of peaceful change through development of developing economies was distorted, largely through negligent inadvertence, into financial, economic and social self-destruction. Looming global collapse, with political and strategic uncertainties, are our inevitable legacy.

Consumerism rages, industry gutted

The speculative, Ponzi mania spread especially to Anglo-Saxon countries and to other developed countries in lesser degree. Australia took to "free" markets, "free" trade, free-floating currencies, deregulation, privatization, globalization, derivatives, hedge funds, private equity, wildcat mortgages and leverage-without-limit as a duck to water. Consumerism raged. Industry was gutted. Debts ballooned. The value of the currency fell at home and abroad. Despite low-cost imports, inflation flourished. In 2008, the Australian dollar can perhaps buy as much in real terms as five or 10 cents did in 1969.

A situation in which real public and private investment was replaced by "ownership investment", massive leverage and speculative finance, in which consumption grew and debts spread, could not persist, except so long as ever more money flooded in to support the insupportable. Once the flood slowed or stopped, a Ponzi-type collapse was inevitable.

But few saw it that way. Warren Buffet belatedly called derivatives weapons of mass destruction; but most saw the financial devices as belonging to a "new era". They represented a "new paradigm". Far from being a threat to stable growth in a stable financial system, they "spread risk" and made everyone more secure and of course more wealthy.

The wealth effect was a particular feature of the residential mortgage business. Funds were available from many new banking and non-banking sources, including hedge funds and private equity, as well as pension and mutual funds; and sources that, in their magnitudes, were new, such as the carry trade. Funds marketed wholesale and retail mortgages. Liability could be shifted even or especially for debt in the deepest sense sub-prime. Mortgages also enabled homeowners to expand consumption through mortgage-equity withdrawals (MEW).

In a real sense, MEWs were symptomatic of multitudes of individuals - and, in effect, whole societies - high-living it off their capital. That enabled a process of growth that was both irresistible and inherently unsustainable.

However, the Ponzi scheme to shame all others may yet be waiting to deliver its coup de grace. One commentator has drawn attention to "the bad news [which] is the US$500 trillion derivatives market". He says that "This is an area that the general public does not even know exists. Few professionals understand this market. There is no regulation as government just let it go ... and go it did. You must expect a 5% default problem. That is a $25 trillion number ... It can create insolvent institutions all over the world ... It is the making of the first global depression. The world is not ready."

Unprepared for depression

Australia is not ready either. Prime Minister Kevin Rudd told us late in March that Australia's economic prospects remain "sound, strong and good". The Reserve Bank of Australia shares that view. Eerily, they echo US President Herbert Hoover in 1929 immediately before the stock market crash of that year.

Australia's situation contains some positive features. High commodity prices, it can be argued, are likely to persist, even though volatile, at least in the short term. A member of Iceland's central bank board recently said that "fears of a meltdown in my sub-arctic homeland are vastly overblown. True, the current account deficit was 16% of GDP last year, but that's an improvement from more than 25% in 2006. And while net private-sector debt is about 120% of GDP, there is virtually no public debt in Iceland. This is largely the result of unparalleled political stability and continuity."

Australia's situation may not be as dire as Iceland's; or indeed as dire as that of the United States or New Zealand; but all three of us have some negatives like those of Iceland.

Like all booms of such size and speculative character, the Australian housing boom must soon demand payment of its account. From their peak, prices could fall 30% to 50%. Industry researcher BIS Shrapnel does not agree; but we must expect that our housing boom, even more robust than the American, will collapse along the same general lines as the bust occurring right now in the United States.

The high "unaffordability" of housing for the average home-seeker, as distinct from speculator, suggests that the bust will be savage. The real-estate, building and associated industries will suffer severely, with massive job losses. Simultaneously, profitable investment opportunities elsewhere may have vanished with the widespread collapse of the "financial services industry".

How likely is such a collapse? So far, although some non-banking financial institutions have gone to the wall, the four major banks have seemed largely immune. "The take-up of the Australian economy is still good," Rudd said last week in New York. Australia had "limited exposure" to the subprime mortgage woes that erupted in the United States last year, he said. "We have excellent balance sheets in terms of our principal corporates and the banks themselves ... The default rate in Australia is minuscule by Organization for Economic Cooperation and Development standards."

We don't know how far banks and other potentially exposed institutions have concealed their liabilities and to what extent and how soon they will be forced to reveal whatever bad news there is. Within this broad question, we also do not know how far they are exposed to losses from the massive and still largely mysterious menace of derivatives.

In some measure, Australia's major banks have certainly been involved in the wide range of structured securities - CDOs, SIVs, and the rest. A report on April 4, 2008, that local councils in New South Wales have lost US$200 million and perhaps up to $400 million on investments in CDOs is a worrying sign that other and even bigger losses may yet be revealed in a variety of institutions, including banks. It seems scarcely credible that an economy which, for so many years, has absorbed so much of American theory and practice - so much of the American financial character - can be wholly immune from the penalties inflicted on its American model.

The subprime crisis first hit the United States after a housing about-turn that began as far back as 2005 or 2006. An unequivocal downturn in housing in Australia has yet to check in; but non-bank lenders are already withdrawing from the market. Wholesale mortgage lenders are closing shop, perhaps as a prelude to a sharp housing decline.

The carry trade which has presumably provided funds for mortgages and other financial services in Australia has been volatile for some time. If it unwinds completely, that could not only intensify mortgage problems but also impact on Australia's external balances.

Our deficits have so far tended to persist at a less healthy level than the commodity boom might have encouraged us to hope. Our aggregate private overseas debt is said to amount to the order of half a trillion dollars. Against that background, the current depreciation of the United States dollar might foreshadow what awaits our own currency.

Lagging impact

Economic and financial change in the United States tends to have a lagging impact on Australia. An acute awareness of the severity of our crisis may consequently not emerge before the second half of 2008.

When it does, what will the Rudd government do? Currently, it seems as unaware of the magnitude of the challenge it faces as the James Scullin government was in 1929. So the present government might become just as bewildered as Scullin and stagger just as blindly and ineffectually when they are called on to act. In the 1930s, we listened to the likes of Otto Niemeyer of the British Treasury who was also a director of the Bank of England. Will the Rudd government this time listen to the Americans and the likes of US Federal Reserve chairman Ben Bernanke? If they do, catastrophic outcomes might not be in short supply.

Our only real hope lies in clear, independent thinking by those not too steeped in the flawed policies responsible for our current crisis. We must see clearly that fundamental, comprehensive financial and economic reform is imperative. We must adapt that fundamental reform to our own needs, as the John Curtin and Ben Chifley governments did between 1941 and 1949. As we did then, we must simultaneously try to guide the international community out of the calamitous course that has evolved since 1969, and return it to the goal of stable, peaceful, global change which, as a primary objective, we pursued between 1945 and 1969.

While we embark on this journey, a high level of political volatility in Canberra is inevitable. Rudd might succeed; but the Labor Party and government might split two or three ways as they did between 1929 and 1932. Another Joe Lyons, prime minister from 1932 to 1939, might emerge. Whoever he might be, the odds are that he will be even less likely to find quick or easy solutions than Lyons was during the long and bitter years of depression. Those years ended only in the even deeper tragedy of world war.

James Cumes is a former Australian ambassador to the European Union and Australian representative at the United Nations. He is the author of among other works The Human Mirror: The Narcissistic Imperative in Human Behaviour.

(Copyright 2008 James Cumes.)
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However, despite these seemingly authoritarian attributes, Dr. Francia helped to create one of the first preindustrial societies in Latin America. By closing the borders to free trade, Dr. Francia allowed Paraguayan factories to open and begin producing manufactured goods. While the people were limited to buying only from Paraguayan companies, the country under Francia was the earliest example of a Latin American country exhibiting Henry Ford's more modern idea of paying the factory workers enough money to be able to afford the products they make.[citation needed]

However, since this closing of the market incited dissent with the newly industrializing nation in the neighboring countries of Brazil and Argentina, which eventually led to the War of the Triple Alliance, the reopening of Paraguay's market, and the end of industrialization. To this day, Paraguay's economy has never reached the same threshold of industrialization as it did under Dr. Francia and his successors.
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Saturday, October 3, 2009

Let the debates begin. 

Dear Jerry,

OK. At the start I have a question. What is "Free Trade"? I ask this because unregulated trade with a one-party dictatorship following mercantilist trade and monetary policies doesn't appear particularly "free" to me.

Public policy still opposes the creation of huge private domestic monopolies. And when they are deemed unavoidable (as with water and gas utilities) they're closely regulated.

So why shouldn't this same approach be applied to trade with China so long as that regime continues in its present form?

Best Wishes,

Mark

=

The Free Trade Industrial Warfare State 

Dear Jerry,

Isn't this where these so-called "free trade" policies have already taken us? On one side the government is oblivious to the continual destruction of consumer industries and jobs demonstrably caused by off-shoring to a regime like China. On the other side we suffer anxiety attacks about industrial self-sufficiency for DoD articles.

This has created a situation where the most profitable industrial enterprises are government contractors like General Dynamics, Boeing, Lockheed Martin and Northrop-Grumman. Here at least we can still find leading edge Made In USA quality. Pratt & Whitney still sponsors the best single crystal metal castings around. For jet turbine blades. Hardinge and Haas still produce world-class machine tools for other companies inside DoD's keiretsu. Small companies in Texas still lead the way in precision EDM machining the hardest metal alloys on Earth into dies and other parts. You can still buy high quality Made In USA consumer clothing and footwear. As long your taste runs to desert cammies and boots.

After this profit flows to and through China's salesman in the USA: Wal-Mart. The situation here is different with Wal-Mart's army of low paid no-health insurance employees and increasingly impoverished consumer base. Quality is also demonstrably lower.

Best Wishes,

Mark

I have never been a strong believer in Free Trade; and in any event you will never HAVE actual free trade in a political society. Lobbyists will always manage to find support for sneaking in exceptions.

Lincoln [said] that if he bought a shirt made in England, he got the shirt but the money went to England. If he bought a shirt made in New England, he got the shirt, and the money stayed in the United States where it could be invested or taxed. (Or better, invested, then the resulting business taxed). Large protectic tariffs lead to disaster: the history of the automobile industry shows that pretty well. Set the tariff high enough, make it hard to enter into an industry so that a few companies dominate it, let the[m] buy each other, and development slows while overseas competitors build better that they can sell for less. But with free trade, any attempt to regulate the industry: health and safety, minimum wages, etc. -- will result in competitive disadvantages and transfer of jobs overseas. Every time.

Better would be an across the board tariff in the 10 - 20% range. This would offset a number of regulations but require the US industries to be more competitive. Do note that regulations always do cost more; also note that I am not advocating unregulated laissez faire capitalism, which will lead to human flesh being sold in the market place. Tariff setting is a complex job and requires sensitivity and political compromise; it always leads to selective tariffs. I much more favor across the board.

Forty years ago RAND corporation published several studies on "Hostile Trade", based on studies of Japanese-Chinese trade relationships over the centuries. Hostile trade is a difficult concept to understand, but it's quite real. I suspect those studies still exist somewhere but I doubt that any of our policy makers have read them or paid any attention to the concept, and I suspect that none of them have ever heard of it.

Some key defense industries need special protection but again it's tricky: the usual result of heavy protection is deterioration. It doesn't always happen, but it usually does. I suppose I ought to put together a coherent and reasoned essay on optimum trade policies. We know the objectives: preserve manufacturing jobs in the US while not so over protecting industries that they became fat and lazy. The tradeoff is efficiency vs. employment, and the tradeoff is real. But Lincoln's common sense observation holds up pretty well as a starting point.

--------

The Australian

Inconvenient economists

Don Harding | October 01, 2009

Article from:  The Australian

RESEARCH economists suck at forecasting. Discuss. Recently the Australian and international media has seen economists with a high public profile, but little evidence of current research output, criticise those active in research for not predicting the global financial crisis and subsequent recession. What follows is the response from one research-orientated economist.

One of the most fundamental economic propositions is that one shouldn't expect to regularly make abnormally large returns from forecasting crises or asset prices. The reasoning is simple. As soon as a better forecasting method is developed it will be incorporated into asset prices, policies and behaviour in a way that makes it hard to earn excess returns from applying that method.

Economists who developed this proposition accurately predicted their own and anyone else's inability to make excess returns forecasting crises and asset prices. It's a prediction that has stood up pretty well to econometric tests and, more important, to events. What's disturbing is how many commentators misrepresent failure to predict such crises as evidence of the failure of economics as a profession.

In the future there will continue to be financial crises and recessions, all of which economists, bankers, finance gurus, bureaucrats, politicians and the public will fail to predict.

To be sure there will be some who claim predictive success. They will fall into two groups. Most will be single-issue tragics who predict the next calamity in the same way that I, an Essendon tragic, successfully predicted their win over St Kilda in round 20 by predicting that Essendon would win every match. The only information in such predictions is about the tragics who make them.

The smaller group comprises those who have a better technique for prediction. Once that better method is publicly known it is incorporated into asset prices, policies and behaviour, thereby making it hard to earn excess returns from forecasts made using that technique and publicly available information. This doesn't mean that economists aren't in the business of prediction, it just means that when we develop improved forecasting methods, they are incorporated into the economy as described earlier.

One reaction is that this seems to make economics and economists less useful. Let me show why the opposite is true, by applying these ideas to present policy debates.

Starting in the early 1980s, there was a modest reduction in the volatility of gross domestic product and several other variables in many economies, an event labelled the great moderation. There has been ongoing research focused on whether the great moderation reflected better forecasts, better policy, structural change or luck in the form of smaller macroeconomic shocks.

In a 2003 paper, two of the world's most noted econometricians, Mark Watson and James Stock, presented central bankers at the Jackson Hole conference in the US with research that suggested that the great moderation was largely the result of good luck. Their inability to find convincing evidence of what caused the good run of luck was in effect a prediction that the run of luck could end unexpectedly. That's precisely what happened with the present crisis.

Rather than try to understand and apply the results of research such as that just cited, we get continual criticism: the models are too mathematical; you assume rational behaviour; you don't allow for frictions; you focus too much on equilibrium; you don't allow adequately for judgment. This last criticism came from a former opposition leader who lacked the judgment to win the 1993 election.

Research economists have answers to these criticisms. One is that economics is a broad church and researchers are working on each of these areas. Another is that we have learned from hard experience that more mathematics, rather than less, is necessary if we are to allow for frictions, learning and departures from rationality.

The big cost of the criticisms is that they allow governments and their advisers to avoid the unpleasant and inconvenient truths that emerge from research and mainstream economic thought. The result is the macroeconomic policy mess that we are now in.

Take the fiscal stimulus as an example. The fundamental difficulty in forecasting the future means that when the fiscal stimulus was designed there was a high probability that the forecasts used to calibrate the size of the stimulus would fail to eventuate and thus would need to be revised.

The public was denied insight into the likely magnitude of future revisions because Treasury continued to depart from best practice and chose not to put evidence-based standard errors on its forecasts and projections. Had they provided standard errors the evident uncertainty about the forecasts would have caused many to pause and think about the wisdom of so large a stimulus.

Some have said that such standard errors don't help because the revisions can be positive or negative. Not true. William Brainard's seminal 1967 work addresses the question of whether it is optimal to fully implement a policy in the face of such uncertainty. Often the optimal approach is to only implement part of the policy and then implement the remainder of the policy if conditions warrant it. That's pretty much the principle that guides monetary policy adjustments.

We never received credible official analysis of this issue for fiscal policy. What we got instead of analysis was the slogan, "Go early. Go hard. Go households." That slogan is based onone data point, the recession of the1990s.

It reminds me of the old joke that the difference in econometric skill between the minister, secretary and deputy secretary is this: a deputy secretary can draw a regression line between two points and reach an evidence-based conclusion; the secretary can draw a regression line through one data point and reach such a conclusion; and the minister can chose the location of the data point.

What we do have a good understanding of from research is that in a small economy, open to international trade and capital flows, with a floating exchange rate, such as Australia, an important impact of a fiscal expansion is to cause an appreciation of the exchange rate, which chokes off domestic activity.

Since October 28, 2008, we have had one of the largest and most aggressive fiscal expansions in the Organisation for Economic Co-operation and Development and the Australian dollar has appreciated by 32 per cent against a trade-weighted basket of currencies and has appreciated 42 per cent against the US dollar. The effect is to make our traded goods sector less competitive.

How is it good economic policy to run up a deficit and spend the proceeds in a way that hurts our traded goods sector? How does this protect jobs?

Public policy standards are so low in Australia that my expectation is that we won't get well-researched, evidence-based answers to these questions from either the bureaucrats or the politicians. Instead we will get spin, vitriol and blame shifting.

Don Harding is professor of economics at La Trobe University.
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Shrinking safety net for jobless

September 28, 2009

Comments 5

Australia is heading down the path of becoming a society with an ever-deepening chasm between rich and poor.

THE Government's failure to boost unemployment benefits when it rolled out its pension reform program last week flags a new philosophical approach to social justice issues. It is part of a strategic response to welfare dependence that is set to transform our society. The new policy strategy is a response to the failure of the Keating experiment. In the 1980s the then Labor government revolutionised how it went about delivering social justice.

From Federation to the 1980s, governments intervened directly in the market to create social outcomes. The tools of choice were wage regulation to ensure income equality and a mixture of tariffs, industry policy and using government utilities as an employer of last resort to create full employment.

In the 1980s it was decided that these policies were causing too much collateral damage to the rest of the economy and were undermining efficiency.

The Keating experiment was to adopt a whole new approach. In this brave new world the idea was to unleash the free market and let it dictate economic outcomes. Government would then redistribute money afterwards to achieve social justice goals.

On one side of the ledger tariffs were torn down, industry policies abandoned and government utilities privatised, ending their role as employers of last resort. On the other side there was a big boost in government social spending.

The policy has had several unexpected consequences. First, the gap between rich and poor ballooned much more quickly than was predicted.

Second, the new approach of using cash hand-outs to even up the playing field created problems with welfare dependence. We now have about 18 per cent of working-aged Australians relying on a government benefit to pay the bills. The problem of welfare dependence emerged in part because the reforms wiped out a whole class of unskilled jobs. Once-important industries such as iron and steel, metal fabrication, textiles, clothing and footwear, chemicals and furniture all rapidly declined.

Low-skilled workers who lost their jobs in these industries now cycle back and forth between welfare and short-term contracts. The shortage of low-skilled jobs mean that while they do some work each year, it is not enough to survive on.

It has also become clear that the social outcomes from paying to keep people in jobs are not the same as those from paying them benefits when they are out of work.

We have learnt that when people who have been hard workers for decades lose their jobs they can rapidly lose what the gurus call ''workforce attachment''. In many cases they never work again, and nor do their children.

Policymakers have watched with dismay as the evaluations of various government programs to fix the problem of welfare dependence came to nought. Training courses for the unemployed are not a panacea. Even the labour-market shortages at the height of the boom failed to make serious inroads into long-term unemployment among unskilled workers.

It is in this light that economists have begun to tell governments that the only solution is to drive down unemployment benefits and let the minimum wage fall. The argument is that a lower minimum wage will make it more affordable for employers to take on people to do very low-skilled tasks. The lack of benefits will also act as a stick to force people into the workforce to do these jobs.

Governments have sought to avoid the political outcry of actually cutting benefits. Instead, they have failed to adjust them to keep pace with the cost of living, and to let inflation erode them over time.

The cumulative effect has been that the dole is now about $100 a week less than the single aged pension. As unemployment benefits act as a floor for the minium wage, it will also result in the minimum wage being allowed to fall over time.

We are heading down the path of becoming a society with an ever-deepening chasm between rich and poor. Welfare agencies argue we are creating a marginalised underclass. They describe how increasing proportions of their budgets are being spent on food and essentials to give to families that have jobs but are so poorly paid they still cannot put food on the table.

In a society experiencing growing social conflict with inter-group tensions, it is not clear that this approach is wise. We know economic marginalisation is a powerful source of discontent. Being locked into poorly paid, low-status work and feeling it is not in your power to improve your lot is an important driver of social unrest. This will seriously undermine the efforts being made to shore up social cohesion.

In taking this approach, Kevin Rudd is simply continuing a Howard government strategy. Nonetheless, it is unfortunate this is being done by stealth. It is one of those nation-defining policies that we should have public debates about.

Dr Lindy Edwards is a political scientist at the Australian National University.
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"Blame the Schools" is Wrong, but Effective

ITAA and AEA at it again

 2004-03-24

Both the Washington Post and Wired Magazine carry articles partly blaming the American education system and student motivation for our globalization woes. We have already debunked the "education gap" myth before. Most tech workers don't sit around all day and do science and calculus at their desk; and a good many programmers, including currently unemployed ones, were usually good students. (Contrary to appearance, programming is for the most part not related to the kind of math taught in schools.)

I have worked with Indian tech visa workers who were frankly not very bright. Yet they were here in America taking away American jobs. I am not saying all Indians are "dumb", only that there is a mix, just like American citizens. If they had some magic skills or special edge, I was unable to detect them.

If the education gap is false, then why is the myth so prevalent? Why do business groups like the ITAA and AEA keep claiming that Indians are taking our jobs because they are better educated? Mainly because most Americans will believe it and these organizations will say anything they can get away with to find cheaper and more docile workers for their constituents. Labor is the most expensive component of most modern companies.

The average American has no direct way to verify whether Indians are smarter than Americans, so they rely on cliches, urban myths, and guesses instead. The cheap-labor lobbyist organizations conveniently tap into this.

American schools typically under-perform on math and science tests on the average compared to other nations. Thus, when somebody blames our schools, there are our low national test scores to back it up. However, what this does not take into account is:

    * In many cases those whose jobs are being offshored are required to train their foreign replacements in order to receive severance and a favorable unemployment status. If we American techies are so dumb, then why bother getting training from us?

    * There is no proven strong correlation between unemployed American tech workers and their school grades.

    * Schools are out-of-touch with the real-world work-place except possibly for high-end research jobs, which provide less than 10% of all technology jobs. For the most part the skills taught in school are not the same as those used in the work-place. In fact, story problems aside, machines can do most of the math taught in school. Further, many high-school dropouts have learned computer programming on their own without any help from the formal education system and have become quite prolific in the workforce. This can happen partly because formal schooling is too slow to keep up with technical changes. [1]

    * National test scores reflect average scores. A student who has no interest in math, technology, and science is probably more likely to slack in those subjects, bringing down the average. Many nations push hard to force all students to do well in those subjects, regardless of individual future plans.

    * Lack of people and business skills is often a bigger complaint than lack of school skills among businesses hiring technology workers. I have been berated at work far more often for "diplomacy slips" than for technical gaffes. Frankly, "people skills" courses would have been more useful to me than Calculus.

    * The most successful "technologists" often succeed due to their marketing savvy, not formal education. Bill Gates was a college drop-out. His company grew so large mostly due to clever and timely marketing, not better math and science.

    * Unemployed and underemployed techies are more than willing to learn new skills if such can be identified as the reason for employment problems. However, those spreading the education gap myths rarely identify specific skills. If somebody could provide evidence that jobs are going to Indians because they know more about "fiboconic arrays and flux capacitors", then unemployed US techies could simply take some courses in fiboconic arrays and flux capacitors, and they would then in theory be employable again.

    * It is generally less expensive to give training to existing employees than to fire them and start over if lack of identifiable skills is the primary issue. However, companies are often dumping entire departments, not "just the dumb ones", when they offshore. I find it hard to believe that all ten programmers in an IT shop are dumber than each and every Indian that is replacing them.

    * Many individuals whose jobs are offshored have decades more experience than the people replacing them in India because the tech boom is fairly new to India.

    * Industry demand for Masters and PhD Computer Science degrees has been tepid. If heavy-duty education is in such short supply, then there should be a bigger demand for such.

    * In the computer industry, most of the specific skills demanded by employers are not taught in formal education, but rather must be learned via self-study or "certificate" schools. There is no evidence that Indians excel in this area. I have a bookshelf full of more than 100 technical books, and it still has not kept Indians from replacing me. They are cheaper, not smarter.

    * Many companies don't even bother looking at grades after one has about four years of experience. They just want to verify the degree title. If school performance is that important to companies, then it would make a much bigger hiring difference.

    * Recent American citizens who came from the allegedly superior Asian education systems have also seen technical job and wage losses.

    * Until recently, many Asian schools used excess repetition and rote memorization. They are now changing their approach to focus on more general problem solving instead of habit to respond the alleged "creativity gap" they perceived they had with the US. Yet, many of the recent Asian IT graduates came up under the older system. It seems the education grass is always greener on the other side of the fence.

    * Discrete math is more important than continuous math for programming and IT careers, yet many colleges have poor offerings in discrete math. If you really want to help IT students, then this is a case where we need to fix the schools, not the students.

Also note that such groups are claiming that the offshoring fears are overblown, comparing it to the Japan threat of the 1980's. I know that they are wrong about education, so they are likely wrong (or at least unreliable) in their other claims also. ITAA and AEA have no credibility. They are clever shills for businesses who want cheaper labor. Techie skills are harder to compare across nations than salaries, and thus make a better scapegoat. A secret "trick" of the tech profession is to blame the problem on something that is hard to verify.

    [1] Footnote: My observations are based on software development. Other careers and skills may have different issues than those raised here. However, it is one of the largest sectors currently under offshoring attack, so it deserves analysis. If the education accusations don't apply to computer careers, then those making such claims should add disclaimers or clarify their scope of education criticism. 

(updated 5/4/2006)
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Printed from

And why are Indians in US against outsourcing?

15 Mar, 2004, 1235 hrs IST

SMS NEWS to 58888 for latest updates

NEW DELHI: Just when you thought you had heard enough about outsourcing backlash against India, a new angle has sprung up which has been under wraps till now.

And it is as shocking as it can get. One of the most potent groups emerging in the US lobbying for a punctuation mark to outsourcing software related work – as against call centres – are none other than Indians themselves.

Most of these are low- and mid-level techies who had migrated with heavy pay cheques during the 1990s and are now finding their own brethren back home snatching their jobs.

They are primarily located in the California region but are also spread around New Jersey and Washington.

Most of these are techies of the level of programmers – those had gone there on three-year work permits and had then extended their stay through various means.

According to an account, a Mumbai-based offshore BPO unit who had been indirectly servicing the US tax collection agency, Internal Revenue Service (IRS), has had to hire these floating Indian techies at 40-50 per cent higher salaries than their Indian counterparts.

Said a company spokesperson who didn't want to be named, "With visas in short supply due to the backlash against offshoring, we have to hire them to maintain our contracts which require onshore implementation even though it means having to go through a long drawn process of training them on specific activities at much higher salaries."

There are no hard data on the number of these 'floating' techies who are available on hire. But estimates suggest the number can be anything between 1 lakh and 2.5 lakhs of such white-collared Indian migrants, who have been doing these jobs.
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Benefits of offshoring jobs exaggerated: Experts

19 Mar, 2004, 1539 hrs IST

SMS NEWS to 58888 for latest updates

Free trade theory has a growing number of detractors, and one of their traditional concerns has understandably moved to centre stage in this presidential election year

How much has the exporting of jobs to foreign nations contributed to the lack of jobs and the absence of wage growth in the current expansion at home? The standard tenets of free trade theory strongly support the case for outsourcing. Generally, as business finds cheaper ways to make products, it reduces prices to consumers. And some businesses may not survive unless they can reduce labour costs.

In general, most economists believe that the "consumer surplus" that results from lower prices far outweighs the cost of lost jobs or lower wages. In other words, there are many more winners than losers. But recent research suggests that the magnitude of this advantage has been exaggerated. Also, the plight of the losers has clearly been sorely neglected in the economic literature.

It is more than a little interesting how frequently past research understated the costs of jobs lost to free trade. A literature search published in a 2003 monograph by the economists Michael W. Klein, Scott Schuh and Robert K. Triest, called "Job Creation, Job Destruction and International Competition" (Upjohn Institute), provides a useful summary of this work.

A 1972 study by Stephen P. Magee, for example, toted up the welfare benefits of trade and set them against the costs of unemployment. The study purportedly showed that the benefits of hypothetically eliminating all trade restrictions outweighed the costs of unemployment induced by international competition by a ratio of 100 to 1. But Klein, Schuh and Triest note that Magee neglected crucial costs of job dislocation, like the likelihood of displaced workers being paid a lower wage when they got new jobs.

Authors find that in a large sample of manufacturers, 1.3 jobs per 100 were lost on balance each year from 1973 to 1993. But 10.2 jobs per 100 were destroyed, while 8.8 were created. Such a high rate of job destruction carries serious costs for workers, even when they eventually find new jobs.

There are long periods of unemployment, retraining costs and costs of searching for a job. And the new jobs usually pay less than the old ones. In the meantime, skills are lost as well. The authors estimate that if some of these costs of job dislocation were taken into account, the benefits of trade would outweigh the costs by a far smaller margin. Other economists are beginning to think about policies that efficiently compensate those who lose jobs for the costs of dislocation. Carl Davidson and Steven J. Matusz, in a monograph called "International Trade and Labour Markets" (Upjohn Institute), also argue that such policies must not sweep across industries and the labour force. They favour wage and employment subsidies over broader measures.

Such an analysis by no means tells us everything we have to know about free trade and outsourcing. Benefits of free trade are not necessarily limited to the consumer surplus. Basic tenets of free trade assume that the economy is operating at full employment - in other words, almost everyone who wants a job can find one. Not enough research has been done on the trade effects in an economy with persistent unemployment.

What is clear, however, is that the losers from free trade require more of the nation's attention. And their numbers are growing as trade and job migration expand.
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Trade Imbalance: The Weaponization of Comparative Advantage

How the theory of free trade (and outsourcing) runs counter to current so-called free trade policy and abuses the theories of comparative advantage. Outsourcing American jobs is actually eroding comparative advantage.

by Mike Mina

Click Here to Post Your Commentary

Click Here to Submit an Article

In the upcoming book "At the Abyss: An Insider's History of the Cold War," Thomas Reed, former Secretary of the Air Force, gives us a candid look at what he calls "cold-eyed economic warfare."

In a recent Washington Post article, David Hoffman shares some of the details. The year was 1982.

At the same time that the United States was trying to prevent Western Europe from importing natural gas from the Soviet Union, the Soviets were trying to steal Western technology. One item they sought was software that would run the pumps, turbines, and valves of the gas pipeline that would supply the Europeans.

Once the CIA became aware of this, President Reagan approved a plan to give the Soviets a version of that software that had been modified so as to eventually, but not immediately, produce pressures beyond pipeline tolerance.

The result, as Reed said, was "the most monumental non-nuclear explosion and fire ever seen from space." The damage done to the Soviet economy by the explosion was significant.

There were other covert technology transfers to the Soviet Union that contained malfunctions as well. In time, the Soviets realized that they had been tricked, and they had no way of knowing which of the technologies they had stolen were sound and which weren't.

Since it was ultimately the collapse of the Soviet economy that led to the collapse of the Soviet Union, it is clear that economic warfare was a contributing factor.

Lesson number one in geopolitics: Countries that are economically dependent upon other countries can get hurt. Very badly.

It could be argued that the Soviet Union had no choice but to get this software from other sources because its centrally planned economy did not (and perhaps could not) produce the innovations characteristic of a first world economy.

Perhaps, but what's our excuse? Given the way our government engineered the explosion in the Soviet Union, why would we allow ourselves to become increasingly dependent on others for, of all things, software development?

We're constantly told that offshore outsourcing results in a net gain for our economy. Secretary of State Powell was in India recently, assuring Indian leaders that the Bush administration would not try to stop the outsourcing of jobs to India, many of them in software development.

A proper response to this outsourcing, Powell said, is pressing India to lower its trade barriers.

Secretary Powell should reconsider. Perhaps the proper response is to understand how foreign-developed software can be used to help cripple economies. A previous Republican administration understood this.

Many insist that free trade has been good for America, and that in total, we gain more than we lose. But "free trade" in this context is a misnomer.

Congressman Paul (R-TX) correctly observed that "Genuine free trade would involve low tariffs and no subsidies. Export-Import Bank funding, OPIC, and trade development subsidies to our foreign competitors would never exist....

A true free trade policy would exclude the management of trade by international agencies such as the WTO and NAFTA." What we now have more closely resembles centrally planned trade on an international scale than free trade.

Even so, some insist that the current trade regime creates more winners than losers, or at least more gains than losses, even if unevenly distributed. After all, consumer goods are available more cheaply than they otherwise would be. Even the Pentagon saves tax dollars by buying what it needs more cheaply from foreign sources.

But consumer goods are one thing, and goods critical to national defense are another. Free traders would have told the Soviets not to develop the pipeline software themselves, but to buy it from the United States. Would that not still have kept them dependent upon us, and vulnerable to the deliberate introduction of product defects?

President Bush's 2002 National Security Strategy says that "the concept of free trade arose as a moral principle even before it became a pillar of economics." And yet that which we incorrectly call free trade has not only had an adverse impact on American workers, but on national security as well.

Some of the technologies needed for the M-1, F-16, F-18, the F-117 Stealth fighter and the Tomahawk cruise missile are only available from foreign sources. During the 2002 West Coast dock strike, Tomahawk missile components sat in their containers, unloaded and unavailable to the military. Even basics such as hard drives and flat computer panels are not manufactured in America.

During Operation Iraqi Freedom, the Swiss government, objecting to the war in Iraq, stopped a shipment of smart bomb components to the United States. They also stopped a shipment of about twenty five thousand grenades to the British army. Luckily, an American manufacturer was able to supply the necessary components for our smart bombs.

As a result of ill-considered trade policies, the United States and Britain became dependent upon Swiss manufacturers for military materiel. Depending too heavily upon foreign powers for critical goods or services when there is no alternative is risky, as the former Soviet Union learned. Depending too heavily upon foreign powers for critical goods or services to save a buck is folly.

Free trade dogma is based upon the principle of comparative advantage.

The term was coined by the economist David Ricardo. Generally speaking, the idea behind comparative advantage is that two countries will gain more from trade if each specializes.

For example, if Country A makes Product 1 just as effectively as Country B does, but makes Product 2 twice as effectively as Country B does, it makes sense for Country A to put more effort into developing Product 2, and sell that product in order to earn enough to buy Product 1 from Country B. Even if Country A is better at making both products than Country B is, both countries can gain through trade when each produces according to its comparative advantage.

Comparative advantage does enable gains resulting from specialization in trade, but what if the parties involved do not trade? The Aztecs and Incas had comparative advantage in the mining of precious metals vis a vis the Spanish, who had comparative advantage in the production of weaponry. The result was not trade, it was conquest.

The problem with our current trade discourse is that it is dominated by economists. We have heard that war is too important to be left to the generals. Perhaps in some cases, economics is too important to be left to the economists. Even Adam Smith, the father of capitalism, believed in protecting defense-related industries. These days, that includes software development and more.

As production and innovation leave America, we will become more dependent upon foreign countries for both. The problem goes beyond the loss of jobs, and may actually lead to the loss of capabilities. We've lost jobs in agriculture, but we can still grow our own food. We've lost jobs in steelworking, but we can still make our own steel. But when we lose the ability to produce our own weapons systems, and when we jeopardize our ability to innovate, then we endanger our future. We must work against these trends.

Yes, that would be a violation of free market economics in the purest sense, but so is preventing the sale of nuclear weapons to the highest bidder. When we learned how to produce nuclear weapons, we did not sell them, we kept them and became a superpower. And when the Soviet Union started to produce nuclear weapons, it kept them and became a superpower as well.

It should surprise no one that when trade and investment decisions are divorced from national security objectives, we will occasionally witness trade and investment decisions in disharmony with national security objectives. What does surprise is the unwillingness of successive presidential administrations to rectify the problem.

David Ricardo was a brilliant economist, but he could not have known that many years after his death in 1823, Lenin would observe that capitalists would sell the rope with which their enemies would hang them. And today, we realize that they would also offer to relocate the rope-making facility.

India is not our enemy, but neither is Switzerland. This is another lesson learned: We should not expect only our enemies to use their economic leverage against us, even neutral countries upon whom we depend may try to degrade our military capabilities if they disagree with the policies of our government.

The next time you hear so-called experts discussing trade, you should hope against hope that there is a defense analyst or a historian among them. Self-sufficiency in critical industries is the sine qua non of true independence. At one time, Americans knew this. When foreign powers cut off our access to commodities upon which we have chosen to become dependent, we will remember.

Michael Mina is the Interim President of the Ohio Republican Assembly. He formerly served as the Vice Chair of the Public Relations Committee of the Reform Party. He has won several awards for his science fiction and horror stories, and has been published in a variety of magazines.
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Offshorers Caught With Their Imports Down

Tall Tale by Outsourcing Proponents Backfires

 2004-03-20

An article called Off-shoring Common Sense by Alan Tonelson caught pro-offshorers in an embarrassing situation that illustrates how deep the problem has grown. Excerpt:

    Desperate to convince readers that sending [service] jobs to India "isn’t just taking American jobs, it’s also making them," Friedman uncritically cites an Indian businessman’s observation that many of the products used by his call center company are American: Compaq computers, Microsoft software, Lucent phones, Carrier air conditioners, Coca Cola-brand bottled water.

    Maybe it was the jet-lag, but how could Friedman forget that all these products are increasingly and often overwhelmingly produced outside the United States? More important, how could he overlook the undeniable reality that, had the call center stayed in the United States, its operations would have used the same products? The call center wasn’t generating demand for these goods because it’s located in India. It’s generating demand because it’s a call center, wherever located. [Emphasis added] 

This highlights the double whammy on our economy: both the service sector jobs and manufacturing jobs have been siphoned off. I wonder if they are now going to claim that slapping American company brand-names on products replaces all the lost jobs. Oh, I forgot, we are all going to be retrained for marketing jobs where we design the logos to be slapped on products made in Asia. Even American flags are made in China these days.

--------

http://www.gonewiththeworld.com/lonemsg.php?msgid=51

Economist Magazine Spouts Common Fallacies

Debunking a series of "Offshoring is Wonderful" articles

 2004-11-13

Economist magazine has a series of articles on offshoring. Economist magazine is a right-leaning pro-offshoring British political magazine that repeats false or misleading mantra common among pro-offshoring publications.

The first falsehood is the commonly-found theme surrounding a field known as software engineering. Statistics show a decline in computer programming jobs, but an increase in "software engineering". This leads the naive to often conclude that programmers simply need to be retrained to be software engineers, and information technology job losses will end. This is the kind of thing that happens when you do your thinking using paper statistics alone without understanding the actual field or context of the statistics. (I used to be a software expert by trade, so I know the field.)

As explained multiple times at this website, the reason that software engineering is more immune to offshoring compared to programming is because it is usually much more social in nature than programming. The social aspect of it is really what distinguishes it from programming. It is not a technical difference. (One should note, though, that IT industry job titles are not always used consistently in practice.)

The problem is that it is difficult to teach social skills effectively. If there is a proper way to teach it in a formal way, it has not been discovered yet. Social skills have to be almost instinctive to apply correctly. One usually cannot pause to calculate "social math" in their head when a customer asks a question or shows a desire to schmooze. You get social and schmoozing skills best by doing what George W. Bush did in college: goof off and party all night, not by cracking the books or taking night courses. But the partiers were usually not the kind of people who went into computers.

The next big fallacy from the Economist is actually related to the first. Here is an Economist quote based on a study commonly used by pro-offshorists:

    "McKinsey calculates that for every dollar American firms spend on service work from India, the American economy receives $1.14 in return. This calculation depends in large part on the ability of America's economy to create new jobs for displaced workers. America's labour market is a miracle of flexibility: it creates and destroys nearly 30m jobs a year." [emph. added] 

I will give Economist magazine credit for one thing: the caveat marked in bold above is often omitted in other publications. However, the magazine seems to dismiss that issue, talking about the "Great American Jobs Machine" instead. It is true that America's labor markets are quite flexible compared to most other nations. However, there are winners and losers in such churn. It is rarely beneficial for every party.

That $1.14 result falsely assumes that those displaced by globalism will find higher paying jobs than those lost. Studies of jobs loss in industries already hit heavily by globalism, such as manufacturing, suggest that this is a bad assumption. The opportunities for displaced workers fell in the linked study.

There may be benefits for some in such offshoring, such as lower average prices for goods and services, but these benefits probably do not offset the loss of wages for those whose careers were targeted by offshoring. For the education level of the workers, factory work used to pay relatively well in the 1950's. In fact, it still does IF you can get such a job in a unionized factory. Now most work with a similar education level, such as retail clerk, pays poorly. Yes, the "American Jobs Machine" did indeed create more retail jobs for ex-factory workers to fill. However, they are not better off. The most we can say is that the American Jobs Machine gave them a consolation prize: a lower-paying job.

Similarly, computer programming used to pay about $60,000 a year. Colleagues of mine who decided it was time to bail out of the profession rather than wait for the elusive "recovery" are instead finding jobs that pay roughly around $40,000. Some technology jobs in faddish specialties still pay well, but they are harder to find, especially for older workers, who are often shunned in technology fields because of the stereotype among employers that they cannot learn new technologies as fast. Having Wal-Mart trinkets be 1% cheaper is not going comfort somebody who took a 33% pay cut.

The Economist implies the shift benefits everyone. This is false. For some of us it is a huge life-changing upheaval. Offshoring hurt those in manufacturing and is hurting those in information technology. I have been through it. The writers at Economist have not. Free-traders seem to assume that it is moral to cut off a leg of one-in-ten people as long as you give all ten a $100 bill. Is this the new Red-State "Jesus Math"?

--------

http://www.gonewiththeworld.com/lonemsg.php?msgid=36

Offshoring Military Strength

Leaking strategic hands-on know-how

 2004-05-08

On our main page we described how a sudden disruption or stoppage of trade between countries can cause perilous shortages of key products or services during military or physical threats.

But there is a slower-moving but similar kind of danger. Some countries don't care that much about lower costs for consumers. They may encourage or subsidize economic specialties that give them a strategic military edge. If a country has more manufacturing knowledge, then it will also develop more hands-on engineering knowledge, which leads to more research on hardware, which provides more hands-on military know-how.

Those countries with post-industrial specialties, or perhaps we should call them post-hands-on specialties, are or will be at a disadvantage. A military needs some degree of hands-on hardware manufacturing and design ability, especially if supply channels are blocked during a war.

Sure, a local industry can be kept alive for building and managing military hardware and software, but countries who also have non-military manufacturing know-how will have not only a bigger supply of such experts, but more cross-pollination from the civilian sector to the military sector. Much of the technology used in military equipment originated from the commercial sector.

Sure, free trade may make for cheaper goods and services during peace-time, but during war-time the more you depend on other countries, the more risk you are taking on. Some countries may not care if their consumer goods and services are more expensive because they want to keep manufacturing and other hands-on specialties in their own country for military reasons. Remember that many of our potential enemies are not democracies. Their government may not care that much about cheaper consumer prices. If shampoo grew too expensive, it will not result in them getting voted out of office. They would rather have faster jet fighters than bigger Walmarts.

It is going to be tough to remain a strong military power when the system encourages citizens away from hand-on and hardware-oriented occupations (because the wages and demand are driven down by offshoring). An army run by financiers, landscape architects, lawyers, and toothpaste marketers is not very scary. Optimizing an economy for inexpensive consumer goods and optimizing it for handling outside dangers and threats are not necessarily the same thing.

--------

http://mises.org/story/3714

...Rothbard points out that Marx's theory of wage determination really applies not to capitalism but to slavery.

    Oddly, neither Marx nor his critics ever realized that there is one place in the economy where the Marxist theory of exploitation and surplus value does apply: not to the capitalist-worker relation in the market, but to the relation of master and slave under slavery. Since the masters own the slaves, they indeed only pay them their subsistence wage: enough to live on and reproduce, while the masters pocket the surplus of the slaves' marginal product over their cost of subsistence. (p. 393)

--------

http://en.wikipedia.org/wiki/Cotton#History

Fisher, F.B., 1932 That Strange Little Brown Man Gandhi, New York: Ray Long & Richard Smith, Inc.

During this time cotton cultivation in the British Empire, especially India, greatly increased to replace the lost production of the American South. Through tariffs and other restrictions the British government discouraged the production of cotton cloth in India; rather the raw fiber was sent to England for processing. The Indian patriot Mahatma Gandhi described the process:

   1. English people buy Indian cotton in the field, picked by Indian labor at seven cents a day, through an optional monopoly.

   2. This cotton is shipped on British ships, a three-week journey across the Indian Ocean, down the Red Sea, across the Mediterranean, through Gibraltar, across the Bay of Biscay and the Atlantic Ocean to London. One hundred per cent profit on this freight is regarded as small.

   3. The cotton is turned into cloth in Lancashire. You pay shilling wages instead of Indian pennies to your workers. The English worker not only has the advantage of better wages, but the steel companies of England get the profit of building the factories and machines. Wages; profits; all these are spent in England.

   4. The finished product is sent back to India at European shipping rates, once again on British ships. The captains, officers, sailors of these ships, whose wages must be paid, are English. The only Indians who profit are a few lascars who do the dirty work on the boats for a few cents a day.

   5. The cloth is finally sold back to the kings and landlords of India who got the money to buy this expensive cloth out of the poor peasants of India who worked at seven cents a day. (Fisher 1932 pp 154–156)

--------

http://en.wikipedia.org/wiki/Price_revolution

Price revolution

Used generally to describe a series of economic events from the second half of the 15th century to the first half of the 17th, the price revolution refers most specifically to the high rate of inflation that characterized the period across Western Europe, with prices on average rising perhaps sixfold over 150 years.

It was once thought that this high inflation was caused by the large influx of gold and silver from the Spanish treasure fleet from the New World, especially the silver of Peru which began to be mined in large quantities from 1545. According to this theory, there was simply too much money for the amount of available goods.

The start of the price rises actually predated the large-scale influx of bullion from across the Atlantic, reflecting in part a quintupling of silver production in central Europe in 1460-1530: though this output fell by two-thirds by the 1610s, it was significant in fueling the early stages of inflation that were causing an undermining price regime in place since the previous upsurge in silver production in 1170-1320.

Demographic factors also contributed to upward pressure on prices, with the revival (from around the third quarter of the 15th century) of European population growth after the century of depopulation and demographic stagnation that had followed the Black Death. The price of food rose sharply during epidemic years, then began to fall very rapidly as there were fewer mouths to feed. At the same time prices of manufactured goods tended to rise because of dislocation of supply. Later on, increased population placed greater demands on an agricultural area that had contracted significantly after the 1340s, or had been converted from arable to less intensive livestock production.

The increase in the proportion of Europe's population living in towns, though slight (in the region of one percentage point a century) until the 19th century, coupled with economic diversification, meant that there were more people to feed, but proportionately slightly fewer producers of staple foods. Urbanization also contributed to increased trade between Europe's regions, which made prices more responsive to distant changes in demand, and provided a channel for the flow of silver from Spain through western and then central Europe.

Increased trade and availability of manufactured and luxury goods, especially in the 16th century, had also encouraged many landowners to convert their tenants' payments from produce to cash. Initially, this had helped the wealthy to accumulate more of the trappings of wealth, but as prices rose, those landlords who received payment in cash found themselves in financial straits. They often took extreme measures to combat the problem - measures that would add to social unrest and ultimately to a worsened financial position for themselves and their tenants.

In England, for example, many lands held as common lands (pastures, fields, etc.) were enclosed so that only the landlord could graze his animals. This forced his former tenants either to pay increased rents, which was close to impossible, or to leave their own farms. An increase in vagrancy meant more brigandage, a movement to the towns in search of employment and, where no employment could be found, an increase in urban poverty and crime.

The inflation of c.1470-1620 eventually petered out with the end of the initial rush of New World bullion, though prices remained around or slightly below the levels of the first half of the 17th century until the onset of new inflationary pressures in the latter decades of the 18th century.

--------

http://www.j-bradford-delong.net/movable_type/2003_archives/001372.html

"...yet we managed to hit 4% unemployment recently and brought our economy to the point of overheating..." - those are two different things, and the first one does rather depend on definitions.

"If the Chinese are willing to work for almost nothing and take our overpriced IOUs in exchange then it is really their problem and not ours." Wrong - it leaves out a third possibility, which in many ways is what is really happening. A lot of those IOUs get passed, literally passing the buck, and end up (among other things) buying up productive resources in yet other countries like Australia. So it isn't your problem (correct so far, at least while the good times roll), but it isn't their problem either (at least not 100%) - it is OURS.

Oh, and nobody buys Samsung monitors at great prices unless they happen to have the resources to buy them with; better quantity and quality at lower prices is not a refutation of the difficulty that is causing concern. Which is the significance of whether or not local jobs are leaking out; it remains a meaningful question. (Yes, I know the standard answer, that people get the newer better roles that are opening up. The point is, you can't leave that step out of the argument and you must be prepared to defend that too.)

Posted by: P.M.Lawrence on May 1, 2003 09:14 PM

--------

http://www.time.com/time/printout/0,8816,1861145,00.html

Sunday, Nov. 23, 2008

The Breadbasket of South Korea: Madagascar

By Vivienne Walt

Tenant farming was popular in rural America until the Dust Bowl years of the Depression, but the practice is making a comeback on an epic scale in much of Africa. This time, however, the "tenants" are not simply family farmers down on their luck and willing to work land they don't own; they're major international corporations and governments looking to compensate for shortages of arable land in their own countries by setting up massive industrial farms abroad. South Korea's Daewoo Logistics this week announced that it had negotiated a 99-year lease on some 3.2 million acres of farmland on the dirt-poor tropical island of Madagascar, off southern Africa's Indian Ocean coast. That's nearly half of Madagascar's arable land, according to the U.N.'s Food and Agriculture Organization (FAO), and Daewoo plans to put about three quarters of it under corn. The remainder will be used to produce palm oil — a key commodity for the global biofuels market.

A Daewoo manager, Hong Jong-wan, told the Financial Times that the crops would "ensure our food security" and would use "totally undeveloped land which had been left untouched." Land is scarce and expensive in South Korea, making it the world's third-largest importer of corn. Daewoo says the Madagascar land will be leased for about $12 an acre, which is a fraction of the cost of farmland in the corporation's home country. (See pictures of the world's harvests.)

Not everyone is convinced that Daewoo's move is the most effective way of promoting food security. Riots have shaken dozens of countries across the world over the past year as poor people have found themselves unable to pay the rocketing prices for staples such as rice, corn and sugar. The U.N.'s World Food Programme (WFP) runs school-feeding schemes for children in Madagascar, where about 70% of the country's 20 million people live below the poverty line. The island's residents also rely on WFP emergency-food-relief programs because of the frequency with which they are struck by cyclones and droughts. Given those hardships, the prospect of a corporate giant growing hundreds of tons of food to be consumed by people and animals in Korea raises "ethical concerns," says David Hallam, head of the FAO'S Trade Policy Service in Rome. "If we have another world food crisis, and you have a poor country where food is produced by foreign investors and then repatriated, that is ethically and political tricky," Hallam warns.

Those ethical quandaries have not prompted restraint on the part of other outside investors moving into Africa to exploit its agricultural potential. Several European companies have leased land during the past two years to grow crops for food and biofuels (though on a far smaller scale than Daewoo's plans in Madagascar), including the British company Sun Biofuels, which is planting biofuel crops in Ethiopia, Mozambique and Tanzania. (See pictures of Ethiopia's harvest of hunger.)

Africa's fertile soil certainly appeals to the countries of the oil-rich Persian Gulf, whose vast deserts force them to import most of their food. "The gulf states have an incredible surplus to invest, and now that the old economies are facing recession, they are looking at Africa," says Marie Bos, an analyst at the Gulf Research Center in Dubai. Although such wealthy countries as South Korea and the gulf states are easily able to pay for food imports, this turmoil on global food markets may have increased the incentive for food-importing countries to secure their own sources of supply.

"[Food-importing countries] have lost trust in trade because of the price crisis this year," says Joachim von Braun, director of the International Policy Food Research Institute in Washington.

For African governments, the incentive to sign deals like the one between Madagascar and Daewoo is equally clear. Millions of African farmers lack money for fertilizer, basic tools, fuel and transport infrastructure to efficiently grow crops and get them to market. While international organizations have plowed billions into health and education, agriculture in Africa has lagged badly, hugely exacerbating the food crisis of the past year. "These governments are desperate to get capital into agriculture," says von Braun, who believes the drive by giant companies to lock up land deals could benefit poor African countries whose governments negotiate wisely. Although Daewoo plans to export the yield of the land it is leasing in Madagascar, it plans to invest about $6 billion over the next 20 years to build the port facilities, roads, power-plants and irrigation systems necessary to support its agribusiness there, and that will create thousands of jobs for Madagascar's unemployed. And jobs will help the people of Madagascar earn money to buy their own food — even if it is imported.

http://www.telegraph.co.uk/earth/agriculture/3487668/South-Korean-company-takes-over-part-of-Madagascar-to-grow-biofuels.html

South Korean company takes over part of Madagascar to grow biofuels

The African island state of Madagascar has agreed to allow a South Korean company to take over huge tracts of its territory for farmland in a deal showing the worldwide scramble for resources across the continent.

By Richard Spencer in Beijing

Published: 6:20AM GMT 20 Nov 2008

Daewoo Logistics is taking a 99-year lease on 3.2 million acres of land, half the size of Belgium, to grow maize and biofuels, building its own roads and other infrastructure to service the new farms that will be created on currently undeveloped open space.

The amount is almost half the currently farmed land in the country.

The deal is a sign of the concern of many countries, particularly the intensely populated nations of the far east, about ensuring the safety and reliability of food and other supplies in an increasingly competitive world.

Chinese companies have signed similar deals across a number of African nations in recent years, even sending its own workforce to join local residents in working their new estates.

The Madagascar deal is striking by its size and, according to some reports, its financing. Daewoo Logistics, one of a new breed of Korean companies born from the break-up of its traditional, huge conglomerates after the Asian financial crisis, says it may have to pay nothing for the land.

What the four Madagascar regional governments with which it has negotiated stand to gain are jobs, roads and experience of advanced agricultural techniques.

Shin Dong Hyun, the Daewoo manager in charge of the project, said it was hoping to form a consortium with a Korean animal feed company and Chinese firms to run the project.

It was hoping eventually to grow 5 million metric tons of maize a year and 500,000 tons of palm oil, a major form of biofuel. It will use local labour and some expertise from South Africa.

South Korea is one of the most densely populated nations on earth, with 49 million people squeezed on to space the size of Scotland and Wales. Its shortage of arable land makes it the world's third largest importer of maize.

The company is working within a government-set ambition of increasing the amount of grain it produces either at home or through its own ventures abroad to half its supplies, from just over a quarter at present.

"We plan to improve productivity to produce 10 metric tons of maize per hectare but it will take quite a long time to reach that level," Mr Shin said.

http://globalvoicesonline.org/2008/11/23/madagascar-south-korean-land-deal-sparks-controversy/print
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Madagascar: South Korean Land Deal Sparks Controversy

Posted By Lova Rakotomalala On 2008-11-23 @ 12:57 pm In Agriculture, Breaking News, Development, East Asia, Economics, English, Feature, French, International Relations, Madagascar, Malagasy, South Korea, Sub-Saharan Africa, TOPICS, WORLD, Weblog, press | 26 Comments

South Korea has just leased half of all the arable land in Madagascar according to the Financial Times. This has stirred quite a debate in the Malagasy blogosphere about land sovereignty and economic development. It is still unclear whether the land deal has actually been signed by both parties. Meanwhile, bloggers are arguing whether this sort of deal should be considered “neo-colonialism [1]”.

Here is an overview of what is know so far.

On November 19, the Financial Times reported on the deal [2] between South Korean company Daewoo Logistics [3] and the Malagasy government.

On the Global Dashboard blog, Alex Evans summarizes the findings [4]:

    South Korea has just struck a 99 year deal with Madagascar to lease an area half the size of Belgium to grow palm oil and no less than half of South Korea’s corn demands [..] Carl Atkins, of consultants Bidwells Agribusiness, said Daewoo Logistics' investment in Madagascar was the largest it had seen. “The project does not surprise me, as countries are looking to improve food security but its size it does surprise me.”

A few hours later, a follow-up article [5] in the Financial Times added that Daewoo Logistics would not have to pay fees for the lease, but would instead provide the means to allow exploitation and development of the land.

Alex Evans, quoting from the second article, says it's even worse news than he thought [6]:

    A few hours later, a truly astonishing new angle on the story emerged. Guess how much South Korea had paid for its 99 year lease? Answer: Zip. Zero. Nada. Not a cent. The sum total of the benefits for Madagascar, according to a Daewoo spokesman? “We will provide jobs for them by farming it, which is good for Madagascar.” This in a country where 3.5% of people are on WFP food aid…

    The benefits for South Korea, on the other hand:

    “We want to plant corn there to ensure our food security. Food can be a weapon in this world,” said Hong Jong-wan, a manager at Daewoo. “We can either export the harvests to other countries or ship them back to Korea in case of a food crisis.”

Photo by Foko-Madagascar [7]

The Malagasy government has yet to release an official statement on the issue. Reuters reports [8] that the deal is far from being finalized. Daewoo Logistics, however, has issued several statements that contest the veracity of the articles.

Robert Koelher, blogging from Seoul at The Marmot’s Hole, explains the points of contentions from the South Korean company [9]:

    In another report [10], the Maeil Gyeongje said experts believe the FT report, with its provocative talk of “neo-colonialism” and “pirates,” was intended as a warning against an increased Asian presence in Africa, long considered Europe’s backyard. The piece did include a quote from a Daewoo Logistics official, however, who said Madagascar was quite sensitive about this issue because when China invests, it only goes after its own profits [..]

    The JoongAng Ilbo, meanwhile, released an editorial blasting the FT [11], asking why the paper was turning a blind eye to British Jatropha farms in Madagascar (used for biodiesel fuel) and French plantations on the island while going after a Korean company only. And besides, the land Daewoo is acquiring is undeveloped, the new farms will provide employment, and the Madagascar government will be taking a 30% cut of the farm profits in taxes.”

Reactions to news of the land deal were heated and diverse in the Malagasy blogosphere:

The Malagasy diaspora website Sobika [12] reported on the deal [13] (Fr) moments after the Financial Times and asked their readers to react. Over 100 comments were posted on the articles within a few days. In a follow-up article [14], Sokiba speculates that the outrage expressed on the internet has led the company deny the conditions of the deal [Fr].

The outrage is far from being unanimous though. Some bloggers feel that the land deal could benefit Madagascar by increasing productivity on parts of the land. Aiky on the community blog Malagasy Miray adds [15] [Mg]:

    Ny tombontsoa indray kosa raha jerena amin’ny saina tsy miangatra dia :

    - ny fanomezana asa ireo tantsaha eny ambanivohitra ka miteraka fidiram-bola maharitra ho azy ireo izany.

    - ny fanajariana ireo tany izay tsy noeritreretina fa afaka ambolena na ihany koa tany ngazana ka rahatrizay vita ny fifanarahana izany hoe afaka zato taona dia mba ho moramora ho an’ireo taranaka fara aman-dimby ny hampiasa sy hamboly azy (raha tsy lasa fanan’olom-bitsy indray avy eo)

    - raha misy fidiram-bola maharitra ireo tantsaha dia mety ho hita ihany koa ny fiatraikan’izany ka mahasoa ho an’ny manodidina na “effet d’entraînement”. […]

    -Asa na tafiditra ao anaty fifanarahana fa mety hihatsara ihany koa ireo lalana sy tambanjotra misy any amin’ireo faritra.

    - afaka mifehy ny fiakarana an-tanandehibe ny mpitondra raha misy asa eny ambanivohitra (maîtrise de l’exode rural)

The advantages as seen from a less emotional perspective:

- The new employment prospects for the farmers which in turn would lead to additional source of revenues.

- The exploitation of lands that were thought to be of little value and that could be still exploited after the lease.

- the chain reaction from such increase in revenues [..]

- the potential improvement in the status of the national roads and other facilities in that part of the country.

- A possible incentive to stop the exodus from the rural areas

On The Cyber Observer, a lawyer and blogger in Antananarivo, Andrydago, had the the amazing foresight [16] to raise the legal issue of the sovereignty of land and foreign investment in October, a full month before this controversy. It is striking that the laws that make this lease permissible were amended earlier this year:

    Recently, the new Malagasy investment law: act 2007-036 of January 14th, 2008, has brought a very key change concerning the possibility for foreigners to own their land in Madagascar. This law provided that foreign companies or foreign investors (individuals who have been granted with investor visa), can buy Malagasy land under the following conditions:

    1. the land has to be used exclusively for professional exploitation. Any personal use and exploitation which is different from the nature of exploitation he “promised” to the Malagasy governement, are forbidden. If there is a breach of such condition, the governement can legally withdraw its title of land ownership;

    2. the foreign company or investor has to submit its business plan (investment planning in Madagascar) to a public body named EDBM (Economic Development Board Madagascar). Such plan has to describe and detail its intended business and its pertaining investment in Madagascar;

    3. the foreign company or investor has to apply for a formal approval named “authorization for land acquisition” before the EDBM in order to be allowed to purchase legally a Malagasy land. Such authorization if granted, gives to the foreign company or investor the same rights as for a Malagasy entity to purchase and to own land in Madagascar. 
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South Korea leases half of Madagascar’s arable land

November 19, 2008 | by Alex Evans | More on Africa, Climate and resource scarcity, Economics and development | 2 comments

Blimey.  I’ve written here before about the growing importance of security of supply concerns in agricultural trade, and the fact that some countries - notably China - are seeking to forge long term purchase agreements with third countries, or indeed to lease or buy land outright.

But the news that South Korea has just struck a 99 year deal with Madagascar to lease an area half the size of Belgium to grow palm oil and no less than half of South Korea’s corn demands, is arresting nonetheless.  As Carl Atkin, one of the authors of the Bidwells report on competition for land at the start of the year, comments in the FT: “The project does not surprise me, as countries are looking to improve food security, but its size – it does surprise me.”

As with previous projects along the same lines, the big question is whether developing countries (and particularly their poor people) will really benefit from such projects.  After initially making very enthusiastic noises about the potential for such projects to bring vital investment to bear, the World Bank and the FAO are now sounding a notably more cautious note about who benefits from them, as Javier Blas’s excellent in-depth piece on the trend a few months back noted.

In the case of South Korea’s project, it looks as though benefits for the poor may be very limited indeed: although fully half of Madagascar’s arable land is to be leased, the labour is to be shipped in from South Africa.

Update: unbelievably, it turns out that South Korea acquired the lease for free - see this later post for more.
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   1. Tom Grey on November 19th, 2008 at 6:00 pm:

      This seems a better response than Japan’s neo-protectionism (from their nice little animation) ‘buy Japanese’ traditional rice & fish.

      typo?>it looks as though benefits from the poor may be very limited indeed:

      It looks rather that the benefits TO the poor will go more to poor (er?) S. Africans than to the poor from Madagascar.

      I’m wondering if this has anything to do with English?

   2. Bob Walker on November 21st, 2008 at 8:23 pm:

      ……I think that the arrangement made by S. Korea to lease half of Madagascar’s arable land is one of the greatest strategic globalization moves in recent history.

      I know[ via ex pats] control stretches of land in S.E. Asia for agracultural purposes BUT NOTHING AS TRANSPARENT AS THIS.

      I fully expect that,in time, China will ‘ colonise’ large areas of land in Russia,east of the Urals……but this move by DSK is breathtaking and no doubt the start of a global ‘ Oklahoma land rush]

      This land transaction can only benefit mankind,break crop cartels and open the world to mankind.

      Bob

http://www.globaldashboard.org/2008/11/20/madagascar-worse-than-thought

South Korea’s Madagascar land lease: it gets worse - much worse

November 20, 2008 | by Alex Evans | More on Africa, Climate and resource scarcity, Economics and development | 4 comments

Yesterday I did a post linking to a piece by Javier Blas in the FT, who had learned that Madagascar had agreed to lease half of its arable land - an area half the size of Belgium - to Daewoo, the South Korean conglomerate, for palm oil and corn production.

A few hours later, a truly astonishing new angle on the story emerged.  Guess how much South Korea had paid for its 99 year lease? Answer: Zip. Zero. Nada. Not a cent. The sum total of the benefts for Madagascar, according to a Daewoo spokesman? “We will provide jobs for them by farming it, which is good for Madagascar.” This in a country where 3.5% of people are on WFP food aid…

The benefits for South Korea, on the other hand:

    “We want to plant corn there to ensure our food security. Food can be a weapon in this world,” said Hong Jong-wan, a manager at Daewoo. “We can either export the harvests to other countries or ship them back to Korea in case of a food crisis.”

Read the full piece from this morning’s paper here, plus an additional background brief from Javier Blas here.  But if you really want a sense of the dimensions of this story, check out the language in the FT’s leader article (entitled “Food security deal should not stand”):

    Pirates are not the only source of concern off the African coast. The deal South Korea’s Daewoo Logistics is negotiating with the Madagascan government looks rapacious … Any agreement must ultimately be in the interest of the local population. The Madagascan case looks positively neo-colonial.

What’s more, as the leader rightly observes, it’s not even as though South Korea could really rely on the deal in conditions of a massive price spike: Madagascar would have every incentive to nationalise the investment in conditions of acute crisis. But for now, the early losers look to be small farmers and the climate:

    The Madagascan state may officially own the land in question, but small-scale farmers who have worked it for generations stand to lose their livelihoods. Much of the land, moreover, is currently forest. This potentially valuable resource in the fight against climate change would be destroyed for good.
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   1. Mark Weston on November 20th, 2008 at 4:13 pm:

      One wonders why on earth the government of Madagascar would agree to such a deal, especially if most of the workers are going to be shipped in from South Africa. If significant bribes were involved, as seems highly likely, it would call into question Madagascar’s reputation as one of the cleanest countries in Africa (see both Transparency International and the Ibrahim Index of African Governance).

   2. Jeremy on November 22nd, 2008 at 6:38 pm:

      As someone who grew up in a very corrupt Madagascar and has been very supportive of Marc Ravalomanana’s reforming government, this is very disappointing. There has to be serious corruption involved to let this go through. I’m just hoping an international outcry puts a stop to it. But then it’s Madagascar, and the world doesn’t tend to notice it very often.

   3. TTR on November 25th, 2008 at 12:29 am:

      Not trying to justify this massive robbery but here is what is written on TIMES

      http://www.time.com/time/printout/0,8816,1861145,00.html

      “Daewoo says the Madagascar land will be leased for about $12 an acre, which is a fraction of the cost of farmland in the corporation’s home country”

   4. GRAIN on November 26th, 2008 at 12:17 am:

      Hi. If you’re interested, we issued a critical report on this trend last month, with data on over 100 cases around the world. It’s online at http://www.grain.org/briefings/?id=212. Regards.

http://www.ft.com/cms/s/b0099666-b6a4-11dd-89dd-0000779fd18c,dwp_uuid=ebe33f66-57aa-11dc-8c65-0000779fd2ac,print=yes.html
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Daewoo to pay nothing for vast land acquisition

By Song Jung-a and Christian Oliver in Seoul and Tom,Burgis in Johannesburg

Published: November 20 2008 02:00 | Last updated: November 20 2008 02:00

Daewoo Logistics of South Korea said it expected to pay nothing to farm maize and palm oil in an area of Madagascar half the size of Belgium, increasing concerns about the largest farmland investment of this kind.

The Indian Ocean island will simply gain employment opportunities from Daewoo's 99-year lease of 1.3m hectares, officials at the company said. They emphasised that the aim of the investment was to boost Seoul's food security.

"We want to plant corn there to ensure our food security. Food can be a weapon in this world," said Hong Jong-wan, a manager at Daewoo. "We can either export the harvests to other countries or ship them back to Korea in case of a food crisis."

Daewoo said it had agreed with Madagascar's government that it could cultivate 1.3m hectares of farmland for free when it signed a memorandum of understanding in May. When the company signed the contract in July, it agreed to discuss costs with Madagascar. But Daewoo now believes it will have to pay nothing.

"It is totally undeveloped land which has been left untouched. And we will provide jobs for them by farming it, which is good for Madagascar," said Mr Hong. The 1.3m hectares of leased land is more than half the African country's current arable land of 2.5m hectares.

But Madagascar could also benefit from Daewoo's in-vest-ment in roads, irrigation and grain storage facilities.

However, a European diplomat in southern Africa said: "We suspect there will be very limited direct benefits [for Madagascar]. Extractive projects have very little spill-over to a broader industrialisation."

Asian nations havebeen looking more often in the past five years or so to Africa to meet their resource needs. China has been particularly aggressive in building up stakes in oilfields and mines on the continent, sometimes facing accusations of neocolonialism.

But now the countries are moving from minerals and oil into food. Roelof Horne, who manages Investec Asset Management's Africa fund, said he expected to see more farmland investments on the continent. "Africa has most of the underutilised fertile land in the world," he said, though he cautioned that "land is always an emotive thing".

Apart from Daewoo, an increasing number of South Korean companies are venturing into Madagascar, investing in projects from nickel mines to power plants.

State-run Korea Resources recently signed a preliminary agreement with Madagascar to expand collaboration on resources development including mining projects for other metals.

Daewoo plans to start maize production on 2,000 hectares from next year and gradually expand it to other parts of the leased land. The company plans to plant maize on 1m hectares in the western part of Madagascar and oil palm trees on 300,000 hectares in the east.

The company plans to ship the bulk of the harvests back to South Korea and export some supplies to other countries. It is unclear if any of the production will remain in Madagascar, an impoverished nation where the World Food Programme provides food relief to about 600,000 people - about 3.5 per cent of the population.

The WFP, the UN agency in charge of emergency food relief, said more than 70 per cent of Madagascar's population lives below the poverty line. "Some 50 per cent of children under three years of age suffer retarded growth due to a chronically inadequate diet," it said.

The pursuit of foreign farm investments follows this year's food crisis, which saw record prices for commodities such as wheat and rice, and food riots in countries from Egypt to Haiti. Prices for agricultural commodities have tumbled by about half from such levels but nations are concerned about long-term supplies.

Daewoo said it chose Madagascar because it is relatively untouched by western companies. "The country could provide bigger opportunities for us as not many western companies are there," said Mr Hong.

Daewoo plans to develop the arable land in Madagascar over 15 years and intends to provide about half South Korea's maize imports. Heavily populated South Korea is the fourth largest importer of maize.

Additional reporting by Javier Blas in London
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Africa

Welcome fades for wealthy nations

By Javier Blas in London

Published: November 20 2008 01:06 | Last updated: November 20 2008 01:06

The initial welcome given to rich countries’ investment in African farmland by agricultural and development officials has faded as the first ventures prove to be heavily weighted in favour of the investors.

The United Nations Food and Agriculture Organisation warned of such a trend when it said this year that the race to secure farmland overseas risked creating a “neo-colonial” system.

The FAO’s concerns were raised after Gulf companies farming on Sudanese land used only the country’s land and water, relying on overseas supplies of fertiliser, seeds, specialised labour and tractors. Similar examples were found in Pakistan.

“As details of the first overseas farmland investments emerge, the enthusiasm is fading away day by day,” said Alex Evans, a development expert at the Center on International Co-operation at New York University.

    Below:

    Arab states lead search for soil

He said that farmland investment still enjoyed strong support as “a generic proposition” as it could give poor countries access to capital, agricultural knowhow, jobs, infrastructure and markets for their crops. But Mr Evans warned that such investment needed to “present a clear benefit for the host country and not only for the investor”.

David Hallam, head of trade at the FAO, said farmland investments needed to have benefits for the host country not only in terms of generating jobs but also through “technology transfer, food security, poverty reduction and income growth through the multiplier effects of local sourcing of inputs. We would also have concerns about inappropriate models of agricultural production being introduced, which may have limited spillover benefits and even negative environmental impacts.”

The deal by South Korea’s Daewoo Logistics to lease arable land in Madagascar for 99 years with no upfront payment but only the promise to provide jobs has exacerbated concerns about lack of balance between investor and host.

The company would, however, have to make a significant investment to put the land into production, such as building roads, grain storage and irrigation systems, which would bring badly needed infrastructure to Madagascar, officials said.

Even so, agribusiness consultants and development officials said they were surprised by the fact that Daewoo would pay nothing for the lease, although they noted that investors in Ethiopia were obtaining long-term arable land leases at very low cost. Some east African countries, including Ethiopia, eager to attract investors and lacking oil or mineral resources, have leased their arable land at minimal cost in the hope that the resulting job creation and investment in farming infrastructure will be compensation enough.

The FAO plans soon to issue guides of how farmland investments could be drawn up to benefit both investors and host countries.

...............

Arab states lead search for soil

Middle East and north African countries have hitherto been the most active investors seeking overseas farmland, with Saudi Arabia, the United Arab Emirates, Egypt and Libya leading the group.

So far little is known about the details of their plans, but government missions have visited sites in Pakistan, Ethiopia, Sudan, Uganda, Angola, Kazakhstan, Ukraine, Thailand and the Philippines.

In the private sector, Al-Qudra Holding, an Abu Dhabi-based investment company, said in August it planned to buy 400,000 hectares of arable land in several African and Asian countries, while small Saudi companies are already farming in Sudan.

Asian investors had until now maintained a lower profile, with China ditching plans to invest in overseas farms to concentrate in raising its domestic production. South Korea and Taiwan are exploring deals mostly in Mongolia, Vietnam and Thailand, and Seoul has signed a deal for palm oil in Indonesia.

The Japanese private sector, particularly trading companies such as Marubeni, has avoided Africa, concerned about exporting crops from a hungry continent, and has concentrated on Brazil, the US, Uruguay and Argentina.
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COMMENT 

Editorial

Food security deal should not stand

Published: November 19 2008 19:46 | Last updated: November 19 2008 19:46

Pirates are not the only source of concern off the African coast. The deal South Korea’s Daewoo Logistics is negotiating with the Madagascan government looks rapacious. Alas, it is but the latest brazen example of a wider phenomenon. In the name of food or energy security, cash-rich states are seeking to buy up natural resources in poor countries. While foreign capital and technology should be welcomed by countries with surplus resources, the terms and scale of the present deal raise serious questions.

Any agreement must ultimately be in the interest of the local population. The Madagascan case looks positively neo-colonial. If the deal is sealed with the vague promises by Daewoo Logistics being mooted, the Madagascan people stand to lose half of their arable land.

Instead of a commitment to share the benefits of higher productivity from foreign investment in agricultural technology and infrastructure in return for a fair lease value for the land, the South Korean firm looks set to get the land for a notional amount and mere talk of creating jobs. The Madagascan state may officially own the land in question, but small-scale farmers who have worked it for generations stand to lose their livelihoods. Much of the land, moreover, is currently forest. This potentially valuable resource in the fight against climate change would be destroyed for good.

Far from being a win-win deal, the benefits are also not clear for South Korea. One day, the Madagascan fields may produce up to half its corn imports. But consider what might happen in times of food scarcity. Madagascans would hardly stand by and watch as food is shipped from their ports. China has learnt this lesson. While happily exploiting mineral resources in Africa, China has backtracked from agricultural endeavours there.

Despite the easing of food prices, the issue of food security continues to haunt grain importers in the Middle East, North Africa and Asia. The price of food is often not the prime concern. Instead, the curb on agricultural exports by countries such as Argentina during the recent food shortage scare raised the spectre of importers not being able to lay their hands on produce at all.

Solutions to these problems exist that would benefit both exporters and importers while not reeking of neo-colonialism. Helping local farmers to raise productivity and sell surplus on world markets through loans from development banks would be one. But competing with them for scarce food is bound to fail unless old-style colonialism is resurrected. That day must not come.
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South Korea to lease half of Madagascar's arable land for corn, oil palm production

mongabay.com

November 19, 2008

UPDATE: Madagascar denies an agreement has been reached

South Korea's Daewoo has signed a 99-year lease for half of Madagascar's arable land, reports the Financial Times. The firm expects to pay "nothing" for the lease.

The agreement covers 1.3 million hectares (3.2 million acres) — an area half the size of Belgium. Daewoo says it plans to plant corn on 1 million hectares in the arid western part of the island and 300,000 ha (740,000 acres) of oil palm on land in the tropical east, a region that is home to the bulk of Madagascar's rare rainforests. The company will produce the food for export and plans to import workers from South Africa, although a Daewoo spokesman said that the project could create up to 70,000 local jobs. The company expects the project to cost $6 billion over the first 25 years.

Baobab trees among rice paddies and a Lepilemur in Madagascar.

The Daewoo annoucement comes after the United Nations' Food and Agriculture Organization (FAO) warned that the push by some countries (notably China, Malaysia, and Middle Eastern nations) to secure farmland overseas could create a 'neo-colonial' system.

"The project does not surprise me, as countries are looking to improve food security, but its size — it does surprise me," Carl Atkins of Bidwells Agribusiness, a consulting firm, told the Financial Times.

"We suspect there will be very limited direct benefits [for Madagascar]," added an unnamed 'European diplomat in southern Africa'. "Extractive projects have very little spill-over to a broader industrialization."

Environmental concerns

The development will likely stoke environmentalists' fears that agricultural expansion will come at the expense of Madagascar's biologically-rich ecosystems that are home to rare and unique species of lemurs, frogs, and reptiles. Daewoo has done little to allay these concerns.

"It is totally undeveloped land which has been left untouched," the Financial Times quoted Hong Jong-wan, a manager at Daewoo, as saying.

Madagascar, larger than California and about the size of Texas or France, is the world's fourth largest island. It is famous for its biological and cultural diversity, but is desperately poor, ranked near the bottom of United Nations Development Program's Human Development Index which measures achievements in terms of life expectancy, educational attainment and adjusted real income. Most Malagasy — as the people of Madagascar are known — live on less than a dollar per day and nearly half of the country's children under five years of age are malnourished.

"Some 50 per cent of children under three years of age suffer retarded growth due to a chronically inadequate diet," notes U.N.'s World Food Program.

References:

    * Javier Blas. Land leased to secure crops for South Korea. Financial Times November 18 2008

    * Song Jung-a, Christian Oliver in Seoul, and Tom Burgis. Daewoo to cultivate Madagascar land for free. Financial Times November 19 2008 

UPDATE: Madagascar denies 'land grab' by South Korean conglomerate

http://news.mongabay.com/2008/1122-madagascar.html

Madagascar denies 'land grab' by South Korean conglomerate

mongabay.com

November 22, 2008

Officials from Madagascar are denying they have reached an agreement to turn over half the island nation's arable land to a South Korean corporation for food production, reports Reuters. The controversial deal — which would have paid Madagascar nothing and turned over 1.3 million hectares to produce corn and palm oil for export at a time when one-third of country's children are malnourished — was reported last week by the Financial Times.

"Several announcements have been made regarding Daewoo Logistics' project which are erroneous and we would like to set the record straight," Eric Beantanana, of the Economic Development Board of Madagascar, told Reuters on Thursday.

"The contract which we signed in July with Daewoo Logistics concerns only the facilitation of a land search. We were to help them look for land. Furthermore, we are talking about a search for 100,000 hectares ... It is only after this stage that the rest of the process will continue."

But Marius Ratolojanahary, Madagascar's land reform minister, added that the deal "has not moved beyond the stage of intention".

"We proposed two sites in Boeny and Menabe regions. Daewoo Logistics will look at the suitability of the land. It will then return to government with the results of its study," he told Reuters.

"Then it must conduct an environmental impact assessment on the area. But for the time being I don't have the results from the first study."

Earlier

South Korea to lease half of Madagascar's arable land for corn, oil palm production

South Korea's Daewoo has signed a 99-year lease for half of Madagascar's arable land, reports the Financial Times. The agreement covers 1.3 million hectares (3.2 million acres) — an area half the size of Belgium. Daewoo says it plans to plant corn on 1 million hectares in the arid western part of the island and 300,000 ha (740,000 acres) of oil palm on land in the tropical east, a region that is home to the bulk of Madagascar's rare rainforests. The company will produce the food for export and plans to import workers from South Africa, although a Daewoo spokesman said that the project could create up to 70,000 local jobs. 
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The Breadbasket of South Korea: Madagascar

Time Magazine | 23 November 2008

By Vivienne Walt

Tenant farming was popular in rural America until the Dust Bowl years of the Depression, but the practice is making a comeback on an epic scale in much of Africa. This time, however, the “tenants” are not simply family farmers down on their luck and willing to work land they don’t own; they’re major international corporations and governments looking to compensate for shortages of arable land in their own countries by setting up massive industrial farms abroad. South Korea’s Daewoo Logistics this week announced it had negotiated a 99-year lease on some 3.2 million acres of farmland on the dirt-poor tropical island of Madagascar, off southern Africa’s Indian Ocean coast. That’s nearly half of Madagascar’s arable land, according to the U.N.’s Food and Agricultural Organization, and Daewoo plans to put about three quarters of it under corn. The remainder will be used to produce palm oil — a key commodity for the global biofuels market.

A Daewoo manager, Hong Jong-wan, told the Financial Times that the crops would “ensure our food security,” and would use “totally undeveloped land which had been left untouched.” Land is scarce and expensive in South Korea, which makes it the world’s third-largest importer of corn. Daewoo says the Madagascar land will be leased for a price of around $12 an acre, which is a fraction of the price for farmland in the corporation’s home country.

Not everyone is convinced that Daewoo’s move is the most effective way of promoting food security. Riots have shaken dozens of countries across the world over the past year as poor people have found themselves unable to pay the rocketing prices for staples such as rice, corn and sugar. The U.N.’s World Food Program runs school-feeding schemes for children in Madagascar, where about 70% of the country’s 20 million people live below the poverty line. The island’s residents also rely on WFP emergency food relief programs because of the frequency with which they’re struck by cyclones and droughts. Given those hardships, the prospect of a corporate giant growing hundreds of tons of food to be consumed by people and animals in Korea raises “ethical concerns,” says David Hallam, head of the FAO’S Trade Policy Service in Rome. “If we have another world food crisis, and you have a poor country where food is produced by foreign investors, and then repatriated, that is ethically and political tricky,” Hallam warns.

Those ethical quandaries have not prompted restraint on the part of other outside investors moving into Africa to exploit its agricultural potential. Several European companies have leased land during the past two years to grow crops for food and biofuels (although on a far smaller scale than Daewoo plans in Madagascar) including the British company Sun Biofuels, which is planting biofuel crops in Ethiopia, Mozambique and Tanzania.

Africa’s fertile soil certainly appeals to the countries of the oil-rich Persian Gulf, whose vast deserts force them to import most of their food. “The Gulf states have an incredible surplus to invest and now that the old economies are facing recession they are looking at Africa,” says Marie Bos, an analyst at the Gulf Research Center in Dubai. Although such wealthy countries as South Korea and the Gulf states are easily able to pay for food imports, this turmoil on global food markets may have increased the incentive for food-importing countries to secure their own sources of supply.

“[Food-importing countries] have lost trust in trade because of the price crisis this year,” says Joachim von Braun, director of the International Policy Food Research Institute in Washington.

For African governments, the incentive to sign deals such as the one between Madagascar and Daewoo is equally clear. Millions of African farmers lack money for fertilizer, basic tools, fuel and transport infrastructure to efficiently grow crops get them to market. While international organizations have plowed billions into health and education, agriculture in Africa has lagged badly, hugely exacerbating the food crisis of the past year. “These governments are desperate to get capital into agriculture,” says von Braun, who believes the drive by giant companies to lock up land deals could benefit poor African countries whose governments negotiate wisely. Although Daewoo plans to export the yield of the land it is leasing in Madagascar, it plans to invest about $6 billion over the next 20 years to build the port facilities, roads, power-plants and irrigation systems necessary to support its agribusiness there, and that will create jobs thousands of jobs for Madagascar’s unemployed. Jobs will help the people of Madagascar earn the money to buy their own food — even if it is imported.

http://en.wikipedia.org/wiki/Neocolonialism#South_Korea.27s_land_acquisitions

South Korea's land acquisitions

Rich governments and powerful multinationals from South Korea are rapidly buying up the rights to millions of hectares of agricultural land in developing countries in an effort to secure its own long-term food supplies. South Korea's largely mountainous land area of just over 100,000 square kilometer houses a population of nearly 50 million, yet the country's highly industrialized trillion dollar economy was almost as large as the economy of the entire African continent in 2007.[34] Hence, the South Korean government is now using its massive financial resources to purchase cheap land overseas for energy and food, in order to fuel one of the world's fastest growing advanced economies.

South Korea's RG Energy Resources Asset Management CEO Park Yong-soo stressed that "the nation does not produce a single drop of crude oil and other key industrial minerals. To power economic growth and support people's livelihoods, we cannot emphasize too much that securing natural resources in foreign countries is a must for our future survival."[35] The head of the Food and Agriculture Organisation (FAO), Jacques Diouf, has warned that the controversial rise in land deals could create a form of "neo-colonialism", with poor states producing food for the rich at the expense of their own hungry people.

In 2008, the South Korean multinational Daewoo Logistics secured 1.3 million hectares of farmland in Madagascar, half the size of Belgium, to grow maize and crops for biofuels. In 2009, Hyundai Heavy Industries acquired a majority stake in a company cultivating 10,000 hectares of farmland in the Russian Far East and a wealthy South Korean provincial government secured 95,000 hectares of farmland in Oriental Mindoro, central Philippines, to grow corn as part of Seoul's bid for food security. The South Jeolla province became the first provincial government to benefit from a newly created central government fund to develop farmland overseas, receiving a cheap loan of $1.9 million for the Mindoro project. The feedstock is expected to produce 10,000 tonnes of feed in the first year for South Korea.[36]

--------
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Input-output model

From Wikipedia, the free encyclopedia
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This article is about the economic model. For the computer interface, see Input/output.

In economics, an input-output model uses a matrix representation of a nation's (or a region's) economy to predict the effect of changes in one industry on others and by consumers, government, and foreign suppliers on the economy. Wassily Leontief (1905-1999) is credited with the development of this analysis. Francois Quesnay developed a cruder version of this technique called Tableau économique. Leontief won the Nobel Memorial Prize in Economic Sciences for his development of this model. And, in essence, Léon Walras's work Elements of Pure Economics on general equilibrium theory is both a forerunner and generalization of Leontief's seminal concept. Leontief's contribution was that he was able to simplify Walras's piece so that it could be implemented empirically. The International Input-Output Association[1] is dedicated to advance knowledge in the field input-output study, which includes "improvements in basic data, theoretical insights and modelling, and applications, both traditional and novel, of input-output techniques."

Input-output depicts inter-industry relations of an economy. It shows how the output of one industry is an input to each other industry. Leontief put forward the display of this information in the form of a matrix. A given input is typically enumerated in the column of an industry and its outputs are enumerated in its corresponding row. This format, therefore, shows how dependent each industry is on all others in the economy both as customer of their outputs and as supplier of their inputs. Each column of the input-output matrix reports the monetary value of an industry's inputs and each row represents the value of an industry's outputs. Suppose there are three industries. Column 1 reports the value of inputs to Industry 1 from Industries 1, 2, and 3. Columns 2 and 3 do the same for those industries. Row 1 reports the value of outputs from Industry 1 to Industries 1, 2, and 3. Rows 2 and 3 do the same for the other industries.

While most uses of the input-output analysis focuses on the matrix set of interindustry exchanges, the actual focus of the analysis from the perspective of most national statistical agencies, which produce the tables, is the benchmarking of gross domestic product. Input-output tables therefore are an instrumental part of national accounts. As suggested above, the core input-output table reports only intermediate goods and services that are exchanged among industries. But an array of row vectors, typically aligned below this matrix, record non-industrial inputs by industry like payments for labor; indirect business taxes; dividends, interest, and rents; capital consumption allowances (depreciation); other property-type income (like profits); and purchases from foreign suppliers (imports). At a national level, although excluding the imports, when summed this is called "gross product originating" or "gross domestic product by industry." Another array of column vectors is called "final demand" or "gross product product consumed." This displays columns of spending by households, governments, changes in industry stocks, and industries on investment, as well as net exports. (See also Gross domestic product.) In any case, by employing the results of an economic census which asks for the sales, payrolls, and material/equipment/service input of each establishment, statistical agencies back into estimates of industry-level profits and investments using the input-output matrix as a sort of double-accounting framework.

The mathematics of input-output economics is straightforward, but the data requirements are enormous because the expenditures and revenues of each branch of economic activity has to be represented. As a result, not all countries collect the required data and data quality varies, even though a set of standards for the data's collection has been set out by the United Nations through its System of National Accounts[2](SNA): the replacement for the current 1993 SNA standard is pending. Because the data collection and preparation process for the input-output accounts is necessarily labor and computer intensive, input-output tables are often published long after the year data was collected--typically as much as 5-7 years after. Moreover, the economic "snapshot" the benchmark version of the tables provide of the economy's cross-section are taken only once every few years, at best. Although many developed countries estimate input-output accounts annually and with much greater recency.
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[edit] Usefulness

In addition to studying the structure of national economies, input-output economics has been used to study regional economies within a nation, and as a tool for national and regional economic planning. Indeed a main use of input-output analysis is for measuring the economic impacts of events as well as public investments or programs as shown by IMPLAN and RIMS-II. But it is also used to identify economically related industry clusters and also so-called "key" or "target" industries--industries that are most likely to enhance the internal coherence of a specified economy. By linking industrial output to satellite accounts articulating energy use, effluent production, space needs, and so on, input-output analysts have extended the approaches application to a wide variety of uses.

[edit] Key Ideas

Leontief's seminal text remains one of the best expositions of input-output analysis. Nonetheless, two books--a rather fundamental one by William Miernyk[3] and another by the duo Ronald E. Miller and Peter D. Blair--probably have greater international currency. The latter is presently being rewritten and re-released, this time by Cambridge University Press. See bibliography.

Input-output concepts are simple. Consider the production of the ith sector. We may isolate (1) the quantity of that production that goes to final demand,ci, (2) to total output, xi, and (3) flows xij from that industry to other industries. We may write a transactions tableau

Table: Transactions in a Three Sector Economy Economic Activities 
Inputs to Agriculture 
Inputs to Manufacturing 
Inputs to Transport 
Final Demand 
Total Output

Agriculture 
5 
15 
2 
68 
90

Manufacturing 
10 
20 
10 
40 
80

Transportation 
10 
15 
5 
0 
30

Labor 
25 
30 
5 
0 
60

or

    \begin{matrix} x_{11} + x_{12} + x_{13} + c_{1} & = & x_{1} \\ x_{21} + x_{22} + x_{23} + c_{2} & = & x_{2} \\ x_{31} + x_{32} + x_{33} + c_{3} & = & x_{3} \\ x_{41} + x_{42} + x_{43} + c_{4} & = & x_{4} \end{matrix}

Note that in the example given we have no input flows from the industries to 'Labor'.

We know very little about production functions because all we have are numbers representing transactions in a particular instance (single points on the production functions):

    \begin{matrix} x_{1} & = & f(x_{11}, x_{12}, x_{13}, x_{14}) \\ x_{2} & = & g(x_{21}, x_{22}, x_{23}, x_{24}) \\ \vdots & = & \vdots \end{matrix}

The neoclassical production function is an explicit function

    Q = f(K,L),

where Q = Quantity, K = Capital, L = Labor,

and the partial derivatives (\partial Q/ \partial K = f_K > 0 ; \partial Q/ \partial L = f_L > 0) are the demand schedules for input factors.

Leontief, the innovator of input-output analysis, uses a special production function which depends linearly on the total output variables xi. Using Leontief coefficients aij, we may manipulate our transactions information into what is known as an input-output table:

    \begin{matrix} x_{11} & = & a_{11}x_{1} \\ x_{12} & = & a_{12}x_{2} \\ x_{13} & = & a_{13}x_{3} \\ x_{14} & = & a_{14}x_{4} \\ \vdots & = & \vdots \end{matrix}

or

    \begin{matrix} x_{ij} & = & a_{ij}x_{j} \end{matrix}

Now

    \begin{matrix} a_{11}x_{1} + a_{12}x_{2} + a_{13}x_{3} + a_{14}x_{4} + c_{1} & = & x_{1} \\ \vdots & = & \vdots \\ a_{41}x_{1} + a_{42}x_{2} + a_{43}x_{3} + a_{44}x_{4} + c_{4} & = & x_{4} \end{matrix}

gives

    \begin{matrix} x_{1} - a_{11}x_{1} - a_{12}x_{2} - a_{13}x_{3} - a_{14}x_{4} & = & c_{1} \\ \vdots & = & \vdots \\ x_{4} - a_{41}x_{1} - a_{42}x_{2} - a_{43}x_{3} - a_{44}x_{4} & = & c_{4} \end{matrix}

Rewriting finally yields

    \begin{matrix} (1-a_{11})x_{1} - a_{12}x_{2} - a_{13}x_{3} - a_{14}x_{4} & = & c_{1} \\ \vdots & = & \vdots \\ - a_{41}x_{1} - a_{42}x_{2} - a_{43}x_{3} + (1-a_{44})x_{4} & = & c_{4} \end{matrix}

Introducing matrix notation, we can see how a solution may be obtained. Let

    x = \begin{pmatrix} x_{1}\\ \vdots \\ x_{4}\end{pmatrix};\qquad c = \begin{pmatrix} c_{1}\\ \vdots \\ c_{4}\end{pmatrix};

    I = \begin{pmatrix} 1 & 0 & 0 & 0 \\ 0 & 1 & 0 & 0 \\ 0 & 0 & 1 & 0 \\ 0 & 0 & 0 & 1 \end{pmatrix};\qquad A = \begin{pmatrix} a_{11} & \cdots & a_{14} \\ \vdots & \ddots & \vdots \\ a_{41} & \cdots & a_{44} \end{pmatrix};

denote the total output vector, the final demand vector, the unit matrix and the input-output matrix, respectively. Then:

    \begin{matrix} Ax + c & = & x \\ (I-A)x & = & c \\ x & = & (I-A)^{-1}c \end{matrix}

provided (I − A) is invertible.

There are many interesting aspects of the Leontief system, and there is an extensive literature. There is the Hawkins-Simon Condition on producibility. There has been interest in disaggregation to clustered inter-industry flows, and the study of constellations of industries. A great deal of empirical work has been done to identify coefficients, and data have been published for the national economy as well as for regions. This has been a healthy, exciting area for work by economists because the Leontief system can be extended to a model of general equilibrium; it offers a method of decomposing work done at a macro level.

Transportation is implicit in the notion of inter-industry flows. It is explicitly recognized when transportation is identified as an industry – how much is purchased from transportation in order to produce. But this is not very satisfactory because transportation requirements differ, depending on industry locations and capacity constraints on regional production. Also, the receiver of goods generally pays freight cost, and often transportation data are lost because transportation costs are treated as part of the cost of the goods.

Walter Isard and his student, Leon Moses, were quick to see the spatial economy and transportation implications of input-output, and began work in this area in the 1950s developing a concept of interregional input-output. Take a one region versus the world case. We wish to know something about interregional commodity flows, so introduce a column into the table headed “exports” and we introduce an “import” row.

Table: Adding Export And Import Transactions Economic Activities 
1 
2 
… 
… 
Z 
Exports 
Final Demand 
Total Outputs

1 








2 








… 








… 








Z 








Imports 








A more satisfactory way to proceed would be to tie regions together at the industry level. That is, we could identify both intra-region inter-industry transactions and inter-region inter-industry transactions. The problem here is that the table grows very quickly.

Input-output is conceptually very simple. Its extension to an overall model of equilibrium in the national economy is also relatively simple and attractive, but has the downside of requiring great skill and high-quality data. One who wishes to do work with input-output systems must deal skillfully with industry classification, data estimation, and inverting very large, ill-conditioned matrices. Moreover, changes in relative prices are not readily handled by this modeling approach alone. Of course, input-output accounts are part and parcel to a more flexible form of modeling, Computable general equilibrium models.

Two additional difficulties are of interest in transportation work. There is the question of substituting one input for another, and there is the question about the stability of coefficients as production increases or decreases. These are intertwined questions. They have to do with the nature of regional production functions.

[edit] Forecasting and/or Analysis Using Input-Output

Table: Interregional Transactions Economic Activities 
Ag 
North Mfg 
... 
... 
Ag 
East Mfg 
... 
... 
Ag 
West Mfg 
... 
... 
Exports 
Total Outputs

North Mfg

...

...

Ag

East Mfg

...

...

Ag

West Mfg

...

...

Table: Input-Output Model for Hypothetical Economy Total requirements from regional industries per dollar of output delivered to final demand Purchasing Industry 
Agriculture 
Transport 
Manufacturer 
Services

Selling Industry

Agriculture 
1.14 
0.22 
0.13 
0.12

Transportation 
0.19 
1.10 
0.16 
0.07

Manufacturing 
0.16 
0.16 
1.16 
0.06

Services 
0.08 
0.05 
0.08 
1.09

Total 
1.57 
1.53 
1.53 
1.34

[edit] Input-output Analysis Versus Consistency Analysis

Despite the clear ability of the input-output model to depict and analyze the dependence of one industry or sector on another, Leontief and others never managed to introduce the full spectrum of dependency relations in a market economy. In 2003, Mohammad Gani[4], a pupil of Leontief, introduced Consistency Analysis in his book 'Foundations of Economic Science' (ISBN 984320655X), which formally looks exactly like the input-output table, but explores the dependency relations in terms of payments and intermediation relations. Consistency analysis explores the consistency of plans of buyers and sellers by decomposing the input-output table into four separate matrices, each for a different kind of means of payment. It integrates micro and macroeconomics in one model and deals with money in a fully ideology-free manner. It deals with the flow of funds vis-a-vis the movement of goods.

In a technical sense, input-output analysis can be seen as a special case of consistency analysis without money and without entrepreneurship and transaction cost.
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David Jonson makes the case for protectionism

Free trade is the world’s most powerful religion. Its followers include economists, business students, political elites, new world order organizations and international companies. These free trade zealots preach the need to cut tariffs, reduce trade barriers and join the world trade order. Free traders want a utopian world without countries and national economies. They insist that free trade is best for every country, regardless of its history, geography, natural endowments and national interests. The free trade religion has zero tolerance for dissenting points of view and instantly derides its opponents as protectionists. But is protectionism really that bad a thing? I believe that limited protectionism is preferable to free trade for several reasons. Furthermore, I think that the conservative position is to support protectionism over free trade.

The first argument for protectionism is that tariffs are preferable to income taxes. All forms of taxation limit economic activity in some way, but tariffs are certainly preferable to the alternatives. For example: tariffs are a tax on imports, whilst income taxes tax human labour. Why are tariffs ridiculed so much when they are fundamentally no different to any other form of taxation? How could anyone seriously prefer an income tax that hurts the entire national economy to tariffs that only tax foreign companies for the right to trade?

It’s no surprise that free traders have been the main proponents of income taxes. Those who amended the American constitution in 1913 to allow a permanent federal income tax were vocal free traders. They thought it was fairer and easier to tax their own countrymen rather than foreign companies. Of course the result was a greater tax burden, a significantly increased role of government and creation of massive bureaucracies like the IRS. The rise of free trade has undisputedly coincided with the rise of heavy income taxation. Protectionist America had a freer national economy in the 19th Century when tariffs only funded the federal government. The federal government has limited responsibilities and should not be allowed to enforce an income tax. The power to levy income taxes should solely reside in state governments. Competition between state governments would drive down income taxes across the country and benefit the nation.

Secondly, protectionism has been an extremely effective economic model in the past. The American Revolution created a federal government that relied on tariffs and excise taxes for revenue. The American economy experienced its most rapid and sustained growth with a protectionist economic policy in the late 18th and 19th Centuries. In this protectionist era America ran constant trade surpluses, had zero government debt and no income tax. America also became the world’s most industrialized nation. By the end of the 19th Century, protectionist America eclipsed the free trading British Empire as the greatest economic power.

There are more recent examples of protectionism benefiting economic growth. The Asian Tigers are perhaps the best example. Japan, South Korea and Taiwan all benefited from one way trade policies with the United States during the Cold War. America desperately wanted Asian allies to counter the Soviet Union and China so they struck a deal with the Tiger Economies. The US traded open access to their markets for alliances and military bases in East Asia. The Tiger economies won open access to American markets but were allowed to keep their own tariffs and subsidies intact. This one sided trade deal was a miracle for the Asian economies but permanently hollowed out America’s manufacturing industry.

This leads to my final point. There is no such thing as a free world market, and there probably never will be. Free trade relies on individual nations lowering their trade barriers simultaneously. The only way to ensure nations lower their tariffs is to create new world governments from existing supra-national organisations like the IMF, World Bank and World Trade Organization. World government is ultimately necessary for free trade to succeed because all national trade policies would have to be the same. In this way, true free trade is unrealistic as long as individual nations remain.

Individual countries have their own economic preferences, and many openly reject free trade in certain areas. For example, Japan wants to be a self-sufficient producer of rice. It therefore maintains high trade barriers on rice imports. But who are we to tell the Japanese how they should run their country? We shouldn’t pursue free trade policies that rely on the consent and acceptance of other nations. National governments are only responsible for their own people and should not count on other countries following the same economic model. Unilaterally lowering tariffs is economic suicide. America wrongly followed this policy during the Cold War at the expense of its manufacturers and low income workers.

In conclusion, I assert that free trade has several weaknesses. The lowering of tariffs encourages new forms of taxation that are more detrimental to the national economy and create massive government bureaucracies. Limited tariffs and excise taxes are more than enough to fund federal government spending, and income taxes should be left to individual states. The examples of America, the Tiger economies and China also indicate protectionism can be a successful economic model.

Finally, and most importantly, free trade is a utopian ideology that assumes every country will lower their trade barriers. This is highly unlikely, and only a world government could universally enforce free trade policies. I believe in a free national economy with limited government and taxes. But I do not subscribe to a free world economy. For these reasons I am a protectionist.
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Chinese to Pay Market Rate for Woodside's Australian LNG

By Dan Denning - September 10th, 2007

About the Author

DanDan Denning is the author of 2005's best-selling The Bull Hunter (John Wiley & Sons). Dan draws on his network of global contacts from his base in Melbourne. He's the managing editor of resource newsletter Diggers and Drillers and the editor of The Daily Reckoning Australia.

We missed an important clarification about Woodside Petroleum's US$45 billion deal with PetroChina. The company said the Chinese will pay the going market rate for the LNG under the 20-year deal. That's not a trivial detail. Here's why...

In 2002, when Woodside signed an AU$25 billion deal with the China National Offshore Oil Company (CNOOC) for gas from the North West Shelf, the terms of the deal did not allow the North West Shelf partners to charge a market price for gas.

In 2002, West Texas Intermediate crude oil traded for as little as US$18.02 a barrel. That's not a typo. Oil has gone up 325% and US$58 since Woodside made its first big deal with China. This structrual repricing of oil for the world economy - partly geopolitical and partly geological, reflecting a producion peak of cheap oil at around 85 million barrels per day - hadn't taken place when Woodside made its first China deal.

Its first big energy deal didn't allow Woodside to profit from rising LNG prices. No one expected oil to go up 325% and LNG to rise with it. Now that the price of energy is much higher (thanks in no small part to Chinese demand) Woodside stands to profit more from future deals with China. Why?

Thinking back on the generous terms of their 2002 deal, Chinese energy firms have been reluctant to accept market pricing in their long-term deals with Woodside. That changed last week. China will pay market prices for Woodside's gas going forward.

By the way, we spoke with a spokesperson from Woodside last week regarding the pricing arrangements on long-term deals. We were curious how much information Woodside is obliged to disclose. Is the price for LNG which it charges to long-term customers some kind of annual average? Is it re-set once a year? Once a month?

The company declined to comment, although in a prompt and cheerful manner. And when we asked if it was safe to conclude that Woodside would not be a party to deals that locked it out of future LNG price rises, the spokesperson said, "It would be safe to conclude that". That's good news for Woodside's shareholders.

Let's connect the dots again in the gold and currency market. Gold rallied last week on the market expectation that the Fed would soon weaken the US dollar by lowering short-term interest rates. Gold, which has no yield at all, is starting to be seen by more and more investors as a refuge from the wealth-destroying policies of central bankers.

Dan Denning

The Daily Reckoning Australia
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Saturday, December 13, 2008

Why Capitalism will not Collapse (1932)

This pamphlet was written by members of the SPGB in 1932, in reply to those who argued that the Wall Street crash was the final crisis of capitalism; instead they insisted that Crisis was a essential feature of capitalism and that the system will not collapse without the active revolutionary action of the working class. I disagree with the SPGB about what constitutes revolutionary action, but the essentials of this pamphlet are still relevant especially in reply to the opportunism of today's state lefties and Trotskyists in response to the latest 'credit crunch' crisis.

Why Capitalism Will Not Collapse

Our view of the crisis [1932]

FOREWORD

We are in the midst of a crisis that is world-wide. Every country feels its ravages. Millions and millions of workers are unemployed and in acute poverty. Everywhere there is discontent and a feeling of insecurity, and the prestige of even the strongest of governments has been shaken. All sorts of emergency measures have been hastily adopted, but the depression still continues. Working men and women who normally ignore such questions, are now asking why the crisis has occurred, what will be its outcome, and whether it could have been avoided. In some minds there is a fear, and in others a hope, that the industrial crisis may bring the present system of society down in ruins, and make way for another.

The Socialist Party of Great Britain answers those questions in this small pamphlet. The answer is worth the consideration of every working man or woman, as it concerns the great social problem - the problem of poverty. Our views on the crisis are set out here with the hope that workers who read them may be led on to study more seriously the principles of Socialism. One great obstacle has first to be overcome. The worker, seeing the inability of the experts to agree among themselves, may doubt his own capacity to understand the problem that other and seemingly wiser heads have found so baffling. Do not be put off by that idea. Working men and women, who make and tend the wonderful machinery of modern industry, and who carry out the intricate operations of trade and finance, have powers of thought that are well able to grasp the basic problems of politics and economics. We who address you are also workers, and we know that only the lack of desire and of confidence has hitherto prevented the mass of the workers from thinking these things out for themselves.

The reader is asked to remember that this pamphlet is not merely the opinion of an individual - it is the view of the Socialist Party. Moreover, it is not the product simply of the present trade depression. It is based upon the writings of many who have given special study to past crises and to the workings of the social system in which these crises have taken place. We are especially indebted to the fruitful and painstaking work of Marx. The S. P. G. B. has held the views set down here, not for a short while only, but ever since its members took up the problem at the formation of the Party over 27 years ago. All that has happened since has confirmed our view of crises. It has also deepened our conviction that in the theory of Marx the wage-earners will fund valuable instruments with which to work for their emancipation.

I. FEARS THAT CAPITALISM WILL COLLAPSE.

The purpose of the Socialist Party is to show the working class the need for a complete alteration in the organisation of society. The basis of Capitalism is the private ownership of the land, the factories, the railways and the rest of the means of life. This is the root cause of poverty, insecurity and wars, and of a whole host of other evils. The remedy lies in making the means of production the common property of society. In other words, the working class must replace the existing social system, known as Capitalism, by a system of common ownership and democratic control, known as Socialism. But our work has been made more difficult by the idea that Capitalism may collapse of its own accord. It is clear that if Capitalism were going to collapse under the weight of its own problems then it would be a waste of time and energy to carry on socialist propaganda and to build up a real socialist party aiming at political power. If it were true, as is claimed, that Capitalism will have broken down long before it will be possible for us to win over a majority for the capture of political power, then, indeed, it would be necessary to seek Socialism by some other means. Workers who have accepted this wrong and lazy idea of collapse have neglected many activities that are absolutely essential. They have taken up the fatalistic attitude of waiting for the system to end itself. But the system is not so obliging!

At first sight there seems to be a ground for this idea. Capitalism from time to time develops acute industrial and financial crises; and at the depth of these it does appear to many observers that there is no way out, and that society cannot continue at all unless some way out is found. Men of very different social position and political convictions have been driven to this conclusion - reactionaries and revolutionaries, bankers and merchants, employers and wage-earners.

Let us go over some of the statements made by those who have foretold collapse, and notice how much alike they are. Notice, too, how each one falsifies the preceding ones. The fact of another crisis taking place is proof enough that the earlier crises did not turn out to be insoluble - the patient cannot have more than one fatal attack.

During the 19th century there were about ten well-marked crises. One commenced in England in 1825. William Huskisson, a former President of the Board of Trade, wrote about it in a letter dated 30th December, 1829:

"I consider the country to be in a most unsatisfactory state, that some great convulsion must soon take place . . . I hear of the distress of the agricultural, the manufactural, the commercial, the West Indian, and all trading interests. . . I am told land can neither pay rent nor taxes nor rates, that no merchant has any legitimate business . . . I am also told that the whole race of London shopkeepers are nearly ruined" (Huskisson Papers, pub. Constable, 1931, page 310).

Another crisis occurred in the eighteen-eighties, and was dealt with by Lord Randolph Churchill in a speech at Blackpool, in 1884:

"We are suffering from a depression of trade extending as far back as 1874, ten years of trade depression, and the most hopeful either among our capitalists or our artisans can discover no signs of a revival. Your iron industry is dead, dead as mutton; your coal industries, which depend greatly on the iron industries, are languishing. Your silk industry is dead, assassinated by the foreigner. Your woollen industry is in articulo mortis, grasping, struggling. Your cotton industry is seriously sick. The ship-building industry, which held out longest of all, is come to a standstill. Turn your eyes where you will, survey any branch of British industry you like, you will find signs of mortal disease" (Lord Randolph Churchill by Winston Churchill, M. P., pub. Macmillan & Co Ltd, London, 1906, Vol 1, page 291).

There is one important thing to notice about the two statements above. Huskisson wrote at a time when England was a protectionist country. He was an advocate of free-trade. Lord Randolph Churchill spoke at a time when England had long been a free-trade country. He was an advocate of protection. It is clear that neither free-trade nor protection offers a solution for trade depressions, and that the return to protection in March, 1932, will not prevent further crises.

Of late we have been asked to take a very serious view of the alleged "adverse balance of trade", by which is meant that this country has had more imports than exports, with the consequence that debts have been incurred abroad to the extent of the excess imports. The facts are still the subject of argument, but it is not necessary to go into that question. All that we need to remember is that the fears about the "adverse balance of trade" are not new.

In a paper read to the Royal Statistical Society on December 19th, 1876 (see Trade, Population and Food, by S. Bourne, pub G.Bell and Sons), Mr. Sidney Bourne who for many years was in the Government Service, engaged in the compilation of trade statistics, painted an alarming picture of Great Britain's trade. He argued that serious consequences would follow if the adverse balance (which he pointed out was then in evidence) was allowed to continue. He mentioned, too, the considerable and influential body of political and public men who shared his views.

After making the adjustments he considered necessary on account of income from investments owned abroad by British subjects, and the so-called "invisible exports" (i.e. the services, such as shipping and financial services, that are paid for by foreigners, but which do not take the form of actual articles passing through British ports), he declared that there was an "adverse balance" in the years after 1872.

He said:

"In 1872 the true excess would seem to have been on the side of exports rather than imports, to the extent of nearly £4,000,000; but in the following year the imports again predominated, and have continued to do so with increasing weight up to the present moment" (page 69).

Mr. Bourne, like many modern observers of the course of trade, was apprehensive about the future:

"I firmly believe that Britain now stands tottering on the eminence to which she has attained, and.

In passing, we may notice that one of Mr Bourne's suggested remedies for avoiding the threatened doom of Great Britain has a familiar ring today. It was that the "lower classes" should drink a much smaller quantity of intoxicants. Another was that the rich should "restrain the heavy expenditure accompanying cravings of ambition, the undue pursuit of pleasure and frivolous idleness" (page 74).

It is not necessary to deal with the pessimistic utterances of public men at every crisis; it is sufficient to say that each period of trade depression produces its prophets of catastrophe. We may add, however, that those politicians and business men who foretell collapse now are no more to be relied upon than the others who foretold collapse in past crises. They do not understand the workings of the system that they defend. As recently as 1931 we saw this strikingly illustrated in the abandonment of the gold standard by Great Britain. During August and September we were told that chaos would ensue if that abandonment took place. When it happened everything went on much as before, to the astonishment of the economic "experts" who are supposed to understand these things.

We can leave them and concern ourselves rather with the acceptance of the idea of collapse by those claiming to be socialists. The policies and actions of the workers have been, and will continue to be, powerfully influenced by their theories about the way in which Capitalism works and about its future developments. Wrong theories lead to wrong and dangerous actions.

II. THE IDEA OF A BLIND REVOLT OF THE WORKERS

The defenders of Capitalism who have been panic-stricken in times of crisis, have sought for ways to save the social system, which they believed to be in danger. On the other hand, many who desired Socialism have looked at industrial crises not with fear but with hope. They have thought that in a time of great unemployment and distress the majority of workers, although not socialists, would be forced by their sufferings to revolt against the capitalists and their government, and that they would place in power a government which would try to remould society on a socialist basis.

One of the organisations to hold this view was the Social Democratic Federation. The late H. M. Hyndman, who was prominently associated with the S. D. F., thought that Socialism might be expected as the result of almost every one of the crises that occurred in the period from 1881 onwards. Thus, in 1884, in the paper Justice (January, 1884), he made the following declaration:

"It is quite possible that during this very crisis, which promises to be long and serious, an attempt will be made to substitute collective for capitalist control. Ideas move fast; the workers are coming together".

Later on he suggested 1889 as the probable date for the revolution (see Rise and Decline of Socialism by Joseph Clayton, pub 1926 by Faber & Gwyer, p.14). Edward Carpenter in My Days and Dreams, says:

"It was no wonder that Hyndman . . . becoming conscious as early as 1881 of the new forces all around in the social world, was filled with a kind of fervour of revolutionary anticipation. We used to chaff him because at every crisis in the industrial situation he was confident that the Millennium was at hand" (pub, Allen Unwin Ltd, 1916, page 246).

Hyndman continued to see the revolution "round every corner", until the date of his death, in 1921.

Similar ideas are held by members of the Labour Party and Independent Labour Party, and they were handed down from the Social Democratic Federation to the parties that in 1920 became the Communist Party of Great Britain. It is indeed probable that the Russian Bolshevist leaders, many of whom hold these views, learned them during their exile in England round about the beginning of the century.

The communists provide the clearest example of a party holding this theory and trying to act upon it. In The Communist (22nd October, 1921) it was frankly stated that those who founded the Communist Party of Great Britain were "impelled by the conviction that the capitalist economic system had broken down", while Mr W. Paul, a prominent communist wrote in the communist journal, The Labour Monthly (15th February, 1922):

"The most important fact in modern history is the breakdown of capitalism . . . there is the greatest possibility that the social revolution may take place in the immediate future".

In July, 1926, The Labour Monthly stated that:

"The decline of capitalism in Britain, whether measured in the figures of trade or of production, has developed at a startling and accelerated pace between 1921 and 1926".

In 1928, in a Communist Party book, The Decline of Capitalism, the author, E. Varga, declared (p. 7):

"It is no longer a 'dying' capitalism, but one already in the process of mortification . . ."

In the October, 1931 Labour Monthly (just before the General Election), Mr. Dutt, the editor, wrote in a manner indicating the utmost excitement at the likelihood of a decisive crash: "The fight is here", "the crisis marches on relentlessly", "it is the whole basis of British Imperialism that is now beginning to crack", "the whole system is faced with collapse", "the hour of desperate crisis begins"; and much more to the same effect.

Mr. James Maxton, M. P., putting the I. L. P. point of view, has been as confident as the communists. He made a speech at Cowcaddens on 21st August, 1931, reported as follows in the columns of the Daily Record, 22nd August, 1931 (Reprinted in Forward, 12th September):

"I am perfectly satisfied that the great capitalist system that has endured for 150 years in its modern form, is now at the stage of final collapse, and not all the devices of the statesmen, not all the three-party conferences, not all the collaboration between leaders, can prevent the system from coming down with one unholy crash".

The Daily Record report goes on to describe Mr. Maxton's speech:

"'They may postpone the collapse for a month, two months, three months, six months', he cried, forefinger pointing at his audience, and body crouched, 'but collapse is sure and certain'".

In contradiction to those who hold this theory of an automatic collapse of Capitalism, the Socialist Party of Great Britain has never deviated from opposition to that view. Our knowledge of past history and of the way in which the social system develops, convinces us that no crisis of Capitalism, however desperate it may be, can ever by itself give us Socialism. Socialism cannot come by stealth. It can only come by the deliberate act of workers who understand Socialism, and are organised politically to obtain it through control of the machinery of government. The blind revolt of desperate workers would cause great distress and destruction. It might prove troublesome to the capitalist authorities, who would have to exert themselves to suppress it, but the outcome would not be Socialism.

Why are we so confident of this? In the next section our confidence is explained.

III. THE CAUSE OF CRISES

The cause of trade depression is really a simple one to understand. Highly developed Capitalism, while condemning the vast number of workers to a meagre standard of living, causes extraordinarily large incomes to flow into the pockets of a small section of the population (i. e., those who own the factories, the land, the railways, etc.). Most wealthy people have incomes so large that they do not spend anything like the whole amount. After having purchased all they need, often including luxuries of the most extravagant kind, they still have a large surplus that they seek to invest in profitable concerns. But these concerns are in competition, each trying to sell goods more cheaply than the other. In order to maintain and, if possible, increase his profits, each employer tries to get from his workers a larger output at a smaller cost. By means of labour-saving machinery and methods the same quantity of goods is produced by fewer and fewer workers, and displaced workers are constantly added to the army of unemployed. The unemployed man or woman, having only unemployment pay to spend, cannot buy as much as formerly. Thus buying is curtailed while all the time efforts are being made to increase production - a contradiction that is bound to result in over-stocked markets and trade depression. During a depression, this situation is worsened by wage reductions.

The depression shows itself, every few years, in the accumulation of stocks of goods in the hands of retail stores, wholesalers and manufacturers, farmers and others. While trade is relatively good each concern tries to produce as much as possible in order to make a large profit. It is nobody's business under Capitalism to find out how much of each article is required, so that industries quickly expand to the point at which their total output is far larger than can be sold at a profit. Quite young industries like artificial silk, soon reach the degree of over-development shown by the older industries. Goods such as farm crops, that are ordinarily not produced to order, but with the expectation of finding a buyer eventually, naturally tend to accumulate to a greater extent than those produced only to order - such as railway engines.

As traders find it more difficult to sell, they reduce their orders to the wholesalers, who in turn stop buying from the manufacturers. Plans for extending production by constructing new buildings, plant, ships, etc., are cancelled and the workers are laid off.

The reduced income of the workers and of the unemployed reduces still further the demand for goods. In desperate need of ready money to pay their bills, retailers, wholesalers and manufacturers are driven to sell their stocks at lower and lower prices - often at a price less than the original cost price. Workers, for the same reason, are forced to offer to work for lower wages. It is not that there is any lack of money, but that the rich who have it can find no profitable field for investment. The economies that are made in a time of depression - whether voluntary ones, or economies enforced on the workers by wage reductions, actually aggravate the crisis instead of relieving it. Yet "economise" is the advice given by public men now, as it was by Mr. Bourne in 1876, referred to earlier in this pamphlet.

Here is a situation that always causes grave discontent. It is from this discontent that the believers in the theory of the collapse of Capitalism think that they can draw the force which will overthrow the capitalist system. But it does not work out like that. In spite of riots and agitations, Capitalism still continues. The actual events show us why this is and why it must be so.

IV. WHAT HAPPENS IN PRACTICE

Since the War, to go back no further, the situation has been tested many times and in many places. The result has always been the same - suffering for the workers without compensating gain.

In Great Britain two outstanding events may be considered. First, there was the great depression of 1921 and 1922, when, as now, unemployment was between 2,000,000 and 2,500,000. Then, in 1926, there was the spontaneous demonstration of sympathy with the miners in their resistance to wage reductions, that resulted in what is known as the "General Strike". Since the communists have been the most persistent advocates of the doctrine we are attacking, let us see what came of their efforts to take advantage of these two crises.

Round about 1921 and 1922 the communists claimed that they had the leadership of the hundreds of thousands of members of the unemployed organisations. They organised marches and demonstrations, deputations to Cabinet Ministers and local authorities, and attempted to seize public buildings. They did everything they could to force the authorities to grant their demands for better treatment. By winning the confidence of the workers in this way the communists then hoped to be able to lead them on to an attack on Capitalism.

What was the result? A writer in their official organ tells us:

"The unemployed have done all they can and the Government know it. They have tramped through the rain in endless processions. They have gone in mass deputations to the Guardians. They have attended innumerable meetings and have been told to be 'solid'. They have marched to London enduring terrible hardships . . . All this has led nowhere. None of the marchers believe that seeing Bonar Law in the flesh will make any difference. Willing for any sacrifice, there seems no outlet, no next step. In weariness and bitter disillusionment the unemployed movement is turning in upon itself. There is sporadic action, local rioting, but not central direction. The Government has signified its exact appreciation of the confusion by arresting Hannington.

The plain truth is that the unemployed can only be organised for agitation, not for action. Effective action is the job of the working class as a whole. The Government is not afraid of starving men so long as the mass of workers look on and keep the ring" (Workers' Weekly, 10th February, 1923).

Another communist described the way in which discontent will drive men and women into joining associations that promise them immediate benefit, but how easily the membership thus recruited fades away when capitalists give slight concessions. The references are to an unemployed organisation in Liverpool, but are typical of what happened all over the country. The article was published in January, 1923, in The Worker (20th January 1923).

First, the writer tells us that the organisation began in 1921, with a gathering 20,000 strong and a committee "comprised for the most part of Communists". There was a baton charge by the police in September and most of the committee were arrested. The unemployed then attacked a picture gallery and turned it "into a shambles".

"From then onwards the number declined, due to the fact that a scale of relief had been granted, and that the spineless ones had got the wind up and left. We managed to keep a crowd of 10,000".

The article then describes how the unemployed again came into conflict with the police:

"This gave us another setback in point of numbers, and the people left began to show signs of class consciousness . . . They began to flock to the Communist Party. Very few stayed in, but those who left were inoculated with germs of the class struggle. Due to another agitation we were granted the use of another hall. Again, after another couple of months, we got notice to quit. From then onwards until about April or May 1922 the apathy became terrible.

'The Guardians of the rich', seeing this, began to get brave by daring to cut the relief down. A few hundred returned and wanted to know what we were going to do . . . try as we would we could not get them to kick . . . In September (1922) they returned again. The Guardians had brought in a system of test work . . . the agitation became strong . . . the test work suddenly stopped, so did the demonstrations of our organisation."

This communist writer's last words sum up the whole situation. Writing of the typical unemployed worker, he says:

"The immediate wrongs . . .being satisfied . . . he drifted away again. Thus the movement has declined, and hardly exists to-day outside of a small committee".

The years 1931 and 1932 have seen the communists - blind to their own experiences - acting this tragic farce over again.

It must be obvious that unstable organisations of this kind, composed of non-socialists, and recruited merely on some minor question of the day, cannot be of use in the striving for Socialism.

In 1926 the communists had an excellent opportunity to try out their theory on the millions of workers who were involved in the strike or were sympathetic towards it. The result was just what we have said it must be. Strikes can serve a useful purpose in resisting wage reductions or securing increases, but they cannot overthrow Capitalism. To begin with, the workers themselves have not that purpose

in mind, and even when they become socialists they will still need political organisation in order to capture the real centre of power - the machinery of government and the armed forces controlled by it. This no strike can do.

The strikers wished simply to help the miners. In the main, neither they nor the miners had any wish to overthrow the government or to introduce Socialism. To the extent, therefore, that the communists were able to make known their intention of using the strike to overthrow the State, they were not attracting but repelling the workers. As the communists confessed, the "strikers had no horizon beyond bringing aid to the miners, and thereby resisting the employers' offensive against themselves" (The Labour Monthly, June 1926, p. 347). The workers had no desire to use the strike for revolutionary ends, and as the outcome showed, the State, with its financial resources, its armed forces, its support in the press, and its prestige with the mass of the population, has nothing to fear from striking workers even when they number two or three millions.

In a large strike, as in a small one, starvation fights on the side of the propertied class against the wage earners. We know from the General Strike, and from revolts of workers attempted in many countries at different times, that desperate men and women will take desperate action when goaded to it by the hardships of their life under Capitalism. But we have seen in the General Strike of 1926 how such spontaneous outbursts are always crushed by the forces at the disposal of the ruling class through their control of the machinery of Government. How much easier it is, and how much less costly in human suffering, to convert a majority to Socialism than to engage in these blind revolts!

There is, too, another factor of great importance. The ruling class usually and in the long run are not blind to their own interests, and do not drive the working class as a whole into revolt. They are not so foolish as to leave only that alternative. By means of charity, doles, and unemployment insurance, and, if need be, the grant of higher wages and other concessions, the capitalists can always take the edge off periods of the more acute industrial depressions.

The problem of "over-production" that is behind every crisis is always relieved in due course for a time. Employers close down production and thus stop the stocks from being added to. Governments tax the employers and with the money so obtained enable the unemployed to buy a certain amount of the accumulation of articles. Capitalists combine, with or without the assistance of Governments, to destroy stocks. At the beginning of 1932, Brazilian coffee was being burned, thrown into the sea, and used for fuel. Wheat was being burned in Canada and U. S. A., and a resolution was passed by the United States Senate recommending that the U. S. A. Government hand over to the unemployed the 40,000,000 bushels of wheat held by the Farm Board. In addition, in spite of every care, great stocks of raw materials deteriorate and spoil. As a last resort there is the colossal destruction of wars to relieve pressure. Sooner or later, these crises of over-production have always given place to a resumption of fairly brisk trade and employment, without, of course, abolishing unemployment. Capitalism cannot do that.

Some of the communists have indeed just begun to recognise the unsoundness of their theory. In The Labour Monthly (January 1932), Mr. Dutt quotes with approval a statement of Lenin's - that no situation for Capitalism is "without a way out", and says:

"We know that the overthrow of capitalism . . . requires the most titanic and long-drawn struggle, action, organisation, and victory of the working class; and that until this is attained, capitalism will still drag on from crisis to crisis, from hell to greater hell".

To this we would add that the workers will never be able to take sound action until they possess the knowledge of Socialism that it is our aim to provide. So long as the workers lack a knowledge of socialist principles, and a determination to bring Socialism about, each crisis will pass off in this fashion. As a matter of fact, it is not always true that the additional hardship makes the workers kick, even blindly, against Capitalism. The capitalists are so well able to excite the workers' fears, because of a lack of socialist knowledge, that we often see the workers in times of crisis rallying round the most openly capitalist and reactionary parties. We saw this in the 1931 crisis, when an overwhelming majority of workers in Great Britain and in Australia voted into power reactionary "Nationalist" parties, in spite of the plans of these parties to reduce unemployment pay and the pay of Government employees, and to impose other economies.

V. THE ONLY ROAD TO SOCIALISM

The lesson to be learned is that there is no simple way out of Capitalism by leaving the system to collapse of its own accord. Until a sufficient number of workers are prepared to organise politically for the conscious purpose of ending Capitalism, that system will stagger on indefinitely

Throughout the 19th century, and up to the present time, many attempts have been made to build up working class organisations on the basis of demanding concessions from the capitalists to meet the evil effects of the capitalist system. There have been numbers of unemployed organisations asking for "work or maintenance" and political parties, such as the Labour Party, the I. L .P., and the Communist Party, seeking support on programmes of reforms. Some of these bodies have obtained a large membership and have appeared to gain small concessions. Some have even taken over the Government and tried to apply their reform programmes. But such organisations do not, and cannot, bring Socialism. Their members are attracted by the promises of immediate results. They are not

willing to work for the abolition of Capitalism because they have not learned that it is Capitalism which causes the evils they are seeking to remove. These organisations cannot get beyond the limited aims and understanding of their members. They are built up on a wrong foundation. They are not deserving of working class support. They may reform Capitalism, but they cannot abolish it.

So long as the workers are prepared to resign themselves to the evils of Capitalism, and so long as they are prepared to place in control of Parliament parties that will use their power for the purpose of maintaining Capitalism, there is no escape from the effects of Capitalism. The workers will continue to suffer from the normal hardships of the capitalist system when trade is relatively good, and from the aggravated hardships which are the workers' lot during trade depressions.

That is the prospect before the workers of all the world unless they actively interest themselves in understanding socialist principles and assisting in socialist organisation.

A PERSONAL APPEAL

We have now stated our case and we hope that you have given it the consideration it deserves. The question is, what are you going to do? Are you going to put it aside and carry on as of yore, or are you going to arm yourselves with socialist knowledge? One way lies poverty, misery and bondage; the other way lies the road to emancipation and, at its end, all the happiness and fullness of life that the gigantic and fruitful machinery of modern industry offers to a world of free and equal men and women. The choice is before you; only knowledge, desire and self-confidence are needed to realise the free society of the future. Place not your trust in others, but be assured that the work there is to do must be done by yourselves.

Posted by darren redstar at 10:31 PM

--------

http://delong.typepad.com/sdj/2009/08/chinas-treasure-by-forrain-trade.html

China's Treasure by Forrain Trade

Martin Hutchison:

    Asian news and current affairs [http://www.atimes.com/atimes/Global_Economy/KG30Dj02.html]: China's recent announcement that it would use its US$2 trillion of foreign reserves to boost its companies' overseas acquisitions tells us that its economic beliefs are neither those of Adam Smith, nor of Karl Marx, but of the 17th century mercantilist Thomas Mun... England's Treasure by Foreign Trade... 1664.... Mun had been a director of the East India Company... didn't hold with any high-faluting nonsense like comparative advantage or maximization of global economic welfare. For Mun, the purpose of foreign trade was to export more than you imported and, consequently, amass a huge store of foreign "Treasure," which you could then use to found colonies that would take control of natural resources....

    Mun's theory... today... obviously makes sense to China. The country's currency, the yuan, is undervalued, so exports consistently exceed imports. Domestic consumption is kept low and savings high, both of which suppress imports. In industries such as automobiles where consumer demand is inevitable, foreign manufacturers are forced into domestic joint ventures.... Finally, the country has amassed a gigantic store of $2 trillion of "Treasure," which is now to be used to assist in foreign acquisitions... not... on Wall Street... but in natural resources, where China can assure itself of exclusive raw materials supplies for decades to come....

    It indeed has to be doubtful whether any member of China's current State Council has read Mun with any care.... For Adam Smith, writing a century later, Mun's nostrums were clearly inadequate. "If a foreign country can supply us with a commodity cheaper than we ourselves can make it, better buy it of them with some part of the produce of our own industry, employed in a way in which we have some advantage," he wrote. China does not believe this. China preferred to force GM into a joint venture in China that even now, 12 years after the joint venture's foundation and with Buick sales volume in China higher than in the US, makes China's citizens pay $32,200 for a base model 2010 Buick LaCrosse - 16% more than its US price of $27,835.... There is, however, some evidence that Smith's economics are ceasing to work so well, and that we may be re-entering the world of Thomas Mun.

    The key problem is natural resources.... China... is attempting to appropriate control of oilfields, mines and so forth in emerging markets, providing itself with secure sources of supply that will allow its economy to continue to flourish in a world of scarcity.... In reality, China is probably a few decades premature. Oil, the world's most critical natural resource, is still in ample supply if the price is high enough to bring offshore drilling, oil shale and tar sands into operation. Other natural resources may certainly find their prices driven up by the rapid industrialization of China and India, but there is no sign of their rising prices being due to any absolute global scarcity - not yet...

From http://www.atimes.com/atimes/Global_Economy/KG30Dj02.html itself:-

Jul 30, 2009

THE BEAR'S LAIR

The return of Thomas Mun

By Martin Hutchinson

China's recent announcement that it would use its US$2 trillion of foreign reserves to boost its companies' overseas acquisitions tells us that its economic beliefs are neither those of Adam Smith, nor of Karl Marx, but of the 17th century mercantilist Thomas Mun. It is becoming clear that in economics, unlike in "hard" sciences, old belief systems never die.

Mun (1571-1641) wrote a classic magnum opus England's Treasure by Foreign Trade. Published only after his death in 1664, it was nevertheless very influential. Mun had been a director of the East India Company, and, unlike earlier theorists, believed that foreign trade was beneficial. However, he didn't hold with any high-faluting nonsense like comparative advantage or maximization of global economic welfare. For Mun, the purpose of foreign trade was to export more than you imported and, consequently, amass a huge store of foreign "Treasure," which

you could then use to found colonies that would take control of natural resources.

To further this objective, countries should: cut back domestic consumption as far as possible; increase the use of land and other domestic resources to reduce imports; encourage the export of goods made with foreign raw materials; and export goods with price-inelastic demand because profits would be greater.

Mun's theory made sense in the 17th century economic jungle - and today it obviously makes sense to China. The country's currency, the yuan, is undervalued, so exports consistently exceed imports. Domestic consumption is kept low and savings high, both of which suppress imports. In industries such as automobiles where consumer demand is inevitable, foreign manufacturers are forced into domestic joint ventures, so that domestic manufacturers can be developed to replace imports. Domestic agriculture and resource extraction efforts are intensive.

China has set up free-trade zones, in which foreign parts are assembled into goods that are then exported. Finally, the country has amassed a gigantic store of $2 trillion of "Treasure," which is now to be used to assist in foreign acquisitions. Those acquisitions are not to be on Wall Street, as Prime Minister Wen Jiabao helpfully explained, but in natural resources, where China can assure itself of exclusive raw materials supplies for decades to come.

It's not often you see an economist's ideas put into effect with such precision. "Practical men, who believe themselves to be quite exempt from any intellectual influence, are usually the slaves of some defunct economist" said John Maynard Keynes, but he probably didn't expect the economist to be almost 370 years defunct, nor the slavery quite so deferential. William Gladstone's Britain never followed Adam Smith's theories with such precision. Neither was Clement Attlee's Britain so scrupulously faithful to the teachings of Keynes himself. Certainly Josef Stalin's Russia played fast and loose with the teachings of Karl Marx, as did Mao Zedong's China.

It indeed has to be doubtful whether any member of China's current State Council has read Mun with any care. Wen himself is a geologist by training. One vice premier, Li Keqiang, has an economics PhD, but he got it at Peking University in the 1980s, so probably did not have Mun high on his reading list. Two other vice premiers, Hui Liangyu and Zhang Dejiang, have economics first degrees, but Hui got his at Jilin Party Provincial School while Zhang aced the economics syllabus at Pyongyang's Kim Il Sung University. Neither institution is known as a haven of Mun studies.

Still, to us practical men, the interesting question is not where the Chinese leadership got its exquisite understanding of Mun's theories, but whether they are likely to work.

For Adam Smith, writing a century later, Mun's nostrums were clearly inadequate. "If a foreign country can supply us with a commodity cheaper than we ourselves can make it, better buy it of them with some part of the produce of our own industry, employed in a way in which we have some advantage," he wrote. China does not believe this. China preferred to force GM into a joint venture in China that even now, 12 years after the joint venture's foundation and with Buick sales volume in China higher than in the US, makes China's citizens pay $32,200 for a base model 2010 Buick LaCrosse - 16% more than its US price of $27,835.

Thus in Smith's time the ideas of Thomas Mun had come to seem hopelessly primitive. With the supply of natural resources essentially infinite, countries maximized their wealth by exploiting their comparative advantages, whether through cheap natural resources, as in British coal, through high quality agriculture, as in French wines, or through high-level mechanical ingenuity, as in German manufactures. Whether a country ran a balance of payments surplus or deficit was of little short-term consequence, and unless a country ran out of money altogether, "Treasure" was of no consequence at all. It was Smith's economics that brought the world the Industrial Revolution and the enormous advances in global prosperity that marked the 19th and 20th centuries.

There is, however, some evidence that Smith's economics are ceasing to work so well, and that we may be re-entering the world of Thomas Mun.

The key problem is natural resources. In Smith's time, with a global population of only 1 billion and little industrialization, the global supply of resources was almost infinite. Today, however, when we have allowed global population to bloat to 6.8 billion, there are signs that the global resources supply may be becoming disturbingly finite. Under Smith's economics, that isn't a problem; if one resource becomes scarce its price rises, and the world switches to an alternative. If, however, we are now dependent on a few critical resources for which alternatives are not readily available, price signals alone may not prevent us from depleting those resources altogether, causing catastrophic disruption to our economic life.

China clearly believes this is about to happen. That's why it is attempting to appropriate control of oilfields, mines and so forth in emerging markets, providing itself with secure sources of supply that will allow its economy to continue to flourish in a world of scarcity. Mun would surely have approved. In the dog-eat-dog world of 17th century mercantilism, a $2 trillion hoard of "Treasure" would find ready use in such activities, whether through formal colonies, or, as in China's case, merely through exploitation agreements backed, if necessary, by the People's Liberation Army.

In reality, China is probably a few decades premature. Oil, the world's most critical natural resource, is still in ample supply if the price is high enough to bring offshore drilling, oil shale and tar sands into operation. Other natural resources may certainly find their prices driven up by the rapid industrialization of China and India, but there is no sign of their rising prices being due to any absolute global scarcity - not yet.

Nevertheless, over the coming decades we are in danger of reverting to a Thomas Mun world, in which prosperity depends on hoarding sources of natural resources and "Treasure." That will be a world significantly poorer than our own, in which the price mechanism no longer carries much weight and innovation is stifled by the dead hand of the government bureaucracies that dominate economic life through their direction of nations' economic policies. While initially a Mun world might survive fairly comfortably, the long-term economic prognostication for it must be truly grim.

There are two possible escapes from this future. One is the 1950s' dream of space exploration, in which technology advances to the level where we can garner resources from other worlds, and if necessary dispose of surplus population in galactic colonization. However, 40 years after Apollo 11, our advance to that future seems much less certain than it did. Indeed, we are in reality no closer to it than were Jules Verne's fantasy astronauts of 1865, who shot to the moon from the barrel of a gigantic Florida-based cannon.

The other possibility is to return to the world of Adam Smith, in which global population was around 1 billion, so that resources and environmental problems posed little constraint. In such a world, natural resources would be abundant for centuries to come, so China's economics would be wholly foolish, and the free market would reign supreme. Government policy would no longer be relevant, and private sector companies would build new technologies and possibilities in a world of globalized free trade. Environmental constraints such as global warming would also pose little threat, since the carbon emitted into the atmosphere by the global economy would be a fraction of its current level.

Returning to a global population of 1 billion would be difficult, but it may be more practicable than a gigantic interstellar exploration program. If so, it may form the only viable exit from the inexorable approach of the world of Thomas Mun.

Martin Hutchinson is the author of Great Conservatives (Academica Press, 2005) - details can be found at www.greatconservatives.com.

(Republished with permission from PrudentBear.com. Copyright 2005-2009 David W Tice & Associates.)
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On 30/07/2009, Craig Milne, APCouncil <craigmilne@apcouncil.com.au> wrote:

> Dear Peter,

>

> There is some good stuff here.

>

> About the assumptions. Do all free traders accept them?

I doubt if all accept precisely the same ones (which is why there is

some overlap and some different formulation). But when any of them

think they aren't using some of some sort, they aren't using logical

arguments.

 Do they accept that

> if the assumptions are not met the case for free trade is weakened?

The illogical ones probably wouldn't. Then it becomes like any debate

between politicians, where the object isn't to persuade the opponent

but to show him up in front of an undecided public.

>

> What about money? Under the old mercantilism, money was metal based and not,

> therefore, subject to the manipulation of exchange rate that fiat money is.

> May we argue that the ""new mercantilism" as practised by Asian economies is

> more formidable than the old for this reason? Is this novel?

Not entirely novel, except perhaps in its size and their consciousness

of what's involved in the policy options, and in fact it's on my to do

list (jumping ahead, I'm going to work in the Dutch tricks of currency

manipulation/depreciation in the East Indies when they set up their

"cultivation system" there - see its wikipedia article, for which I

actually provided the Boyes material). You'll see that one of the

pieces linked on my publications page goes into this a bit,

peripherally, bringing out how British investment in Argentina

genuinely did install infrastructure there, largely because sound

money was used and kept a proper link. The opposite is what happened

centuries ago under Spanish bullion inflation, where the end countries

(Spain, Portugal, Scotland, Poland, Turkey, and to a lesser extent

India, China etc.) suffered but middlemen countries (England, Holland)

prospered both at the time and from building up enduring facilities -

and I see the same happening now. Wikipedia on neocolonialism

describes how places like South Korea are currently quietly buying up

resources and facilities in Africa, using their dollar surpluses

before they vanish like fairy gold with the dawn.

>

> We need to get together for a talk on this, other than at the tail end of a

> forum.

Maybe an hour or so beforehand, maybe at your office (wherever that is

now) if that's central enough for me to reach by public transport?

[Level 9/499 St Kilda Road, Melbourne 3004, Telephone: 1300 366 272, Fax: (03) 9866 5387]

>

> What I have in mind is to mount our critique on a number of levels;

> -     theoretical (what's wrong with free trade theory, and to do this we

> need to understand it very well, on the basis that we cannot critique what

> we do not thoroughly understand),

> -     empirical (how free trade has failed to deliver what it has promised)

> -     socio-political-developmental-cultural, etc. (even if  theory were

> true and delivered promised income benefits, it would still be the wrong

> course for other, more important reasons).
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In order to handle and process the cash crops, the Dutch set up a network of local middlemen who profited greatly and so had a vested interest in the system, compradores somewhat like the cottier system in Ireland. This was financed partly by bonds sold to the Dutch themselves, and partly by introducing a new copper coinage at about a 2:1 ratio to the old, thereby gaining a massive seigneurage from the depreciation at the expense of the local economy. From Section 5 of Some Notes on Java and its Administration by the Dutch, by Henry Scott Boys, Late Bengal Civil Service, Allahabad: Pioneer Press, 1892:-

    'An ingenious device for increasing the Government profit was devised by General Van-der Bosch at the same time as he initiated the culture system. An enormous amount of copper coinage was manufactured in Holland, the intrinsic value being rather less than half the nominal value. This coinage was made a legal tender, and the cultivator was paid for his produce in this copper coin. Thus, as Mr. Money in his work Java; or, How to Manage a Colony, naively remarks:- "The loans, raised in Holland to start the system, produced an effect in Java equal to double their amount."'

http://anulib.anu.edu.au/subjects/ap/digilib/indo/no/a.html and http://anulib.anu.edu.au/subjects/ap/digilib/indo/no/0.html

SOME NOTES ON JAVA AND ITS ADMINISTRATION BY THE DUTCH

by Henry Scott Boys, Late Bengal Civil Service

Allahabad: Printed at the Pioneer Press, 1892

Section 4.

The land system, obtaining in Java when the Dutch first landed, was almost identical with that prevailing in Hindustan, and it is quite certain that it was carried from the latter country to their new settlements by the emigrant Hindus. We find the sovereign acknowledged without question as the owner of the soil, the cultivator occupying it under unvarying conditions, the governors receiving assignments of the revenue of large areas in payment for their services in administration. Proprietary right, as we English understand it, never existed. The land was national property, the nation being represented by the sovereign. Sir Stamford Raffles, after a very full investigation into the land-tenures, writes:- "Generally speaking, no proprietary right in the soil is vested in anyone between the cultivator and sovereign, the intermediate classes, who may at anytime have enjoyed the revenues of villages or districts, being deemed the executive officers of Government who received these revenues as a gift from their lord, and who depended on his will alone for their tenure." Again, Herr Knops, one of the Dutch Commissioners
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for the investigation of land-tenures, writes:- "There is not a single Javan who supposes that the soil is the property of the regent, but they are all sensible that it belongs to the Government, nominally called the sovereign among them. The Javan's idea of property is modified by the three kinds of subjects to which it is applied: rice-fields, gagas, or fruit trees. A Javan has no rice-field he can call his own. Those of which he had the use of last year will be exchanged next year for others. They circulate from one cultivator to another, and if any villager were excluded, he would infallibly emigrate. It is different with the gagas, or lands where dry rice is cultivated. The cultivator who clears such lands from trees or brushwood and reclaims them from a wilderness, considers himself to be a proprietor of the same. With regard to fruit trees, the Javan cultivator claims those he has planted as his legal property without any impost. If a chief were to transgress against this right the village would be deserted."

No co-parcenary communities are traceable anywhere in the island, indicating that no collector of revenue or headman of a village has ever yet succeeded in so strengthening his position as to become actually the proprietor,
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capable of leaving the property to his heirs. The boundaries of villages in Java are not well defined as in India - a fact which indicates the absence of all idea of property either on the part of an individual landlord or of a community. No sales of land have been known, although the assignees of the revenue could sell their assignments to others. This system of "pusakas," or jaghirs, as they would be called in India, was carried to a great length. Every "tumangung" or ruler of a province was paid by the sovereign by a pusaka. He in his turn would grant pusakas to his demangs (tehsildars), and the demang to the bukal (lambardar). Similarly all the underlings and petty officials, the kliwons, the jeyang-sekars (armed police), the retinues of the chiefs of various grades, - all were paid in assignments of the revenues of lands. All this opened the door to great abuses, but in no cases did the grantees succeed in usurping the proprietary right. No length of holding, no application of industry or capital could justify any Javan in calling any rice-grounds his own. Nor could he gain a title even to a definite term of occupancy. Nor, of course, could any right of inheritance accrue. As a matter of convenience the cultivators' heirs succeeded to their fathers' position, just as the
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son of the bukal might succeed his father in the headship of the village, and just as the demang's heir might succeed him: but no such right of succession was recognised.

Dr. J. Crawfurd, who was resident at Surakarta, in his history of the Indian Archipelago published in 1820 A. D., says that, in whatever country of the Archipelago arbitrary Government then existed, the titles of the prince, of his nobility, and of many of his officers of Government, would be found generally to be purely Hindu. He goes on to say:- "It is among the Javanese properly so-called that the proprietary right of the sovereign in the soil is most unequivocally established. Such is the universality of this principle that I do not believe, in the whole territory of the native princes, there are a hundred acres over which, by the law or customs of the country, any distinct proprietary right could be pointed out independent of the sovereign. There may be here and there, a little forbearance from motives of religion; but a proprietary right in the soil on the part of a subject, it is not going too far to assert, would be unintelligible to the people, so strongly contrasted are their opinions and ours on this point." And again:- "In the highly peopled provinces of Java, where the population
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begins already to press on the good land, the cultivator exercises no right over the soil, and I hardly know any privilege which he possesses in. regard to it except the liberty of abandoning it."

The only exceptions to the general rule, which excluded the idea of individual right in landed property, are to be found in the mountainous and wooded tracts occupied by the Sundas in the west of the island, where private property is established and the holder's interest is transferable. This right has doubtless arisen in these tracts from the necessity of offering superior inducements to the reclaimers of such lands to settle in those parts, and it may be compared to the rights acquired by ryots in India who, under clearing grants, felled the dense forests of the Terai tracts. The right of the cultivator in his "gaga" lands, mentioned by Herr Knops, arises in the same manner. The cultivator under native rule paid nominally as land-revenue one-fifth of his produce; but under unscrupulous officials this was often increased to as much as two-fifths, and Raffles found this rate not an uncommon one. This share might be either taken in kind or at a valuations practice exactly similar to that prevailing in most of the grain-rented districts
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of the North of India. Crawfurd, describes the process thus:- "Suppose the crop of a given quantity of land consists of 60 parts. One-sixth is deducted at once for reaping, which, in almost all cases, goes to the cultivator and his family. Of the remaining 50 parts, two

go to the village priest, after which the remainder is divided into equal parts between the cultivator and the sovereign. The shares of the parties are therefore as follows:-

Cultivatoes share ... 34 parts.

Priest ... 2 "

Sovereign ... 24 "

Total 60 "

"One-fifth of the sovereign's share has been occasionally paid as commission for collection. This would reduce the sovereign's actual share to one-third of the gross produce of rice-lands." In addition to this fifth of the produce the officials representing the sovereign could, if they wished it, take the whole produce of the cultivator at the harvest price. The main checks upon the extortionate use of this power were the difficulty of getting rid of the produce and desertion of the villages.

In practice this power was not in the old days abused to any great extent, the wholesome check of emigration restraining the chiefs from
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going too far. In Java, too, as in India, the power of "adat" (usage), a word clearly introduced by Mahomedans, is great, and high and low obey it. A small ground-rent for houses was also payable by the cultivators, and in many districts a capitation-tax was levied. Then there were contributions at births and marriages in the chief's family, and contributions for charitable and religious objects. The roads, dams and, irrigation channels had to be maintained, and the maintenance came out of the pockets of the cultivators. Anglo-Indian officials in the North of India will recognise some of these imposts under the names of "parjot," "marwanah," &c. Besides the land-revenue and other dues the cultivator is bound to render to the sovereign or his representatives one day out of every five of his labour. In 1879, 2,030,136 persons in the island were subject to the corvee, each person being liable for 52 days' labour in the year. In the same year the total population was put at -

Europeans ... ... ... 29,998

Chinese ... ... 200,303

Arabs ... ... 9,610

Natives ... 18,824,574

Others ... ... 3,344

Total ... 19,067,829

so that roughly one out of every nine persons is bound to render this service, and there is no
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doubt whatever that this obligation is much abused up to the present day. Every underling, however low, who can represent himself, truly or, not, as the servant of the official, lords it in the village and makes the first cultivator he catches work for him. So also all officials - high and low - passing through the villages, consider themselves entitled to free supplies. These two customs, which almost exactly find their counterparts in the Indian "begari" and "rassad," form the two main counts upon which "Max Havelaar" arraigns the Dutch Government in the powerful indictment which, under the guise of a novel, he brought against his late masters in 1868 A. D. He shows how, up to the present day, the customs which may have had their origin in unobjectionable feudal services, often in the hands of exacting native officials become terrible instruments of oppression, and how the Dutch, while they issue voluminous philanthropic instructions to their officers, in which the protection of the natives figures as one of their first duties, nevertheless shut their eyes to the tyranny which in some regencies is practised with impunity, the general desire being that things may go easily, that there may be no open scandals, and that high native officials, through whom the
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Javans are ruled, may be conciliated. It is quite certain that in India abuses under the guise of rassad (supplies) and begari (unpaid labour) are not so flagrant as in Java; but that they exist every European official will admit, and it is our bounden duty to persistently discourage these practices and protect our native fellow-subjects from themselves.

The system of administration in Java under the native sovereigns was almost identical with that of Akbar in India. We have, under different titles, the same very complete division of the country into provinces, districts, sub-districts and villages. The headmen of the villages were, as in India, chosen by the villagers themselves, The rulers of the sub-districts, districts and provinces, were appointed, and all held office at the pleasure of those who nominated them. With their duties as revenue collectors they combined the offices of criminal and civil judges, being assisted by the Mussulman law officer and a legal counsellor, who was the expounder of local customs which regulated much the dispensing of justice. The parallel between the Javan and Indian system is curiously exact.

When the Dutch had made good their footing in the island they made no attempt to undertake
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its government. So far as the natives were concerned, they left them and their management entirely to their native rulers. Their policy was entirely commercial and avowedly selfish. They insisted on certain articles of commerce being kept close monopolies for themselves; they demanded from each district a forced contingent of rice, leaving the tumangungs (or regents) to levy it from the villages in what manner they pleased; they compelled the regents to supply whatever labour they required for their public works, and after they had started the coffee plantations, they required the regents to see that every cultivator planted, nurtured, and plucked a certain number of coffee trees; they required that the services of 32,000 families should be placed at their disposal for the felling of timber in the Government forests; and in other ways they endeavoured to bleed the country for their own benefit, without attempting to give it anything in return. During this period, therefore, the unhappy country had not only to endure the ills which were indigenous, but it had, in addition, to suffer the oppression consequent on the presence of a foreign power, which insisted on the native rulers extorting produce and forced services from the people for their white masters as well
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as for themselves. But this endeavour on the part of the Dutch to work the so-called colony for the benefit of the mother-country by such a clumsy and narrow system, was a disastrous failure. In order to keep up the price of the monopoly products they actually often destroyed a large quantity of them; timber accumulated to such an extent that it rotted at the depots; the deficits every year became more and more serious, and long before the English took possession, the island had ceased to be of any commercial advantage to Holland.

Sir Stamford Raffles had not been long in Java before he determined on a complete change of system. The Dutch monopolies were abandoned, freedom of cultivation was established, the forced deliveries of rice were stopped, all tolls on inland trade were abolished, and taxes on coasting trade removed, the port dues were equalised and their collection taken out of the hands of the Chinese. The salt farms were resumed and administered direct, and the "blandongs" (the system under which the teak forests were worked) were abolished, a certain area being reserved to be worked by paid labour, and the rest thrown open to private enterprise. But the greatest relief to the people was given in the abolition of all forced
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services. The coffee plantations were no longer managed as Government properties by compulsory labour. The cultivators were left to keep them up or not, just as they pleased, the Government undertaking to purchase all coffee which the growers could not dispose of in the open market at a rate double that which was paid by the Dutch. The villages were held bound, as heretofore, to furnish their quota of men for works on the roads and other public works; but all this labour was now to be paid for at the regular market rate. In order to provide revenue wherewith to administer the country, Raffles commuted all the imposts on the cultivators into one fixed tax, namely, two-fifths (instead of one-fifth) of the produce; but he took this land-revenue from the first crop only, and allowed the second crop to be cut clear of any tax whatever. Fruit trees and gardens were left free. The cultivator henceforward was to know exactly what would be demanded of him, and would be called upon to make no other contributions either in kind, in money, or in labour.

Raffles then proceeded to reform the land-tenures by excluding, as much as possible, the higher class of natives from any connection with the soil, by leasing the lands direct to the cultivator.
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During the Dutch rule the native regents would farm out the land-revenues to demangs, and the demangs would sublet to bukals. Raffles forbad such leases, and reduced the regents and their subordinates to mere collectors of revenue. Village rent-rolls were prepared, and the native collectors had to collect and account in accordance with these. The cultivators were given leases for three years, and it was clearly the intention of Raffles to introduce the ryotwari system of India, and to make the cultivators practically proprietors of their lands. To compensate native officials for their loss of income under these changes, Raffles provided them with handsome salaries and maintained their rank. He also, while he checked their interference in revenue matters, increased their dignity and usefulness by making them act as his police, giving them small correctional powers within their districts: and this is one of the few reforms carried out by Raffles, which were maintained by the Dutch when they resumed possession of the country in 1815 A.D. Torture and mutilation were abolished, and compounding for crime was disallowed; courts of law were established, and an endeavour was made to secure the benefit of their own laws to the Javans, even in criminal
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cases, save in cases of murder. The revenue and judicial instructions issued by Sir Stamford to his officers read very like those that might have been issued forty or fifty years a

go to the commission of a newly-acquired province in India. That the reforms contemplated and mostly carried out were conceived in a nobly generous spirit and elaborated in a very masterly manner, must be admitted even by the Dutch; but viewing them by the light of our subsequent experience in India, we must hesitate to pronounce some of them to have been either good for the people whom it was Raffles's earnest desire to benefit, or advantageous for the Government.

It was Raffles's intention, as soon as his temporary settlement had expired, to confer on the cultivators the full proprietary right in their holdings, involving the terribly doubtful privilege of alienating their fields and the disastrous liability to be sold up, either by their civil creditors or by the revenue authorities, for default. By the return of the island to Dutch rule the Javans have escaped that fatal gift of absolute proprietary right which has been the ruin of so many tens of thousands of our peasantry in India, and with which, while striving to bless, we have so effectually cursed the soil of
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India. It is not too much to say that the loss of all the many benefits which undoubtedly would have been conferred on Java by the substitution of English for Dutch rule, is not too high a price to have paid for escape from the many evils of unrestrained power to alienate landed property. Under their present Government the Javans, according to our English ideas, ought to be the most miserable people. That they are not so, but that, on the contrary, they are the most prosperous of Oriental peasantry, is mainly due to one cause - the inability of the Javan to raise one single florin on the security of his fields, and the protection thus enjoyed by him against the money-lender and against himself. Nature is bountiful in Java, and undoubtedly the abundant fertility of the soil enables the Javan to stand up under many ills to which he is subject; but were her fecundity doubled, were she to pour her gifts as from a cornucopia into his lap, nothing would ultimately save him from the money-lender and from consequent eviction from his fields and his home if he were able to pledge the one or the other as security for an advance.

Herr Mummtingle, one of the Dutch Commissioners whom Raffles consulted in considering
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the question whether such radical reforms could, politically viewed, be safely carried out in such a conservative country as Java, remarked that the maintenance of the nobles' rank and titles, the attention to their dignity in confer-ring upon them police jurisdiction and petty magisterial power, the grant of high salaries, and the relief from produce deliveries and money contributions, ought and probably would be considered a sufficient compensation for their loss of profits, but he prophetically added that "the breath of opinion might dissolve even the British power in India," and he counselled caution and a gradual introduction of the system. He also displayed his shrewdness in saying that no order of abolition would suffice to abolish the custom of feudal services being rendered to those to whom they had hitherto been given. The force of "adat " would be to ostrong even for the British Government. Herr Mummtingle doubtless hit the blot in Raffles' reforms - a blot which has disfigured only too many a page of English administration of Oriental countries. A want of true appreciation of native ideas and incorrect valuation of Oriental methods has always betrayed us into imposing on our fellow-subjects in the East, without tact and without preparation, principles
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and measures which, however good in themselves, are unintelligible and therefore unwelcome to those whom we wish to benefit. We are so eager to fight abuses and set wrong right that we cannot wait to see whether even in the abuse there may not be latent some principle which, if rightly applied, will enable us to reform instead of eradicate, shape instead of destroy. The Dutch before the time of Raffles, and almost equally so up to the present day, went much too far in the opposite direction. As Sir Stamford says of them:- "They had little other connection with their best subjects - the cultivators of the soil - than in calling upon them from time to time for arbitrary and oppressive contributions and services; and, for the rest, they gave them up to be vassals to the various intermediate authorities, the regents, demangs and other native officers" - a selfish, narrow, iniquitous and withal a suicidal policy. But it at least escaped the evils attendant on the sudden introduction of methods of government necessarily distasteful to the former holders of power and at the same time uncongenial to the people and opposed to their traditional notions of right. Could Sir Stamford Raffles have stopped short of the introduction of the new principle of proprietary right, with
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its corollaries of power of transfer and mortgage, had he seen his way clear to utilising the labour rent by regulating, instead of abolishing, that much-abused system, and had he thus been able to avoid increasing the share of the produce demandable by the Government, his reforms would have had a better chance of furthering the true interests of the Javan.

The three years of the British administration of the island, however, were not wasted. When the Dutch re-occupied their old possession and found it swept and garnished, they did not proceed to call in the proverbial seven spirits worse than themselves. On the contrary, they began by announcing that they would abolish monopolies of production and allow freedom of cultivation. Further, finding that Singapore, a free port at their very gates, was taking away even such little trade as they already enjoyed, they made a virtue of necessity and largely modified their different duties. But the greatest permanent gains which the Javans obtained from Raffles' rule were the admirable police system and the establishment of courts of justice, both of which reforms were maintained by the Dutch, the former in its entirety and the latter with some modifications. They, however, swept away with decision the ryotwari system,
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together with the right to sell and be sold up, and reverted, to the great relief of all concerned, to the old village system under which each cottier was allotted at the beginning of the year his parcel of rice-fields, subject to the payment of the grain-revenue. It is asserted by the Dutch (and all who know the manner in which unfamiliar measures are received in India can well believe it) that, in spite of Raffles' endeavour to bestow separate holdings on the cultivators, the Javans continued under the English to manage their affairs in their own way and to cultivate under the annual allotment system as heretofore. The Dutch, however, kept a grip on the land-revenue, which Raffles had for the first time, since Java was occupied by Europeans, brought into the Government treasury. They reduced it from two-fifths to one-fifth of the produce, and, to compensate themselves for the surrender of the extra one-fifth taken by the English, they re-imposed the old labour rent, reducing it from one-fifth of the cultivation labour to one day in seven.
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SOME NOTES ON JAVA AND ITS ADMINISTRATION BY THE DUTCH

by Henry Scott Boys, Late Bengal Civil Service

Allahabad: Printed at the Pioneer Press, 1892

Section 5.

The financial result of Raffles' schemes had been most marked, the revenue rising from 3» millions of florins in 1810 to 7» millions in 1814, and the Dutch maintaining the same system were able to continually increase this sum until it reached 24 millions of florins in 1830 A. D. This revenue was, however, only obtained by very severe taxation and the country could not have gone on yielding this amount. The Government had been engaged for some years in a war with the two native principalities - Surakarta and Jokyokarta - and, in spite of the increasing revenue, deficits were year by year becoming more and more alarming, and Java bid fair to again land Holland in heavy debt, From these difficulties the Dutch were delivered by General Vander Bosch, in 1832 A. D., who initiated what is known as the "culture system." Under this scheme the revenue rose in twenty-five years from 2 millions sterling to 9» millions sterling annually. The Government with this fine revenue was able during the same twenty-five years to pay off the old Java debt, to raise its unproductive expenditure to 3 millions sterling and its reproductive
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expenditure more than 2 millions, while the trade statistics showed that imports had jumped from 2 millions to 5 millions and exports from 2 millions to 8» millions. Population rose during the same period from 6 millions to 12 millions, and it is calculated that at the present time the population touches 20 millions.

Under the culture system the Government may be said to have become farmers on a gigantic scale. Recognising the fact that the soil of Java was eminently suitable to the growth of certain valuable products, such as sugar, tea, tobacco, coffee, cinnamon, pepper, indigo and cochineal, while the native, left to himself, would never exert himself to raise these crops, the Government determined in its capacity of owner of the land to declare that in the villages selected as suitable at least one-fifth of the area should be sown with the crop prescribed. If the crop was one such as sugar, requiring manufacture on the spot, a contractor was placed in the village or group of villages to whom the villagers were bound to deliver all the raw produce as cut, receiving a fixed price for the same. The contractor, who had received large advances from the Government to enable him to set up the necessary machinery, on his part was bound to deliver a certain

[end page 62; view graphics version]

quantity of the manufactured article to the Government, again, at a fixed price. The result has been enormous profit to the Government, very considerable gain to the contractor, and, the advocates of the system say, great pecuniary advantages to the villagers. Now, when it is considered that not only has the Government, the contractor and the grower to get their profit (and it is asserted large profit) out of the article, but the officials - European and native - also receive a handsome percentage on the result in order to interest them in the success of the factory, a sceptic may be led to inquire at what point in the process is the marvel worked which gives such a satisfactory result. It is admitted that private planters, renting land from Government and paying for their labour, are unable to achieve such startling success. The advocates of the culture system say that this arises from the want "of official support among a native population who require authoritative explanation and persuasion to secure continued application of new ideas even for their own good."

Those who are acquainted with Oriental populations will admit that there is some truth in this remark, but the explanation would probably be more correct if for "official support"
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were substituted "official pressure." There can be but little doubt that the factor which determines the profits of the contractor and of the Government is the price which is paid for the raw produce to the cultivator. If that is high the profits of the other parties to the bargain will be low: if it is low the superior partners will reap the advantage. Where the cultivator grows a crop by order and receives a price for his produce fixed by him who makes him sow, there is, it need not be said, a terrible temptation to the latter to make the most of his opportunity. In India we are familiar with this problem in the indigo culture. When indigo commanded a very high price in the market, the planter could afford to give the cultivator compelled by him to sow the plant a fair price; now that indigo has fallen in value, the only way to secure good pecuniary results is to give such a reduced price for the raw material as barely enables the cultivator to subsist. Doubtless a Government, strong to resist temptation, and vigilant in seeing that its paper orders are obeyed, could, when high prices rule, secure to the cultivator a fair price for his produce, and at the same time reap large profits; but in these days, when such products as sugar and indigo are at such low
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quotations, it is impossible that under the Javan system large Government profits can be compatible with fair treatment of the cultivator.

This is what Max Havelaar says on this subject, and it is worth quoting at length, as it is the evidence of a Dutchman who had seventeen years of experience of official life in Java :- "The Javan is by nature a husbandman; the ground whereon he is born, which gives much for little labour, allures him to agricultural work, and, above all things, he devotes his whole heart to the cultivating of his rice-fields. The cultivation of rice is, in Java, what the vintage is in the Rhine provinces and in the south of France. But there came foreigners from the West who made themselves masters of the country. They wished to profit by the fertility of the soil, and ordered the native to devote a part of his time and labour to the cultivation of other things, which should produce higher profits in the markets of Europe. To persuade the lower orders to do so, they only had to follow a very simple policy. The Javan obeys his chief: to win the chiefs it was only necessary to give them a part of the gains, and success was complete. To be convinced of the success of that policy, we need only consider the immense
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quantity of Javanese products sold in Holland and we shall also be convinced of its injustice, for if anybody should ask if the husbandman gets a reward in proportion to that quantity, then I must give a negative answer. The Government compels him to cultivate certain products on his ground: it punishes him if he sells what he has produced to any purchaser but itself, and it fixes the price actually paid. The expenses of transport to Europe through a privileged trading company are high: the money paid to the chiefs for encouragement increases the prime cost; and because the entire trade must produce profit, that profit cannot be got in any other way than by paying the Javan just enough to keep him from starving."

This criticism of the culture system was written in 1868 A. D., and no answer to it has been given officially or unofficially. The Dutch Government gets a clean profit of five millions sterling, and this is a very solid reason for silence. The average annual produce of the Government coffee plantations for the ten years ending in 1878 A. D. was 52,000 tons, while the sugar plantations yielded 207,000 tons. The Government of India is not inexperienced in the culture system. It raises its opium revenue by a system identical with that
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of Java, save in the all-important point that the opium cultivators compete with one another for permission to sow the poppy, while in Java they are compelled to sow the crop named by the contractor-controller. In India also there is no contractor in the business. The factories are managed direct by the Opium Department. Should the demand for opium in China cease, as seems not improbable, it might perhaps be possible for the Indian Government to declare tobacco a monopoly, and work its cultivation on the culture system. Indian tobacco is fast finding a European market.

An ingenious device for increasing the Government profit was devised by General Van-der Bosch at the same time as he initiated the culture system. An enormous amount of copper coinage was manufactured in Holland, the intrinsic value being rather less than half the nominal value. This coinage was made a legal tender, and the cultivator was paid for his produce in this copper coin. Thus, as Mr. Money in his work Java; or, How to Manage a Colony, naively remarks:- "The loans, raised in Hol-land to start the system, produced an effect in Java equal to double their amount."

But when all is said against the culture system, it must still be admitted that the cultivating
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class in Java is distinctly well-to-do. The evidence to be drawn from a personal view of the rural population in their prosperous villages is decisive on this point; and the only conclusion to which we can come is that the extraordinary fertility of the soil and the entire absence of the landlord and middleman, enable the Javan peasant to bear up and even thrive under a system which violates in many ways our Western principles of justice and fair dealing, and which, unless it is most vigilantly supervised and directed, is capable of working ruin to the one who is unable to raise his voice on the subject. Crawfurd, speaking of the period when the English had just occupied the country, gives similar testimony to the condition of the people and comes to a like conclusion. He says "that the habitation of the Javanese peasant is neater, his clothing and food better, and his modes of husbandry more perfect is admitted by all who have had an opportunity of instituting a fair comparison between the Hindus and the Javanese;" while, speaking of the exactions levied upon the Javanese, he asks "what but the extraordinary productiveness of the soil and the benignity of the climate, with the peculiar relation of the land to the people, could render such enormous imposts tolerable and present
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to us, notwithstanding such disadvantage extraordinary spectacle of a rich husbandry under such privations as those of the Javanese cultivator."

There is a limit, however, even to the yield of a country such as Java, and when we reflect that the population has quadrupled itself in the island within the past seventy years, and now presses with an incidence of 400 to the square mile, we feel that it will not be long before the Dutch will be face to face with agricultural difficulties similar to those met with in the most congested parts of India, and that it will then perhaps be impracticable to extend, even if it be not found imperative to contract, the cultivation of crops other than cereals. Deficiency in the food-supply has not been unknown even in Java, and Holland had once to issue an order that "the extension of the so-called European market should no longer be pushed to the extremity of famine."

Again, the Dutch Government must most jealously exclude the landlord and the middleman. If, as it seems is not unlikely to be the case, the independent planter steps into the place of the Government, armed with all its power, but untrammelled by its respect for public opinion, or its desire to do its duty by the native, the
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great safeguards which at present exist will be removed. It is clear that considerable pressure has been for some time brought to bear upon the Java Government by the unofficial Dutch in the island to withdraw from the culture system in favour of the private speculators, find in 1870 a new law permitted the cession of uncultivated land to Europeans on lease for 85 years. In Batavia, and the other large towns where the European merchants have their houses of business, not unfrequently opinions are expressed adverse to the present administration under which the profits from the culture system are absorbed by the mother-country instead of being spent in Java; and sometimes these opinions are sufficiently unpatriotic to take the form of a wish that the English may, at some time or other, again be masters in Java, in which event, it is predicted, the colony will get fair play. But it is not difficult for those who pursue the subject with such discontented Dutchmen to see that it is not on behalf of the country or of the Javans that they are indignant at the present state of things, but on behalf of themselves. They are pretty well assured that the English, if they ever did re-occupy the country, would abandon at once their position as producers, as
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militating against the free trade principle, and that the plantations would be handed over to private venture. Then would come the time of the speculator - Dutch, English and Chinese: and from that day forward woe to the unfortunate Javan, who would look back with longing regret to the days when his only master was a Government, selfish doubtless in its aims, but still discreet in the exercise of its power.

SOME NOTES ON JAVA AND ITS ADMINISTRATION BY THE DUTCH

by Henry Scott Boys, Late Bengal Civil Service

Allahabad: Printed at the Pioneer Press, 1892

Section 6.

Java and Madura are now divided into twenty-five residencies, which comprise seventy-eight regencies, each of which latter divisions is ruled by a native regent, "assisted" by an assistant resident, who has as his lieutenant in his work a "controller." At the head-quarters of each residency is the resident, with powers of supervision over the officers in charge of the regencies. The work of administration is supposed to be done by the native regent, and all orders to the people are issued through him. The actual rulers are of course the Dutch; but it is their settled policy to carry, if possible, the native upper classes with them in their administration, and they endeavour to secure this object, even at the risk of much inconvenience and ineffectual government, which but too often results from this dual rule. The regency is again divided into small districts, each under the immediate orders of a "Wedana," who is, like the regent, a native of high family, with "mantries" under him. These "mantries," who are officials corresponding to the petty officers of police and the irrepressible chuprassies of India, are the relations
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generally of the regent and the Wedanas. A regency thus is usually packed full of the regent's own people. How difficult therefore Max Havelaar found it to convict a regent of oppression and abuses may easily be understood. This impunity for native wrong-doers in high places is a necessary consequence of the Dutch policy. In each village there is a head-man, who is elected by the villagers. This man collects the land tax, allots the rice-fields, keeps the roster of men to work on the plantation or the roads, sees to the supply of gratuitous provisions for the mantries and others, and tells off the villagers as watchmen in their turn. He settles small disputes, and being chosen by the people he is trusted by them and is really a protection to them.

The work of governing this patient people is done smoothly - too smoothly. Where the surface is so unrippled, one may suspect strong currents underneath, and it is one of Max Havelaar's charges that it is well understood in Java all round that reports are usually to have couleur de rose. The Government of Dutch "India," he says, "likes to write home to its masters in the mother-country that all goes on satisfactorily. The residents like to announce this to the Government. The assistant residents,

[end page 73; view graphics version]

who receive themselves from their controllers nothing but favourable accounts, send again, in their turn, no disagreeable tidings to the residents. From all this there arises in the official written accounts of these matters an artificial optimism, contradictory not only to the truth, but also to the real opinion of these optimists themselves." How great the under-currents maybe sometimes maybe judged from the fact that in April, 1889, no less than a hundred natives of Bantam (Max Havelaar's district) were lying under sentence of death for insurrection.

The principle upon which the courts of justice are based is the conferment of very limited powers indeed on both European and native officers sitting alone, even the resident himself being unable to inflict a severer punishment than ten days' imprisonment, while the Joint Court, called the "Landraad," in which the resident and regent with one other native of high rank sit together, can inflict the penalty of death subject to confirmation of the Supreme Government at Batavia. No Europeans, however, are subject to any other than purely Dutch courts. The Landraad is the principal civil as well as criminal court for natives, the resident, regent and Wedana exercising petty
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civil jurisdiction when sitting alone. Great consideration is shown for the sensibilities of natives of high rank, even when charged with serious offences, and arrests of such persons are not made except under high authority. The Dutch have avoided one of our difficulties in absolutely declining to sanction anything in the shape of a native bar. The vakil is not, and no one is allowed to plead for another who is not his personal friend. For this mercy the Javan may be thankful that the English rule did not continue. Litigation receives therefore no unhealthy stimulus. Perhaps some might be inclined to think that the criminal courts are unduly idle, for the Landraads are said to sit not oftener than thirty days in the year. Probably a large amount of crime never comes to light at all.

The dual system, which pervades all the Dutch institutions in Java, holds good in the army also. Each regiment is composed both of Europeans and natives, the former taking the flank companies, the latter the centre, and the plan is said to work extremely well. There are also a number of negroes in the ranks, and the Government takes Europeans of all kinds as recruits for its white army. After the Crimean War the Foreign Legion largely found
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service in Java. All Dutchmen in the island are liable to military service; but in ordinary times their obligations only extend to putting in a certain number of drills every year. These are rigorously exacted, and there is therefore, besides the 35,000 regular troops, a large body of this militia on which to fall back upon in time of need. As there is no landed aristocracy and the natives of position mostly hold lucrative appointments under Government, and as an Arms Act is strictly enforced among the lower orders, the Dutch are not likely to be annoyed with insurrections. Their only troublesome neighbours are the two Sultans of Surakarta and Jokyokarta; but these potentates are only allowed to keep a small body of troops, and they are watched by a force at Magellang, on the northern border of these Principalities. The Sultans receive large money allowances from the Dutch and also have private domains; but they are, it seems, well nigh powerless for mischief. In the Indian Netherlands the Dutch have, of course, a standing trouble in Achin, at the N.-W. of Sumatra. For the past fifteen years the Achinese have kept the Dutch at bay, and the latter's rule in this part of Sumatra is limited to the range of their guns from the fort. The whole of Java's fine surplus
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revenue is swallowed up in this weary struggle, and Holland no longer credits the Home treasury, as she was wont, with three or four millions annually. She would gladly hand over to England Sumatra, and thus get honourably quit of her unprofitable possession.

From the slight sketch of Java and its institutions which has been given it will have been seen how different are the methods of government adopted by Holland and England in their administration of their Oriental possessions. We strive our very best to rule India in the interest of the native population. The Dutch do not profess to study the well-being of their Javan subjects, save as an object secondary to their own advantage. England expends the whole of her enormous revenue in India and sends not a rupee westwards, save for goods purchased, while Holland receives ordinarily from Java, as pure tribute, more than one-third of her colony's income. We lay ourselves out to give every Indian who cares to come forward for it what is practically a free education right up to the Universities which we have established, and still continue to establish, all over India: Holland of set purpose keeps its Eastern subjects as stupid and ignorant as is possible. We are scrupulously exact in all our dealings with
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the natives, insisting on a full wage being paid for all work done, and checking, by all the means in our power, the tendency on the part of all natives in authority to compel labour, while the Dutch have no hesitation in utilising to the full this tendency and practically draw from this source a large portion of their revenue. The English protect all rights in land, however shadowy they may be, and confer others: the Dutch admit no such rights and studiously avoid the introduction of the proprietary principle. We persist in impressing on the native mind that the Western and the Oriental, the heir of Europe's civilisation and successor to Eastern conservatism, are all equal and equally fitted for, and capable of, understanding and of profiting by those social institutions and forms of government to which we ourselves are so attached: the Dutch frankly deny the equality and ridicule the notion that all the world should be ruled on the same principle.

To the Anglo-Indian visiting Java and viewing these great differences it is somewhat humiliating to feel that the Dutch have most unquestionably, in one point at any rate, succeeded where we have partially failed. Conscious of the absolutely upright intentions of his own Government, and convinced that it is the first
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wish of every English official connected with the administration that all classes should share in the blessings which should flow from its benevolent measures, he is startled to find the great mass of agriculturists in Java manifestly in a far better material condition than our own ryots. This is unquestionably the case, and the fact undoubtedly proves that our treatment of the great questions relating to land-tenures, which a hundred years ago were partly similar to those which have from time to time arisen in Java, have not been dealt with in the manner best calculated to secure the happiness of the people. The denationalisation of the land, which from the time of Lord Cornwallis till the present day has been more and more completely effected, has resulted in the aggrandisement of a class of wealthy landlords and middlemen at the expense of the cultivator of the soil, and we have surrendered that splendid position as owners of the land which, enables the Dutch to appropriate for State purposes the whole rental of the country and to ensure that that rental shall always be so moderate in amount as to enable the peasant to pass his days in comfort and without care. Doubtless Holland would do well to treat her rich dependency in a more generous, more unselfish
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spirit, and in many points she could undoubtedly take lessons from England - but the impartial student of the economics of the Eastern possessions of the two countries will certainly come also to the conclusion that India has much to learn from Java.
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Letter printed in the Australian Financial Review of 5.10.00

Alan Mitchell's article of 4.10.00

In Alan Mitchell's article of 4.10.00, "Freer trade helps the poor", it appears that throughout he is citing analysis of what happens to poor countries as a whole and not what happens to the poor within the countries. Even after comparing "...the potential gains from freer trade with the potential cost of imposing higher labour standards on developing countries", he goes on to bring out the aggregate benefits to those countries as a whole.

Is this in fact what he is answering? Because if so it goes very little way towards addressing what increased trade liberalisation actually does for the poor. It is true that wealth eventually trickles down, but this is a slow process, and without that the effect may be like the old saying about foreign aid: taking from poor people in rich countries to give to rich people in poor countries. It may be said that it only happens when there is something kleptocratic about the developing countries, but this is like saying "guns don't kill people, people kill people" - it begs the question of the reasonably foreseeable consequences of giving the means to those who are likely to use them that way.

Indeed, there are mechanisms that can cause some people to regress during the early stages of adjustment in any country, such as increased rents or increased use of land for the cash economy. Although it does not always happen, when it does it gives the poor a sort of J curve of progress, reculer pour mieux sauter. The trouble is that with several stages of change piling up one after another, the separate J curves combine to produce a downward trend, at any rate over any period that matters. So, regardless of the fact that the country is developing, we still cannot be sure that we really are helping the poor that way. We certainly cannot rule out these possibilities in advance from empirical experience [should have written "evidence"] - even our own experience shows people who have remained caught for years in the eddies produced by our own advancement, despite the fact that anyone not caught definitely benefits.
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Letter printed in New Scientist of 20.4.02

"Land and Freedom" article

(This was somewhat edited before being printed. This version shows the original draft.)

The article "Land and Freedom" on page 17 of New Scientist of 23.3.02, and the fuller version at your website [or here], present differing views about whether these developments will actually help people they displace. The developers claim that they will find other jobs, and will be better off as there will be more GDP for them to share in.

There are several problems with this, pretty much the same as happened with the Enclosures in England or the Highland Clearances in Scotland but with one further aggravating feature:-

    * As well as an improvement in aggregate measures there is a wealth transfer; after the improvements not only will Indian GDP increase but more than 100% of the increase will go to the developers and the state, with the displaced going backwards to make up the difference. It is no good to claim accurately that increased wealth allows compensation; what counts is whether compensation actually happens (it didn't in the British cases).

    * Even if the long run were as the developers claim, with a new equilibrium with everybody better off, there is the significant matter of the transition to it. In the short term you can starve, which is what happened to many evicted Highlanders before any benefits trickled down to them.

    * In the Indian case, there is an aggravating feature: wage levels have been set by people competing for unskilled jobs who only need to eke out an insufficient subsistence lifestyle. The displaced people will be competing for unskilled work with their equivalents elsewhere in India who have not been displaced. Though these people need money, they can settle for wages below what is needed to live off since their limited subsistence resources amount to a concealed non-cash subsidy; they desperately need a top up wage, but no more, so they bid wages down to a level which is not enough to live on by itself. The newly displaced will not face transitional hardship but unsustainable poverty relieved only by death or emigration.

The only way forward is likely to be impractical: it requires compensation to the evictees, not merely to make sure they get a net percentage of the gain considered as a capital lump sum, but in the form of an indefinitely sustained subsidy flow that is enough for them to compete with other unskilled Indian peasants indefinitely even if not enough for them to survive on by itself. Otherwise they will be in the same unemployable boat as unskilled Australians who cannot compete with third world semi-subsistence labour without a similar subsidy or the equivalent, only without our Social Security safety net to keep them alive. (The Australian situation would be bad anyway, even without subsidised foreign competition - there is an externality involved in resourcing Social Security that unnecessarily raises levels of unemployment here.)
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Unpublished letter to the Spectator, written 15.9.02

Andrew Kenny's article of 7.9.02

Andrew Kenny's article of 7.9.02 comes to the wrong conclusion on some important economic issues, not so much from getting his material wrong - it's correct, as far as it goes - but from leaving out some important things that he couldn't be expected to know. But he should know to some extent - the very approaches he recommends as having helped the west, did indeed have horrendous side-effects in each of England, Ireland and Scotland in various ways in the 18th and 19th centuries. This, despite the fact that the aggregate gains were real and there are only beneficiaries left now to tell the tale.

Take his advice that developing country "small" farmers should increase their cotton crop with genetically modified seeds. There's no world shortage of cotton, so although these particular farmers would end up better off (at first), very little more cotton would be sold; other cotton growers would end up worse off, and a lot of the gain would go to buyers in developed countries from lower prices. After a while, from competition, all the growers would be forced into using the seed, so everybody would be back almost where they started. But they would all be paying for the GM technology, with no compensating local gain for the investment they would be servicing.

This payment overseas is an analogue of the absentee landlord scenario that Nassau Senior analysed for Ireland, which is disproportionately harmful in underdeveloped countries. But it gets worse. To the extent that land did get diverted from growing food into producing cotton as an export cash crop, other people in those countries would suffer. That includes the genuinely small farmers, subsistence farmers who end up dispossessed, not just the employees of the comparatively wealthy cotton growers and the urban poor, because it's only the growers who decide what's profitable. And no, the marginalised don't end up paying for imported food with their new found wealth; they don't have any.

So far this is just what's typical, for instance for coffee in most countries that grow that, but it gets worse. Cotton is a thirsty crop; whereas owner farmers can decide for themselves what pays best, using water resources has a cost that spills over onto the rest of the farmers. And these countries don't have proper water use systems, and if they ever did get any then running those would cost as well.

This whole area is crawling with market imperfections that prevent the gains reaching the poor, not least the way the dispossessed can't move to the areas where the gains are occurring - those are in the countries where they get their shirts cheaper.

No, as Peter Jones may tell you, the kind of reforms that are likely to help are those that Solon and the Athenian tyrants tried with some success: ban exports of staples, confer security of tenure on land use to encourage improvements, and only permit exports of high value added products and agricultural products of a sort that don't compete with food production for resources. In Athens they exported olive oil; what is today's equivalent? Not cotton.

--------

http://www.spectator.co.uk/archive/features/10331/the-green-gestapo.thtml?SelectedIssueDate=7%20September%202002

http://www.spectator.co.uk/print/the-magazine/cartoons/10331/the-green-gestapo.thtml

--------

http://users.beagle.com.au/peterl/publicns.html#SPELET2

Unpublished letter to the Spectator, written 11.6.03

Johan Norberg's article and Banned Wagon of 7.6.03

In the latest Spectator, Johan Norberg has told us roughly the right thing for the wrong reason - and similar reasoning in Banned Wagon has pointed in quite the wrong direction.

Yes, all the things Johan Norberg states about benefits from globalisation to workers in third world countries are correct. Only, that has very little to do with whether that is helping. The catch is, the workers are not the ones at the bottom of the heap in those countries as the poor there aren't workers yet - and without all sorts of proper markets, matching property rights and good governance, the marginalised don't end up being promoted into being beneficiaries any more than they did with us during the Highland Clearances or the Enclosure of the Commons. And countries without proper markets, property rights and good governance are the kind there are.

What Johan Norberg did not look at was what new Nike factories cost the people who don't work there. As it happens, that's practically nothing - so his conclusions are correct overall despite his reasoning being incomplete, and Nike is indeed a benefactor there. But it's another story with exported cash crops like rice, coffee and cotton, which he touched on and which were the thrust of Banned Wagon.

What happens with those is just what that notorious dry Nassau Senior analysed in the 1830s, when he showed that absentee landlords did not hurt manufacturing England but did hurt agricultural Ireland. A multiplier means that people there needed to export even more and ate into their own subsistence requirements; the cost of living rose disproportionately, even as non-cash subsistence dwindled. So paid workers and cash crop farmers, compradores and cottiers, do indeed get better off - but the peripheral workers start to starve. Yes, their cash incomes rise, but their subsistence resources vanish; it's like the story of Ruth and Boaz, only with Boaz not even knowing that Ruth the gleaner would perish as he ceased to leave gleanings while he grew rich with new ways.

This ought not to happen, but it does: because the marginalised don't have property rights in the resources they used to have, and so aren't compensated for their loss (poor institutions in those countries); because there are kleptocrats there, not all being like Boaz but rather like the rich man in the parable who took the poor man's ewe lamb (poor governance); and because of something from outside, from our new world order. That something is the way we don't really compensate these countries for the change.

What ought to happen, roughly what happened when Britain invested overseas a century ago, is that real funds flow out and make new roles appear. Nassau Senior's nasty scenario never happened then, because absentee ownership of foreign investments was matched by making those investments in the first place - as those funds went overseas they made the very new opportunities that were needed. The Argentine ended up with railways as well as exporting beef, and nobody starved from losing subsistence because they found new jobs arising.

But now is different. Now the US dollar is the world reserve currency, and as it is a fiat currency a large part of the funding corresponds to printing new dollars and isn't really making new investments at all; it's just mobilising local resources and acquiring existing investments. This has the effect of moving food from mouth to mouth and not making new opportunities at all - you can't simply say the poor ought to take the Nike jobs, as not enough appear. If you apply Johan Norberg's reasoning to these countries now, it all looks good as this or that peasant makes good - but it leaves the marginalised out of the accounting, as they get squeezed off the edges with nowhere new to go.

It is a sad final irony that charitable groups are even now agitating for these countries to be thrown open to wider agricultural export opportunities. As things are, without first arranging for those new jobs to arise in step, that can only condemn the poorest of the poor to even worse.

--------

http://www.spectator.co.uk/the-magazine/features/11183/the-noble-feat-of-nike.thtml

http://www.spectator.co.uk/print/the-magazine/features/11183/the-noble-feat-of-nike.thtml

http://www.spectator.co.uk/archive/features/11196/banned-wagon.thtml?SelectedIssueDate=7%20June%202003

http://www.spectator.co.uk/print/the-magazine/columnists/11196/banned-wagon.thtml

--------

http://users.beagle.com.au/peterl/publicns.html#SPEART1

Article appearing here in Spectacle of September 2001

The Best of All Possible Worlds, or The Only Game in Town?

In "The Market Shall Set You Free", in the Spectator Magazine (U.K.) for the 24th of June, 2000, as a preview of a book they were about to release, John Micklethwait and Adrian Wooldridge made a number of minor yet cumulatively effective attacks on [what some people consider are] some perceived weaknesses of economic globalisation. It is worth looking into those areas a little more deeply, if only to see the true costs and harms that go with its putative benefits.

Since they cited an earlier age of globalisation, beginning around the repeal of the Corn Laws in 1846, it's worth looking at some of what happened then. In fact, parts of it were even earlier; the general peace and freedom of trade within the British Isles had already helped Scotland. For, make no mistake, the arrival of sheep in the Highlands, prompted by English markets, led to an undoubted increase in Scottish wealth; only, the Highlands were cleared. This is a type of what is happening now in developing countries, so we cannot just dismiss it as long past or a mere aberration - it stands for all.

Then, English markets made raising sheep for wool comparatively advantageous in Scotland, rather than raising food for crofters who paid what little rent they could. So - and accompanied by a change in how land was held - the sheep drove out the men, who had trouble reskilling to grow wool. While Scotland gained, more than 100% of the gain went to the newly landed aristocracy; there aren't that many percents, but the rest came from the broken men, worse off with wealth than without.

Now, the parallel is a developing country in which subsistence farmers are driven off land and a cash crop grown for export instead - often coffee, which is at present labour intensive. But fewer workers are needed, and the "iron law of wages", a race to the bottom, still applies (particularly since there is often some subsistence land left, so the bottom is only a top up wage even lower than subsistence). Those workers have to take as little as possible, as there is always another unskilled worker even more desperate for that top up wage. But how is that, when our beautiful and elegant abstraction, comparative advantage, has shown that all must be for the best in this, the best of all possible economic worlds?

The usual answer is that this is because the general increase in wealth is accompanied by a wholly unrelated transfer of wealth, and it is as wrong to blame globalisation for the coincidental ills of kleptocracy in modern developing countries as it was to blame the English for the encroachments and clearances carried out by Scots. But this is not so, in these respects:-

    * There is no coincidence. Without the means being put in their hands, none of the gainers could have carried things to their conclusion. And it is downright Panglossian to suppose there will never or should never be those who will use those means, and that it is those countries' own fault for allowing it. How else can Scottish peers maintain themselves in London or buy part of the Parthenon, if not with money? And the same applies to the wealthy we now find in poor countries.

    * Those that use the means are themselves constrained. It is what competition is all about; if Bute puts sheep on his land, can Campbell not? For what Bute gains, in part he spends, putting up the prices of necessities so the old rents are insufficient to maintain the old ways - yet they are all the old ways can afford [we know this because some clan chiefs, like the Dukes of Atholl, tried to stand against the tide and ended up impoverished for their pains]. And so also in today's developing countries.

    * And there are the banks and such.

Now it is quite wrong to criticise the banks as such; they are mere catalysts and facilitators, quite neutral in all this. But by the same token they catalyse and facilitate any harm that is going, buying and selling and asking no questions. The modern view - which is quite accurate as far as it goes, though one size most definitely does not fit all - is that "debt is good", for with debt you should increase your revenue more than enough to pay the interest; being wise, if this is not the case, you do not do it. But not all are wise, any more than all are good, and what is more, if one borrows, can another afford not to? Sometimes - especially with classic externalities like the "Tragedy of the Commons" - there is little choice. If a farmer improves his yield with fertiliser he must borrow to buy, he does so or the next man does; yet if all do the price drops, since only so much food is needed - more than 100% of the gain goes from the country to the town which gets its food cheaper, and the interest must still be paid. It was partly from such as this that Scotland squeezed out the capital that made Fleming's merchant bank, channelled through the merchants of Dundee.

It may be said that this merely accelerates things rather than aggravates them, that the catalytic effect not only speeds up the harm, it also speeds up coming out the other side. But this is not so. In their article Micklethwait and Wooldridge remark "...many people feel that they just want a bit of a pause. The world has speeded up too fast - even for the winners." While true, this misleads by suggesting that this is a mere psychological effect. But it so happens that speed matters in substantive ways too, because it makes ideas of equilibrium and the long run meaningless - if new change is arriving faster than old change can be assimilated, there is a qualitative difference. Look at the Highland Clearances again. From an Olympian height we could say, nobody owed the Scots a crofter lifestyle; let them emigrate, go to the cities and the factories, or to Canada or Australia. Well, they did these things and we their descendants indeed share in the gains.

Only they didn't. In the short term, you can starve. We know the cities were no carrot to offset the stick, because we have a natural control experiment; on Lewis Lord Lever built Leverburgh around fish processing, and the locals, having more choice, stayed away in droves. And we can see why the cities lacked appeal, when as late as the 1930s a Dundee tenement could have stairways dimly lit by the stairhead gas, flickering from a fitting bent upside down by desperate men to bubble monoxide through milk until it went blue for a cheap drunk, the same diseased cow juice that could give a child TB that rotted through the side of his throat until a hospital could be found. Ah, but at least there was the money for those.

But there were Canada and Australia. Many drowned on the way, in coffin ships, and even arriving brought no relief. Here in Australia Caroline Chisholm found and helped starving Scots who had only the Gaelic and so could get no work; she interpreted for them and arranged work as contract woodcutters. You see, as well as distance there was a cultural journey to make. It did not matter that there were no legal barriers, even so there were effective barriers. Which is enough to destroy any argument that freedom of movement is a remaining barrier that we must take down, to get the full benefit of globalisation; what could Caroline Chisholm have done for human waves of migrants? In physics such things are a shock wave, and our constant change is throwing all this at us, accelerated by our very efficiency. In the 1846 era of the repeal of the Corn Laws, Disraeli was inspired to write "Sybil", and there he wishes for some way to offset the harm to those who are thrown down by change, even as it lifts others up. Even then, those lifted up were the younger generation, the old being dropped.

There's more. If we may not bring Mahomet to the mountain, at least our modern mountains may go to him. That is, we can export jobs. Granted, we in the developed world have a technological edge of sorts, but it is not sustainable. Already some kinds of software are outsourced to places like India. Now recall what I noted above, about how a race to the bottom for wages can go below the cost of living, if only there is some subsistence land about - it gives what amounts to a concealed non-cash subsidy. (Disraeli also wrote of the possible desirability of "potato grounds", which survived into the allotment movement and was an example of just such a non-cash subsistence subsidy.) Although this only happens at the bottom, in any country it works through the local price structure to give comparably lower rates than we can offer throughout. Unless, of course, we do something equivalent but overt, and such we are forbidden. Micklethwait and Wooldridge also wrote "...the far greater gains (the cheaper steel that goes into all our cars and houses) are diffuse and hard to spot." Only, it isn't "all" - it's only so for those that have them, not for the dispossessed, the broken men. With some jobs leaking out overseas at every level, there are always some that do not get a gain.

It is not a question of whether the fact that some might get a greater proportion of the gain might be inequitable. It is the fact that there may well be a paradoxical reaction, the way giving oxygen can make a patient go blind by shifting oxygen away from the eyes. Some may actually go back to make up the more than 100% elsewhere - something that is less likely with slow change, uncatalysed by the engines of finance. We cannot know in general, of course, only case by case; but we have enough of a sound theoretical framework to know we cannot rule it out a priori, and enough anecdotal evidence to suspect it may be happening as we speak, so we should in all prudence cease our rush and examine our future, case by case.

We can look beyond our bellies. Micklethwait and Wooldridge also cover cultural matters. Well, here we are on shakier ground still: are we just burning down our house to roast our pig? Is our loss of our immediate means of support justified by some noble dream of greater cultural wealth - for it is a dream, anchored in the days to come, not here present. But suppose it so, for such things must always lie ahead before they can be sought for. It may also be that these cultural things are our birthright, this cost the pottage we would be fools to keep.

We would still be cheating ourselves, two ways. First, we have already had the cultural enrichment; each new Big Mac is just another of the same, like the old joke that a certain man didn't have twenty years' experience, just one year's experience twenty times over. Second, there's a crowding out. Here in Australia it's reaching the point that multicultural means any culture but our own, no more cooked vegetables but only half cooked or raw (al dente or salads, to you) - and, far from increasing choice, it's more like Henry Ford's "any colour they like so long as it's black" or the school food approach where rather than being offered curry there is always some day in the week when curry is compulsory.

In the end a better metaphor may be, not would we give up our pottage for our birthright, but "what profiteth it a man if he gain the whole world, if he lose his own soul?" Is this cultural bird in the bush at the price of the one in our hand, the things that make us what we are? While Sparta may have shunned the new to avoid compromising the old, even Athens embraced additions of culture without abandoning its own. In this area they only differed as to means. The alternative to multiculturalism is not narrowness but synthesis, a true diversity not self-abnegation.
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Origins of the theory

Comparative advantage was first described by Robert Torrens in 1815 in an essay on the Corn Laws. He concluded it was to England's advantage to trade with Portugal in return for grain, even though it might be possible to produce that grain more cheaply in England than Portugal.

However the term is usually attributed to David Ricardo who explained it in his 1817 book On the Principles of Political Economy and Taxation in an example involving England and Portugal. In Portugal it is possible to produce both wine and cloth with less labor than it would take to produce the same quantities in England. However the relative costs of producing those two goods are different in the two countries. In England it is very hard to produce wine, and only moderately difficult to produce cloth. In Portugal both are easy to produce. Therefore while it is cheaper to produce cloth in Portugal than England, it is cheaper still for Portugal to produce excess wine, and trade that for English cloth. Conversely England benefits from this trade because its cost for producing cloth has not changed but it can now get wine at a lower price, closer to the cost of cloth. The conclusion drawn is that each country can gain by specializing in the good that it has comparative advantage in and trading that good for the other.

Examples

The following hypothetical examples explain the reasoning behind the theory. In Example 2 all assumptions are italicized for easy reference, and some are explained at the end of the example.

[edit] Example 1

Two men live alone on an isolated island. To survive they must undertake a few basic economic activities like water carrying, fishing, cooking and shelter construction and maintenance. The first man is young, strong, and educated. He is also, faster, better, more productive at everything. He has an absolute advantage in all activities. The second man is old, weak, and uneducated. He has an absolute disadvantage in all economic activities. In some activities the difference between the two is great; in others it is small.

Despite the fact that the younger man has absolute advantage in all activities, it is not in the interest of either of them to work in isolation since they both can benefit from specialization and exchange. If the two men divide the work according to comparative advantage then the young man will specialize in tasks at which he is most productive, while the older man will concentrate on tasks where his productivity is only a little less than that of a young man. Such an arrangement will increase total production for a given amount of labor supplied by both men and it will make both of them richer.

[edit] Example 2

Suppose there are two countries of equal size, Northland and Southland, that both produce and consume two goods, Food and Clothes. The productive capacities and efficiencies of the countries are such that if both countries devoted all their resources to Food production, output would be as follows:

    * Northland: 100 tonnes

    * Southland: 400 tonnes

If all the resources of the countries were allocated to the production of clothes, output would be:

    * Northland: 100 tonnes

    * Southland: 200 tonnes

Assuming each has constant opportunity costs of production between the two products and both economies have full employment at all times. All factors of production are mobile within the countries between clothing and food industries, but are immobile between the countries. The price mechanism must be working to provide perfect competition.

Southland has an absolute advantage over Northland in the production of Food and Clothing. There seems to be no mutual benefit in trade between the economies, as Southland is more efficient at producing both products. The opportunity costs shows otherwise. Northland's opportunity cost of producing one tonne of Food is one tonne of Clothes and vice versa. Southland's opportunity cost of one tonne of Food is 0.5 tonne of Clothes. The opportunity cost of one tonne of Clothes is 2 tonnes of Food. Southland has a comparative advantage in food production, because of its lower opportunity cost of production with respect to Northland. Northland has a comparative advantage over Southland in the production of clothes, the opportunity cost of which is higher in Southland with respect to Food than in Northland.

To show these different opportunity costs lead to mutual benefit if the countries specialize production and trade, consider the countries produce and consume only domestically. The volumes are:

Production and consumption before trade 
Food 
Clothes

Northland 
50 
50

Southland 
200 
100

TOTAL 
250 
150

This example includes no formulation of the preferences of consumers in the two economies which would allow the determination of the international exchange rate of Clothes and Food. Given the production capabilities of each country, in order for trade to be worthwhile Northland requires a price of at least one tonne of Food in exchange for one tonne of Clothes; and Southland requires at least one tonne of Clothes for two tonnes of Food. The exchange price will be somewhere between the two. The remainder of the example works with an international trading price of one tonne of Food for 2/3 tonne of Clothes.

If both specialize in the goods in which they have comparative advantage, their outputs will be:

Production after trade 
Food 
Clothes

Northland 
0 
100

Southland 
300 
50

TOTAL 
300 
150

World production of food increased. Clothing production remained the same. Using the exchange rate of one tonne of Food for 2/3 tonne of Clothes, Northland and Southland are able to trade to yield the following level of consumption:

Consumption after trade 
Food 
Clothes

Northland 
75 
50

Southland 
225 
100

World total 
300 
150

Northland traded 50 tonnes of Clothing for 75 tonnes of Food. Both benefited, and now consume at points outside their production possibility frontiers.

Assumptions in Example 2

    * Two countries, two goods - the theory is no different for larger numbers of countries and goods, but the principles are clearer and the argument easier to follow in this simpler case.

    * Equal size economies - again, this is a simplification to produce a clearer example.

    * Full employment - if one or other of the economies has less than full employment of factors of production, then this excess capacity must usually be used up before the comparative advantage reasoning can be applied.

    * Constant opportunity costs - a more realistic treatment of opportunity costs the reasoning is broadly the same, but specialization of production can only be taken to the point at which the opportunity costs in the two countries become equal. This does not invalidate the principles of comparative advantage, but it does limit the magnitude of the benefit.

    * Perfect mobility of factors of production within countries - this is necessary to allow production to be switched without cost. In real economies this cost will be incurred: capital will be tied up in plant (sewing machines are not sowing machines) and labour will need to be retrained and relocated. This is why it is sometimes argued that 'nascent industries' should be protected from fully liberalised international trade during the period in which a high cost of entry into the market (capital equipment, training) is being paid for.

    * Immobility of factors of production between countries - why are there different rates of productivity? The modern version of comparative advantage (developed in the early twentieth century by the Swedish economists Eli Heckscher and Bertil Ohlin) attributes these differences to differences in nations' factor endowments. A nation will have comparative advantage in producing the good that uses intensively the factor it produces abundantly. For example: suppose the US has a relative abundance of capital and India has a relative abundance of labor. Suppose further that cars are capital intensive to produce, while cloth is labor intensive. Then the US will have a comparative advantage in making cars, and India will have a comparative advantage in making cloth. If there is international factor mobility this can change nations' relative factor abundance. The principle of comparative advantage still applies, but who has the advantage in what can change.

    * Negligible Transport Cost - Cost is not a cause of concern when countries decided to trade. It is ignored and not factored in.

    * Assume that half the resources are used to produce each good in each country. This takes place before specialization

    * Perfect competition - this is a standard assumption that allows perfectly efficient allocation of productive resources in an idealized free market.

[edit] Example Three

The economist Paul Samuelson provided another well known example in his Economics. Suppose that in a particular city the best lawyer happens also to be the best secretary, that is he would be the most productive lawyer and he would also be the best secretary in town. However, if this lawyer focused on the task of being an attorney and instead of pursuing both occupations at once, employed a secretary, both the output of the lawyer and the secretary would increase.

Effects on the economy

Conditions that maximize comparative advantage do not automatically resolve trade deficits. In fact, in many real world examples where comparative advantage is attainable may in fact require a trade deficit. For example, the amount of goods produced can be maximized, yet it may involve a net transfer of wealth from one country to the other, often because economic agents have widely different rates of saving.

As the markets change over time, the ratio of goods produced by one country versus another variously changes while maintaining the benefits of comparative advantage. This can cause national currencies to accumulate into bank deposits in foreign countries where a separate currency is used.

Macroeconomic monetary policy is often adapted to address the depletion of a nation's currency from domestic hands by the issuance of more money, leading to a wide range of historical successes and failures.

[edit] Criticism


Please help improve this article by expanding it. Further information might be found on the talk page. (January 2009)

[edit] Free mobility of capital in a globalized world

Ricardo explicitly bases his argument on an assumed immobility of capital:

    " ... if capital freely flowed towards those countries where it could be most profitably employed, there could be no difference in the rate of profit, and no other difference in the real or labour price of commodities, than the additional quantity of labour required to convey them to the various markets where they were to be sold."[8]

He even explains why from his point of view (anno 1817) this is a reasonable assumption: "Experience, however, shows, that the fancied or real insecurity of capital, when not under the immediate control of its owner, together with the natural disinclination which every man has to quit the country of his birth and connexions, and entrust himself with all his habits fixed, to a strange government and new laws, checks the emigration of capital."[8]

In the 21st century however, capital is much more free to move internationally than Ricardo could possibly have imagined. Further reduction of barriers against transnational investments is actively pursued by the WTO [9].

This limit of applicability has been prominently voiced by Herman Daly, an American ecological economist and professor at the School of Public Policy of University of Maryland: "International trade (governed by comparative advantage) becomes, with the introduction of free capital mobility, interregional trade (governed by Absolute advantage)."[10]

It has been argued that Ricardo's original idea in its pure form does not apply to the modern world. Models for international trade that are based on the idea of comparative advantage, like the Heckscher-Ohlin model, have been created in response to changing global economic conditions.

[edit] Economic dependence

In Kicking Away the Ladder: Development in Historical Perspective and Bad Samaritans: The Myth of Free Trade and the Secret History of Capitalism , Ha-Joon Chang argues that the principle of comparative advantage was used by advanced industrial countries to keep undeveloped countries on agriculture instead of developing their own manufactures (which would have made them competition for the industrialized nations).
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29. "The Rocky Road to Paradise: Why Economic Liberalization is Interrupted"

by David Barker

Abstract: Despite evidence that free market policies improve overall welfare, much of the world is making little progress in reducing state economic controls. Short-term transition costs may be the reason. A simple model demonstrates that it may be rational to weight these costs more heavily than the long-term beneﬁts of economic freedom.
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Fatal Flaws in the Theory of Comparative Advantage

By

Thursday, November 06, 2008

Commentary by USBICEF Contributor Ian Fletcher

Free traders tell us that David Ricardo's famous theory of comparative advantage proves that free trade always benefits both trading partners and only ever harms special interests. But as its inventor knew perfectly well, his theory is not a blank check for free trade, but a conditional theory that depends upon certain assumptions that may or may not hold.

Because these assumptions often don't hold in the real world, the theory's direct applicability to contemporary American policymaking is sharply limited, as 30-plus years of trade deficits – not to mention significant industrial hollowing out – should indicate to even the theory's most ardent advocates.

Assumption #1: There are no externalities. 

An externality emerges when the price of a good does not reflect its full economic cost or value. The classic negative externality is environmental damage, which does economic harm but doesn't raise the price of the product that caused it. Goods from a country with lax pollution standards will be relatively cheap, encouraging other countries to import too much. As a result, practicing free trade in these circumstances will benefit the pollution-haven country economically, but harm both it and the importing countries environmentally. And since pollution respects no national borders, no country on the planet will win from an environmental standpoint.

The classic positive externality is technological spillover, which occurs when the technology an industry develops benefits parts of the economy that are not its customers and thus do not contribute to its profits. A domestic industry that generates technological spillovers may be wiped out by subsidized foreign competition because the price system did not accurately capture all the value it was producing. This result, moreover, will not only hurt the importing industry and country, but it also can hurt the exporting country (and the entire world) by retarding the pace of technological progress.

Assumption #2: Nations trade only goods and services, not debt and assets. 

At its heart, comparative advantage flows from the fact that nations face different costs for producing goods. Therefore, its mechanism will malfunction if prices cease to be determined by these costs. But this is precisely what will happen if nations cease trading goods produced today and start trading goods produced yesterday (assets) or promised for tomorrow (debts). The production cost of such goods today, by definition, is zero, so the economy will mistakenly think that it has a limitless supply of "free exports" and will import too much. And the United States' current practice of financing its trade deficits by selling off assets and assuming ever more debt shows that this mistake is indeed being made – on a gigantic scale.

Countries and populations facing debts that are a rising percentage of their assets will never be economic winners over significant lengths of time. Unless they change their policies and practices, they will eventually run out of assets to sell. Such countries will, moreover, incur yet another economic cost: Demand for their currencies to pay for their assets will push the value of those currencies above the level that their trade deficits would otherwise maintain. As a result, the debtor countries' exports will be curbed and their imports inflated, undermining their national finances and wealth-creation opportunities for their domestic producers.

And long before these free trade arrangements turn debtor countries and populations into economic losers, they will turn them into political losers – as growing foreign control of their asset base inevitably translates into growing foreign influence over all aspects of national life.

Assumption #3: Factors of production are domestically mobile. 

The theory of comparative advantage assumes that free trade will reallocate factors of production from sectors with comparative disadvantage to sectors with comparative advantage. But if factors can't reallocate, this mechanism breaks down. If labor can't move between industries – say, because of skill mismatches – then comparative advantage won't shunt workers out of sunset industries into sunrise ones, but into unemployment.

Indeed, this problem brings up a further weakness in this assumption of easily mobile domestic factors of production – the related assumption that full employment always prevails. In other words, comparative advantage theory assumes not only that workers and their characteristics are perfectly fungible, but also that the sunrise industries will always be willing and able to absorb them.

Yet if differing productivity levels are one big factor distinguishing sunset from sunrise industries, it's easy to identify one reason this assumption fails the reality test: All else being equal, the more productive industries will be creating fewer jobs than the less productive. Recalling the infrequency with which national economies have created and sustained full employment reveals another gap between comparative advantage assumptions and the real world.

Assumption #4: Factors of production are not internationally mobile.

The theory of comparative advantage says that free trade optimizes a nation's economy by driving factors of production to their highest-value uses within it. But this maxim relies upon the assumption that it is impossible to drive these factors right out of the nation in question. If this happens, then the factors will be driven to their highest-value use in the entire world instead. This transnational movement will optimize the world economy, but is not necessarily advantageous for a particular nation. In fact, comparative advantage will no longer even apply, but will be replaced by absolute advantage, which governs competition between nations.

In 1950, it seemed obvious that Michigan had comparative advantage in automobiles and Alabama in cotton. But by 2000, automobile plants were closing in Michigan and opening in Alabama. This may have benefited Alabama, but it did not necessarily benefit Michigan. (It might have if Michigan had been transitioning to industries with higher value-added than automobiles, but this didn't happen.)

Moreover, here again the fallacious assumption of full employment is at work. To continue the example, the U.S. automobile industry (along with other high-value industries) has been unable to create all the jobs needed to absorb all the displaced Michiganders and their counterparts nationwide. At least as important, given the thorough globalization of trade flows, these high-value industries have been unable to create all the jobs needed to absorb all the American workers displaced by Chinese, Indian, and other foreign labor.

Assumption #5: Long-term growth is caused by short-term efficiency. 

The theory of comparative advantage is a case of static analysis: It looks at the facts of a single instant in time and determines the most advantageous response at that instant. But it says nothing about how these facts may change tomorrow, or more importantly, how one might cause them to change in one's favor. So even if comparative advantage correctly tells us the most efficient use for our stock of factors of production today, given their productivities in various industries, it does not tell us the best way to raise those productivities tomorrow. 

Productivity, however, is the essence of economic growth, and in the long run a lot more important than squeezing every drop of advantage from the productivities we have today. Sacrificing a bit of short-term efficiency to get new industries started is the classic "infant industries" exception to free trade; but its scope is now understood to be considerably broader, as parts of every dynamic industry are always "infant."

The economics of long-term growth are very complex, and rife with path dependencies and positive externalities that are not even touched on by the theory of comparative advantage. This is a major reason why nations that have openly rejected the theory as a guide to policy, like Japan and China, have been able to succeed so brilliantly without it.

Assumption # 6: There are no economies of scale. 

In the presence of scale economies, nations that reach large-scale production first can entrench themselves in industries simply because they were first. As revealed by Ralph Gomory and William Baumol in their path-breaking 2001 book Global Trade and Conflicting National Interests, this fact has vast significance. It means that the global distribution of industries depends upon accidents of industrial history – or on farsighted government policies. And if these policies and their effects are not somehow offset, the continuation of free-trade policies by certain countries will not even produce the most efficient possible worldwide outcome. 

Moreover, economists and business leaders know that certain industries constitute global oligopolies that can reap exceptional profits and pay exceptional wages even in the face of cheap foreign labor. Free trade alone will not necessarily assign these industries to the United States. Again, however, it can aid foreign countries with active industrial policies aimed at prying them from American hands.

Assumption # 7: There is no cross-border investment

The theory of comparative advantage requires that capital not be significantly mobile between nations. David Ricardo himself knew this perfectly well. As he put it, using his standard example of the trade in English cloth for Portuguese wine:

The difference in this respect, between a single country and many, is easily accounted for, by considering the difficulty with which capital moves from one country to another, to seek a more profitable employment, and the activity with which it invariably passes from one province to another of the same country.

It would undoubtedly be advantageous to the capitalists of England, and to the consumers in both countries, that under such circumstances the wine and the cloth should both be made in Portugal, and therefore that the capital and labor of England employed in making cloth should be removed to Portugal for that purpose. (The Principles of Political Economy and Taxation, p. 83)

But it would not, he continues, necessarily be advantageous to the workers of England! This is, of course, exactly the problem Americans experience today when cheaper foreign goods replace goods produced here: Capitalists like the higher profits and consumers like the lower prices, but workers don't like the lost jobs. Most consumers, though, are workers, and there is no guarantee that under free trade they gain more in the former capacity than they lose in the latter.

Having observed that capital mobility would undo his theory, Ricardo then argues why capital will not, in fact, be mobile:

Experience, however, shows that the fancied or real insecurity of capital, when not under the immediate control of its owner, together with the natural disinclination which every man has to quit the country of his birth and connections, and entrust himself, with all his habits fixed, to a strange government and new laws, check the emigration of capital. These feelings, which I should be sorry to see weakened, [emphasis added] induce most men of property to be satisfied with a low rate of profits in their own country, rather than seek a more advantageous employment for their wealth in foreign nations.

Yet this assumption has been wholly invalidated by the recent tendency for global capital flows to exceed global trade flows by orders of magnitude. Moreover, although much of this capital flows among countries with similar languages and customs (e.g., within the European Union, between the United States and Canada and the United States and Britain, among East Asian countries), much of it also flows among countries with little in common culturally or socially (e.g., between the high-income countries of Europe and North America to the low-income countries of East Asia and Latin America).

The importance of capital flows to trade flows, and to the modern utility of Ricardo's assumptions, is magnified by the fact that so much transnational capital investment is devoted to the creation of trade-oriented – and, more specifically, export-oriented – activity.

Conclusion

The dissection of the foregoing list of assumptions should make clear that while the theory of comparative advantage is a valid and useful tool of economic analysis, it is not the only point that economics has to make about who wins and who loses in international trade. It is simply not valid, even according to the theory itself, to use it as a rubber stamp to "prove" that 100% free trade 100% of the time with 100% of the world's nations is good for America. That would only be true if all of the above assumptions were satisfied in reality, and they don't even come close.

In fact, the current form of globalization means that they get further away from being satisfied every day. In the 1950s, when these assumptions were much closer to reality, free trade may have been a winning move for America, but those days are long gone. It is free traders, not protectionists, who are living in the past and sticking their heads in the sand.

Ian Fletcher is an economist in private practice in San Francisco, consulting mainly to hedge funds and the occasional politician and news organization.

(c)Copyright 2001-2009 AmericanEconomicAlert.org, USBIC
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Comparative Advantage Doesn't Ensure Survival

http://www.fungible.com/comparative-advantage.html

Tim Freeman

23 Nov 2008

It's reasonable to be concerned that if technology leads to the creation of some highly productive individuals, they might squeeze the rest of us out of society. A plausible scenario is described by Marshall Brain. It doesn't matter much whether the highly productive individuals are created by modifying humans, by uploading, or by de novo creation of artificial intelligences. I have twice seen intelligent individuals present arguments that the economic law of comparative advantage implies we don't have to worry about that. The clearer of the two arguments is from page 343 of "Beyond AI" by J. Storrs Hall:

    The economic law of comparative advantage states that cooperation between individuals of differing capabilities remains mutually beneficial. Suppose you are highly skilled and can make eight widgets per hour or four of the more complicated doohickies. Your neighbor Joe does everything the hard way and can make one widget or one doohicky in an hour. You work an eight-hour day and produce sixty-four widgets, and Joe makes eight doohickies. Then you trade him twelve widges for the eight doohickies. You get fifty-two widges and eight doohickies total, which would have taken you an extra half an hour in total to make yourself; and he gets twelve widgets, which he would have taken four extra hours to make!

    In other words, even if AIs become much more productive than we are, it will remain to their advantage to trade with us and to our advantage to trade with them. 

This argument, if valid, would be very comforting.

There is something wrong here because the conclusion seems to say that companies never go out of business and species never go extinct. If we trace that contradiction back into the argument that supports it, the argument starts to appear broken and unfixable. The argument fundamentally addresses the wrong question. The interesting question is whether the addition of a highly productive individual (named "you" in the scenario) can eliminate Joe's role in the economy. However, Joe apparently manufactures widgets or doohickies from nothing, so in this model there is nothing that could possibly eliminate Joe from the economy.

In a more realistic scenario, Joe would need to spend something to produce widgets or doohickies. Even if we assume Joe owns his tools of production, a mine with an unlimited supply of raw materials, and farms to grow food to feed himself, he will still need to spend resources to defend these assets from his neighbors.

Within the context of a functioning country, the defensive expense might be a tax used to support a shared police force, or money spent to hire a private security force, or time spent by Joe patrolling his borders with a shotgun. If "Joe" is a country, then Joe has to spend resources on a military, and the amount of resources he has to spend on a military increases if his neighbors get a more effective military, either through advancing technology or by spending more resources themselves. For the argument, the nature of Joe's minimal required expense doesn't matter much, so long as it is positive.

To make this concrete, suppose we initially have two individuals named A and B. Everyone needs to eat one potato per day. Assuming A gets fed, A can build one widget per day. B is a farmer and, if he receives a widget, he can grow three potatoes, one of which he must eat. People also like to squander resources when they can: they can experience two units of pleasure by wasting a potato, or one unit of pleasure by wasting a widget.

The stable state in this economy has A producing one widget per day and giving it to B in exchange for one potato. B consumes one potato and one widget, and wastes his other potato and experiences two units of pleasure per day.

Now suppose we add a new individual C who also eats one potato per day, but produces 10 widgets. B has a monopoly on food production, so he can get all of C's 10 widgets. B has to give one potato to C for C to survive and generate widgets, and B has to eat one potato, leaving B with one potato to either waste or give to A. The best possible outcome from giving the potato to A is to get a widget, and wasting a widget is less fun than wasting a potato. So instead B will waste the potato and experience two units of pleasure from the spare potato and 9 units from the spare widgets. A will starve, and C will give all of his widgets to B every day.

This outcome is not all that sensitive to the details. The main problem for A is C has flooded the market with all of the things A can produce, and in the presence of C's production, the marginal utility to others of A's production is less than the marginal utility to others of A's required consumption. So long as this property holds, we can add more commodities to the scenario or eliminate B's monopoly on potatoes, and C's productivity will still cause A to starve.

On the other hand, I've seen this advocated independently by two different intelligent people, so maybe I'm missing something. If you see a fix, please contact me at tim@fungible.com.

Notes added 24 Nov 2008:

    * J. Storrs Hall replied. He said, in part:

          There are many ways that the economic assumptions can break down. What comparative advantage points out that the mere existence of an effective edge doesn't matter *as much* in an economic context as in, say, a military one. 

      I agree with Hall's present stand. I do not know whether Hall believes his present stand differs from the one described in his book; I think it does differ.

    * Peter McCluskey commented:

          There's a clearer explanation in A Farewell to Alms: A Brief Economic History of the World by Gregory Clark of why we shouldn't find comparative advantage very reassuring: horses were a clear example of laborers who suffered massive unemployment a century ago when the value of their labor dropped below the cost of their food. 

      I have not read "A Farewall to Alms". 
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It is important to note at this stage that the Ricardian model does not say that countries WILL gain from international trade; only that countries CAN benefit from increased output and trade if production is reorganized between countries appropriately while all resources are kept fully employed. The model is a gross simplification compared to the real world though, and thus it clearly does not incorporate everything that might happen with trade. Nevertheless the model does provide an insight that quite likely carries over to more complex situations. For example, the model results should cause observers of international trade situations to hesitate when fears grow that low wage countries may soon take over production of the world's output, or when developing countries protect their markets because of fears that they cannot compete with the more developed countries in the world. These commonly expressed fears about international trade are shown, by virtue of the Ricardian model, to be based on a misperception.
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http://stevesuranovic.blogspot.com/2007/04/comparative-advantage-with-factor.html

Understanding international trade theory requires one to understand the limitations of each model and to recognize how the results are affected as assumptions are changed. Sometimes the assumptions are critically important, many times they can be shown to be immaterial. For example, one Ricardian model result is that EVERYONE benefits from trade. But this result is dependent on the assumption of one factor of production. Change the assumption to include both capital and labor and this result changes. Thus, economists don't believe (at least they shouldn't) that free trade benefits all people even though the Ricardian theory of comparative advantage says so. On the other hand it has been virtually impossible to reverse the Ricardian insight that if all countries shift production to their comparative advantage goods, overall economic efficiency must increase.
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http://www.cid.harvard.edu/cidtrade/issues/outsource.html

To start, comparative advantage implies that different countries specialize in different products, each producing them as efficiently as possible. That is, productivity is increased, because each country is producing more output with the same inputs it had before. Thus, the economic pie increases, though little is generally said about how this larger pie is distributed among the two countries in Ricardo's theory.

Thus, 'winners' and 'losers' do arise from trade, but sorting out who wins and loses is much more difficult than saying winners are poor countries and losers are rich countries.
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Op-Ed Contributor:

Second Thoughts on Free Trade

 By CHARLES SCHUMER and PAUL CRAIG ROBERTS, January 6, 2004, NYTs

I was brought up, like most Englishmen, to respect free trade not only as an economic doctrine which a rational and instructed person could not doubt but almost as a part of the moral law," wrote John Maynard Keynes in 1933. And indeed, to this day, nothing gets an economist's blood boiling more quickly than a challenge to the doctrine of free trade.

Yet in that essay of 70 years ago, Keynes himself was beginning to question some of the assumptions supporting free trade. The question today is whether the case for free trade made two centuries ago is undermined by the changes now evident in the modern global economy.

Two recent examples illustrate this concern. Over the next three years, a major New York securities firm plans to replace its team of 800 American software engineers, who each earns about $150,000 per year, with an equally competent team in India earning an average of only $20,000. Second, within five years the number of radiologists in this country is expected to decline significantly because M.R.I. data can be sent over the Internet to Asian radiologists capable of diagnosing the problem at a small fraction of the cost.

These anecdotes suggest a seismic shift in the world economy brought on by three major developments. First, new political stability is allowing capital and technology to flow far more freely around the world. Second, strong educational systems are producing tens of millions of intelligent, motivated workers in the developing world, particularly in India and China, who are as capable as the most highly educated workers in the developed world but available to work at a tiny fraction of the cost. Last, inexpensive, high-bandwidth communications make it feasible for large work forces to be located and effectively managed anywhere.

We are concerned that the United States may be entering a new economic era in which American workers will face direct global competition at almost every job level - from the machinist to the software engineer to the Wall Street analyst. Any worker whose job does not require daily face-to-face interaction is now in jeopardy of being replaced by a lower-paid, equally skilled worker thousands of miles away. American jobs are being lost not to competition from foreign companies, but to multinational corporations, often with American roots, that are cutting costs by shifting operations to low-wage countries.

Most economists want to view these changes through the classic prism of "free trade," and they label any challenge as protectionism. But these new developments call into question some of the key assumptions supporting the doctrine of free trade.

The case for free trade is based on the British economist David Ricardo's principle of "comparative advantage" - the idea that each nation should specialize in what it does best and trade with others for other needs. If each country focused on its comparative advantage, productivity would be highest and every nation would share part of a bigger global economic pie.

However, when Ricardo said that free trade would produce shared gains for all nations, he assumed that the resources used to produce goods - what he called the "factors of production" - would not be easily moved over international borders. Comparative advantage is undermined if the factors of production can relocate to wherever they are most productive: in today's case, to a relatively few countries with abundant cheap labor. In this situation, there are no longer shared gains - some countries win and others lose.

When Ricardo proposed his theory in the early 1800's, major factors of production - soil, climate, geography and even most workers - could not be moved to other countries. But today's vital factors of production - capital, technology and ideas - can be moved around the world at the push of a button. They are as easy to export as cars.

This is a very different world than Ricardo envisioned. When American companies replace domestic employees with lower-cost foreign workers in order to sell more cheaply in home markets, it seems hard to argue that this is the way free trade is supposed to work. To call this a "jobless recovery" is inaccurate: lots of new jobs are being created, just not here in the United States.

In the past, we have supported free trade policies. But if the case for free trade is undermined by changes in the global economy, our policies should reflect the new realities. While some economists and elected officials suggest that all we need is a robust retraining effort for laid-off workers, we do not believe retraining alone is an answer, because almost the entire range of "knowledge jobs" can be done overseas. Likewise, we do not believe that offering tax incentives to companies that keep American jobs at home can compensate for the enormous wage differentials driving jobs offshore.

America's trade agreements need to to reflect the new reality. The first step is to begin an honest debate about where our economy really is and where we are headed as a nation. Old-fashioned protectionist measures are not the answer, but the new era will demand new thinking and new solutions. And one thing is certain: real and effective solutions will emerge only when economists and policymakers end the confusion between the free flow of goods and the free flow of factors of production.

Charles Schumer is the senior senator from New York. Paul Craig Roberts was assistant secretary of the Treasury for economic policy in the Reagan administration.
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Free Trade But . . .

By Michael Kinsley

Friday, January 9, 2004; Page A17

One of the tiresome conceits of political debate is that when opponents agree on something, it is more likely to be true. Another is that an assertion is more credible if it comes from someone who used to assert the opposite. 

The joint byline on the New York Times op-ed page Jan. 6 -- "By Charles Schumer and Paul Craig Roberts" -- certainly was a shocker. Schumer is a liberal Democratic senator from New York; Roberts is one of the wildest of the bug-eyed supply-side conservative economists. Schumer's connections to the financial establishment and Roberts's free-market ranting make their message surprising as well: They have turned against free trade. But two people can be just as wrong as one.

Like most of the Democratic presidential candidates, including front-runner Howard Dean, Schumer and Roberts are now for "free trade but." Almost everyone acknowledges some exceptions to the general rule that a nation is better off if it doesn't try to tell its citizens what they are allowed to buy from or sell to foreigners. A free-trade-but person is someone whose exceptions take a big bite out of the rule itself.

Schumer and Roberts are alarmed by some of the effects of the high-tech revolution. And the alarm is understandable, if misguided. When David Ricardo first articulated the theory of free trade a couple of centuries ago, he was thinking bushels of wheat. In the 20th century, it was cheap clothes and cars. But now we're talking electronic blips of information. So you've got $20,000-a-year software engineers in India replacing $150,000 software engineers here. The consolation for losing, say, the shoe market to some dirt-poor Third World country was that we still had the market for computers. When foreigners started churning out computers, we still had the software. But when you've got doctors in Asia reading the brain scans of patients here in the United States, what is left? How can America possibly compete?

The core of free-trade theory is the concept of "comparative advantage." Schumer and Roberts make the classic college-student mistake of confusing comparative advantage with absolute advantage. Nations trade because for each one, there are goods or services it is more efficient to buy from abroad than to produce at home. If there is nothing America can offer the world that is either uniquely desirable or cheaper than elsewhere, the world will not buy anything from America. And after a while, the world won't sell anything to America either, because we won't have the foreign currency to pay for it. So even in this extreme case, there is no need to restrict trade, because trade will restrict itself. But in fact, as Ricardo demonstrated, there will always be something worth trading. Even if Nation A can produce both apples and oranges more efficiently than Nation B, it will still make sense to concentrate on producing one fruit and import the other. And Nation B will make itself poorer, not richer, by keeping out fruit from Nation A. If Nation A retaliates by keeping out fruit from Nation B -- and why shouldn't it? -- Nation B will be doubly punished.

That's the theory. It's pretty rock-solid. You can reject it in its entirety -- as, for example, Dick Gephardt, the most protectionist of the leading Democratic presidential candidates, pretty much does. But most critics don't have the guts to defy reality or conventional wisdom (take your pick) to that extent. Schumer and Roberts cling to the free-trade label and endorse the general principle, while claiming it no longer applies because "the factors of production can relocate to wherever they are most productive." In fact, that makes the theory even more compelling. If the factors of production become more productive, the whole world becomes richer. If there is some explanation of how a society can get richer by denying itself the fruits of this process (and most likely curtailing the whole process itself, as others misguidedly retaliate), Schumer and Roberts do not offer or even hint at it.

Traditionally, the most troublesome thing about free trade -- apart from the difficulty of convincing people that it works -- is the unequal distribution of its benefits. The whole country is better off, but there are winners and losers. Generally, the losers are lower-income workers, whose jobs are the easiest to duplicate in less developed countries. It seems misguided to me to avoid a policy that makes the whole nation richer because it makes some individuals poorer. With more to play with, it ought to be easy to ease the burden on free trade's losers. Of course, under a Republican administration, we don't do nearly enough of that. So a respectable case can be made that some trade restrictions are justified, even though they leave all of us a little worse off, if they prevent some of us from being a lot worse off.

But the real difference between traditional trade in heavy, earthbound objects and 21st-century trade in weightless electronic blips, or in sheer brainpower, is that the losers in new-style trade are more likely to be people that U.S. senators and fancy economic consultants actually know. These are people with advanced degrees and high incomes. Their incomes will likely be above-average for our economy even if they are driven down by competition from poorer economies. Under these circumstances, denying the benefits of free trade to the whole nation -- and denying opportunity to the rising middle class in developing countries -- to protect the incomes of a relative few seems harder to justify, not easier, than it was back in the days when our biggest fear was Japanese cars.

">mkinsley@msn.com
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Letter From South Texas

The Churn

Creative destruction in a border town.

by Katherine Boo March 29, 2004

Last August, in a corner of South Texas where local newspapers still call businesses "corporate citizens," an emergency vehicle paid a visit to a highly fortified underwear mill. The hundred-and-fifty-three-year-old Fruit of the Loom company, owned by Warren Buffett's Omaha-based Berkshire Hathaway, had just announced that its Cameron County factory would close by the end of the year. Much of its production would be shifted to Honduras. The news brought the county government's mass-layoff response squad to the scene.

The first task of the Rapid Response Unit (actually, one spiky-haired twenty-six-year-old named Mario Maldonado) was to buffer the shock of the eight hundred workers who, only weeks before, had been sure that their jobs were safe. The second task was tougher: to convince those workers, in the face of double-digit unemployment and thirty-three-per-cent poverty rates, that this economic equivalent of an axe blow was in fact a main chance.

Rapid-Response Mario, a local himself, had grown deft at drawing out this line of reasoning. The factories that had closed here in the past four years evoked an informal history of middle-class sartorial choice: Levi's and Wrangler jeans; Carter baby clothes; Converse sneakers; Dickies uniforms; Vanity Fair lingerie; North Face parkas; self-belted Haggar slacks. Mario exudes solidity, from his broad chest to his black, unflinching eyes, and though he suspected that many of the workers would never again have jobs as good as the ones they were losing, sentimentality was not part of his commission. He was here to help workers figure out what happens next.

Fruit of the Loom had chosen a few veteran laborers to go, briefly, to Honduras to train the cheaper workers who would replace them. Some of the others would board the meat- and poultry-industry buses that idled outside the county employment office, luring those sufficiently desperate to take short-term slaughterhouse jobs in the Ozarks. But, as Fruit of the Loom's cutting machines and bleaching vats were cranked up on pallet jacks, loaded onto flatbeds, and hauled to the Port of Brownsville, many of the company's workers pocketed a month's severance and filed into Mario's van. They applied for unemployment assistance equal to roughly half their former wages, took aptitude tests, and studied the twenty training brochures that were taped to the van's walls. And thus they joined the Rio Grande Valley's eight thousand other former inseam, watch-pocket, and waistband experts in what economists call capitalism's necessary churn.

Mario knew a little about revising life expectations, having taken this job when he could no longer afford tuition at the University of Texas. He and his wife had just had their first child, a daughter. If he occasionally felt his resourcefulness flag as he helped middle-aged men with six children type up resumes that said, "Willing to take entry level," he consoled himself with the thought that Fruit of the Loom, a factory nearly the size of Madison Square Garden and one of the county's largest private employers, might be globalization's final local casualty. "Honestly," he said, "there's not much left to close."

Cameron County, which has a population of three hundred and thirty-five thousand, sits at the southernmost tip of Texas and consists of a smattering of small towns and two cities, Harlingen and Brownsville. The shuttered factories bear polite signs on their doors: "At this time we are not accepting applications." Its laid-off workers still speak of their former employers with affection - their loyalty reiterated on the back pockets of their jeans, the neckbands of their T-shirts, and in the form of pet Chihuahuas named Chuck Taylor and 501. But Cameron County's textile workers are now, as units of labor, generic. After forty-one straight months of job loss in the American manufacturing sector, they are a class of obsolescents in need of repurposing.

Lupita Sanchez is a veteran member of the obsolescent class. Her mother stole across the Rio Grande when she was nine months pregnant, in order to bear a daughter with American citizenship and improved odds of a tolerable life. In due course, Lupita, who is now thirty-three, fulfilled this maternal ambition. Raised on both sides of the border, she grew up to be a decently compensated seamstress, and then a quality-control supervisor, at a Brownsville mill that made Mickey Mouse and Little Mermaid T-shirts for Disney. The stability of this work had given Lupita's daughter Silvia, now thirteen, a sense that she belonged to the American middle class. On the summer day that the Fruit of the Loom announcement marked the end of the county's textile era, Silvia sat erectly at the dining-room table of her parents' small frame house, a ponytail loose at her neck, trying to master Bach's "Bourree Anglaise" on her secondhand flute (thirty-three dollars a month on an installment plan). Silvia seemed unaware that the demise of an industry might in some way affect her well-being - an outlook that her mother wanted to preserve.

Lupita has a round, open face and a purposeful way of walking even when she has nowhere to go. Before her factory closed, in 2001, she and her husband, a pipe fitter's helper named Sergio, had together earned thirty-five thousand dollars a year, plus benefits. That amount, combined with shrewd home economics, was enough to raise their children - Silvia and her younger siblings, Sandra and Luis Angel - and treat them to a weekly blowout at Peter Piper Pizza. In August, 2003, the family's income, without benefits, had fallen to thirteen thousand dollars, well below the poverty line of $21,959 for a family of five.

After she lost her job, Lupita had tried to reinvent herself in accordance with market imperatives. First, she earned a G.E.D. and a certificate at the local branch of the University of Texas, as a "Microsoft Office Specialist." When she discovered that this certificate provided her little entree into actual offices, she took out a thirty-five-hundred-dollar loan and trained to be a certified medical assistant - taking vital signs, scheduling appointments, and drawing blood (a task at which, given her dexterity with a needle, she excelled). Although few people Lupita knew had health insurance anymore, health-care occupations still accounted for nearly half the job vacancies in the county, a statistic manifest in the classified ads that she read every morning before turning to her current occupation - rolling out tortillas and grilling two hundred fajita lunches to peddle at local construction sites.

She took home thirty dollars a day from this private enterprise, which was just about what she had earned the last time she worked outdoors. Two years after her father's sudden death (when she was seventeen), she left home to do migrant farm labor in Michigan and Indiana. The work had been predictably dismal, but she had embraced the consolations at hand: the clean rivers, and Sergio, who had followed her North from the border. When she was nineteen, she married Sergio; two years later, they had Silvia, and two years after that, a second daughter, Sandra. Lupita was tormented by the thought that her daughters might grow accustomed to life in migrant barracks. Between picking seasons, she returned to Brownsville, put on her best blouse, walked into a local textile mill, and asked if she might learn to sew.

Since the nineteen-sixties, low-slung steel-and-concrete factories had been springing up all over the county's farmlands and chaparral flats, their owners lured by mild weather and cheap labor. To workers, the mills possessed a clear-cut hierarchy. Fruit of the Loom (whose entryway for a time bore a cautionary banner, "Wear the Union Label - Unemployed") was a better place to work than Vanity Fair or Haggar, but it was not as good as Levi's, the sole union shop, which paid the highest wages. Most of these employment options had come at the expense of millworkers in places like Lowell, Massachusetts, or Henderson, North Carolina; but until recently few South Texans had given much thought to this correlation. In the race for a cut-rate, docile labor force - the Great Unregulated Place - Cameron County had, only a decade ago, been in contention. But, as economic boundaries extended far beyond the North American continent, this community no longer rated.

Cameron County is full of geckos, free-tailed bats, twice-fried-food franchises, and audacious contradictions. A replica of the Statue of Liberty is attended not by the "Give me your tired, your poor" inscription but by a notice that the spot is under twenty-four-hour surveillance. Anglo sons of the Alamo wear cowboy hats with guayaberas made in China. The United States' richest diversity of birds shares the sky with the smoke trails of eight hundred thousand smoldering tires from a dump just over the Mexican border. And, while the rhythms of daily life often seem to have two speeds, slow and stop, the county has negotiated American economic history's two greatest transitions - from farming to manufacturing and, now, from manufacturing to service - in the space of forty years.

Lupita's neighborhood, an unincorporated scrap of Brownsville called Cameron Park, has been an axis of both transitions. According to the 2000 census, it is the poorest place in America. Its six thousand residents have a per-capita income of forty-one hundred dollars, and its roads have only recently been paved. There are no street lights, and the scents and sounds of roadside corncob venders and feral cats evoke the homeliest of Mexican villages. Still, the lives unfolding here testify not just to economic hardship but to a strain of what used to be called American exceptionalism - the elasticity of economic class. Once a landing point for indigent, illegal farmworkers, Cameron Park is now populated mainly by working (and voting) second-generation citizens whose emotional investment in their homes and their community is intensified by their itinerant pasts. Secondhand double-wides have been enhanced with pastel paint jobs, oval windows, and bevelled-glass doors. Yards are gaudy with plumbago, the circular driveways enclosed by wrought-iron fences. The local Catholic church is the neighborhood social center, and the middle-school chess team is nationally ranked. But, these days, the forces of social mobility press downward.

Lupita, like many other Cameron County natives, knows the script that outsiders have in mind now when they visit: the ways in which plant closings wrench the heart from a community. But in twenty-first-century America, where even the bleakest corners have absorbed the cultural authority of Sarah Jessica Parker and Bed Bath & Beyond, the mourning is not for a vanished way of life; and the crippled hands endemic among veterans of twenty thousand inseams stanch a good bit of nostalgia. What's mourned is material and specific: the Tommy Hilfiger watches and the college educations that your teen-agers asked for, health insurance, the decent car, the white kitchenette set you coveted for the house whose loss you're now struggling to forestall - the stuff, immense and absurd, of family stability.

Since the turn of this century, three million American manufacturing jobs have disappeared. Some economists and politicians attribute this loss to global trade deals. Others credit improvements in production efficiency. But, however the responsibility is apportioned, most people agree on one point: the need to retrain displaced workers. Under a popular, expanding federal program called Trade Adjustment Assistance, workers who are judged to have lost their jobs because of foreign-trade policy are eligible for the sort of expensive, generously conceived assistance that has become a rarity since Great Society strategies fell out of fashion. Beneficiaries like Lupita receive up to two years of aggressive training in "demand occupations" - jobs identified by government and business officials as growth areas - as well as unemployment compensation and subsidized health care while they learn. It has been estimated that this assistance can cost up to twenty thousand dollars per worker.

The state of Texas, which was disproportionately affected by the 1994 North American Free Trade Agreement, has in the succeeding decade become a national model of this market-driven worker reeducation. Since 2000, it has received forty-eight million dollars in federal retraining money, not including a $1.6-million "national emergency grant" awarded after Fruit of the Loom announced its closing. With that financial support, closed banks, mills, and military facilities have been reincarnated as centers for the development of what administrators call "the twenty-first-century workforce."

Across the street from Lupita's closed factory, former textile workers study computer maintenance in a shopping mall whose stores have moved away. In one aisle, a red-white-and-blue poster, near a pile of mannequins from an erstwhile J. C. Penney store, reads, "Creating Higher Skill, Higher-Wage Job Opportunities in Your Community: George W. Bush." At a long-shut United States Air Force base, women who were about to graduate from a business-computing course looked one day like a congeries of Whistler's mothers: clad in black plastic hairdresser's capes with white tab collars, they waited tight-lipped for their waist-long hair to be snipped into blunt cuts and bangs. An instructor in high heels told them, "It's like in that show 'Queer Eye for the Straight Guy' - a little polish can make a huge difference, especially in the office environment."

There was a local saying about rich Anglos that always made Lupita laugh: "They see lightning in the sky and think that God is snapping their picture." Although she had graduated from her medical-assistant training with honors - a feat for someone who hadn't been in a classroom since the seventh grade - she had no time to be smug. In the three weeks since finishing, she had applied for twenty-nine openings and had three interviews, which struck her as a reasonable rate of return, though none had led to a job. According to the numbers, mass reeducation in Cameron County was progressing well. In the past five years, more than a thousand displaced manufacturing workers had been retrained as medical assistants or air-conditioning repairmen or computer-maintenance technicians. Ninety per cent of them mastered their new skills and graduated, a ringing success rate by historic standards, and particularly striking given that many of the students are eighth-grade dropouts who once spoke no English. Reentering the job market, they were assisted by advanced search technologies, the diligent and personable Rapid-Response Mario, and a state public-assistance program that makes not working virtually impossible. "What happens next," the teachers told them, "is up to you."

Lupita, having had no success with her medical-assistant job applications, tried to focus on the benefits derived from spending more time with her kids. She was beginning to comprehend the Italian musical directions - "vivace," "allegretto" - that rolled off her elder daughter's tongue. She liked to eavesdrop when Silvia and Sandra, who is eleven, discussed what they would be when they grew up. Lupita had no memory of her own early ambitions. "I suppose there was so much actual doing of work, from a very young age, that I had to exile from my mind what I wanted to do," she said. Shy, long-limbed Silvia hoped to be a doctor: she was strong in science. Sandra wanted to be a doctor, too, as well as a supermodel and a convenience-store clerk. Both girls were smart, but Sandra was the wild one - barrelling through the front door, which was crowned by a crucifix of palm fronds, to hold impromptu dance performances in the gravelly front yard. She waited impatiently for the day (not soon in coming) when her mother would allow her to dye her hair pink.

Lupita had once danced, too, but motherhood had made her more fearful. Before conceiving her youngest child, Luis Angel, who is now three, Lupita sought permission at the neighborhood church, San Felipe de Jesus, whose perceptive clergy compensated for aging linoleum and a lack of pews. "I wanted Father Mike's opinion - the real, blunt truth I asked from him - of whether we were doing well enough as a family to have a third," she said. She resisted taking out the loan for medical-assistant training until she'd planned the family budget two years into the future.

From her own improvisatory childhood, Lupita knew the tricks of low-budget householding: when even Wal-Mart is out of your price range, secondhand clothes can be purchased by the pound, the pallet, or the bale; the Port of Brownsville contains enough fresh crabs for three days' dinner, if you have a bit of raw chicken and some string to fish them out. But, as the fall of 2003 progressed, her unemployment and health benefits had expired, her 401(k) from the textile factory had been cashed out, and she was still selling lunches. The state workforce commission had predicted that twenty-five medical-assistant jobs would open in Cameron County in 2003, but it would be difficult to secure one. In one class of laid-off textile workers alone, eighty-five people had been trained for the profession.

Other Cameron Park job-seekers sustained their hopes by lighting "miracle candles" sold in local grocery stores - candles emblazoned with messages like "Select Me for the Company" or "Increase the Wages Offered." Lupita's strategy was to engage in severe self-correction. She lay awake many nights reappraising job-interview performances: errors in grammar, scandalous open-toed shoes. "Since I have no experience, I need to dazzle," she told her younger brother Lazaro, her confidant, who lived around the corner. "But what is it that makes this person or that one dazzle so?" She thought it might be a matter of self-expression. The problem wasn't her facility with English. She spoke the language well, and certainly better than Sergio did. He was still learning, moving his lips as he watched Spider-Man cartoons with Luis Angel. Her difficulty came from a habit of reticence that had once been a strength. For a pretty young woman in migrant camps, silence was the best defense against the nosy and the predatory; it allowed her a sliver of privacy. But the stillness of a thirty-three-year-old woman being interviewed at a downtown Brownsville chiropractor could easily be mistaken for stupidity. Lupita longed to have at her command, in any language, "those big round words that explain better what goes on in your mind, and which help people know who you are. I mean, those proper words that come from the deeps of a person, and that burn a little when they're spoken."

Like others in Cameron Park, she had heard some unsettling after-training stories. Karla Chavez, from Levi's, who had retrained in small-business management, allegedly began to direct an immigrant-smuggling concern - an enterprise that ended summarily last spring, when nineteen of her clients suffocated in a locked tractor-trailer. The tales that really shook Lupita, though, were the "successes": hyperefficient Mary Frances, for instance, who, after being turned down by every hospital in the county, started at "A," under "Physicians" in the phone book, and reached the "W"s before she got her first job offer as a receptionist - for forty-five per cent of what she'd earned at Levi's. She took it gratefully. And Mary Frances had been in personnel management.

In their days of relative wealth, Sergio had built the family's home himself, and didn't now fixate, as Lupita did, on how the lemony paint they'd chosen to brighten its low ceilings and bare Sheetrock had faded into the general murk. He frankly preferred the busy, confident Lupita - the one who laughed when he contended that a Friday night of sin made one saintly for the rest of the week - to the one who agonized over finding a job. "Lately, I think Sergio likes being a father more than being a husband," she said, "though I suppose I wouldn't have it the other way around."

Over the years, the fringe of hair around Sergio's handsome face had developed a delicate upward curl, the accidental styling of perpetual sweat. Before finding pipe-fitting work, he had been a roofer, a laborer at a large nursery, a tile layer, and a bird tender at a Brownsville breeding farm, charged with shampooing uncoöperative ostriches with Downy soap. Now he worked for the American subsidiary of a Singapore conglomerate that had an outpost on the Brownsville waterfront. As a pipe fitter's helper, he earned seven dollars and twenty-five cents an hour. The word "helper" did not mean that he would progress to the better-paying real thing, even though he had taught himself to read blueprints, which was a requisite of promotion. The state had predicted only a few pipe-fitter openings for the coming year. Still, Sergio felt that he could handle the bills alone for a month or so if he worked as many extra hours as he could get.

In September, olive trees and bougainvillea were peaking across the county, and the famed multiplier effect of manufacturing - one factory job can produce six ancillary ones - was humming away in reverse. Food-stamp applications had increased fifteen per cent in the past year. The number of people visiting the local soup kitchen, Loaves and Fishes, had grown by half. For George John, the seventy-nine-year-old director of Loaves and Fishes, another figure was more striking: the number of people seeking help in finding a job had risen a hundred per cent. Even the county's greyhounds were underemployed, Valley Race Park having forsaken live racing for most of the year in favor of simulcasts from Phoenix and Tucson. This bothered veteran bettors, who couldn't watch the dogs relieve themselves before the races, a supposed indicator of their eagerness to run. It was harder on the greyhounds. Some people said that it would have been more humane to do what they've done in Juarez, across the border - just build an incinerator next to the track.

Life often looks unpromising at the end of a Rio Grande Valley summer, with its flooding, swarms of virus-bearing mosquitoes, and the particular pungency, when the air is still, of the eight hundred thousand smoldering tires. The economy usually improves in late fall, when thousands of working-class retirees from the Midwest and Canada arrive to hook up their R.V.s at parks named Sundance and Sunburst and Sunny Side and Sun Valley. These "Winter Texans" fleeing Northern climates are crucial to Cameron County's economy, though few are affluent enough to pay for hotel rooms. Being elderly, they often seek medical treatment and sometimes wind up in adult day care, one industry that is booming in the Valley, with at least two hundred facilities in operation.

Despite billboards along Interstate 77 proclaiming Cameron County's affection for Winter Texans (and alternating billboards that say, "Open MRIs!," "Action Physical Therapy," and "Your Heart, Your Life, Our Passion"), once crowded R.V. parks were forty per cent empty this season. The old union workers whose retirement packages allowed them three months of leisure were dying off, and the next generation of retired workers seemed to be going elsewhere, or staying home. Winter Texans could still be glimpsed across the county, dancing in natty suits and spangled dresses. But they could also be seen behind the register at Circle K or Wal-Mart - the older ex-factory workers competing with younger ex-factory workers for jobs.

Fewer Winter Texans meant fewer medical-assistant opportunities for Lupita Sanchez. Even Valley Baptist Hospital, one of the county's largest and steadiest private employers, had unexpectedly begun to reduce staff. But Lupita, taking Sandra to the doctor one day, was buoyed to see one of her former classmates working in the office. The two women compared notes, identifying two other medical-assistant graduates who had found jobs in their field. One was hired by a doctor friend. The other found a job by moving to Austin.

More than half of the county's former textile workers had turned down the offer of retraining - many because they couldn't feed their families on the unemployment benefits they'd get while going to school. Texas is known for its austerity to the unemployed; a laid-off textile worker with three children might receive only a hundred and sixty-six dollars a week in benefits. If his benefits expire before he finds work, he can temporarily collect welfare; at an average of forty-four dollars a week, it is one of the lowest assistance rates in the nation.

Lupita's friends who did make the necessary financial sacrifices to educate themselves were increasingly worried that their investments might fail to pay out. Alicia, one of Lupita's former co-workers, completed computer training and went to work as a grocery-store cashier - part time, no benefits. Aracely, a medical-assistant classmate, took a restaurant job. Becky, from Levi's, worked at a hospital, cleaning floors; Roberto, also from Levi's, went back to Mexico to fix up and sell junk cars. Another former co-worker sold picture frames door-to-door. And Lupita was loading two ice chests' worth of food into the family's Dodge Intrepid, to sell to other low-paid laborers who wanted a cheap, home-cooked lunch.

The construction sites that Lupita visited were piled with tile and plywood, and were tricky to negotiate while lugging the ice chests. But there was one site where she barely felt the physical strain: Behind a tall iron fence rose beautiful red-roofed espanolas - homes with verandas and soaring vaulted doorways. And behind those espanolas lay another fortified gate, which opened out into a congregation of half-built, four-story homes that soared even higher. Lupita's brother Lazaro, coming once to gawk, had been quickly driven off by the police. But someone peddling lunch to the laborers had license to look. The homes had twenty-five-foot windows, wrought-iron balconies, and verandas on every side and at every level. In front of one house, thirty-two Christmas trees edged the lawn. Houses for surgeons and lawyers, Lupita imagined.

The houses, among the finest in the county, made Lupita ponder something the priest had said one Sunday at Mass: "We think too much about what we want, and too little about what we need." She and Sergio had wanted to build a room for their son, who shared his parents' bed. The family could survive without a separate bedroom for Luis Angel, Lupita thought, so it wasn't, technically, a need. It was just the faintest of wantings.

In Cameron Park there's a saying: "I need to make enough to hold my house." Family and home are sentimentalized here - a consolation for labor-market caprice. The neighborhood, four blocks from the construction site, might lack street lights, but it had impressive houses, too. The nicest belonged to a woman named Elida Greenwood, who, in addition to owning the buildings that house two adult-day-care centers, was the neighborhood's leading buyer and seller of land. When she sold a plot, she negotiated the mortgage-payment terms and schedules, without the involvement of banks, in an arrangement known as "seller-take-back." In a state where seventy-one per cent of the residents don't have a checking account, let alone good credit, seller-take-back is a crucial niche in the real-estate market - one that had been of service to Lupita's mother, Maria Villarreal.

Maria's husband had died of a heart attack a week after the birth of their eighth child. Now, at fifty-nine, she was working as a maid and earning six dollars and twenty-five cents an hour, while helping to support her own mother, who was still working at the age of eighty. Maria was also raising three grandchildren, who had been orphaned when Lupita's sister died, of cancer, at the age of thirty-six. To house her family, Maria, in 1992, had bought a tiny lot from Elida Greenwood. The price was nine thousand dollars, with a twelve-per-cent interest rate. On Maria's land, Sergio and Lazaro installed a small wooden house, which they painted periwinkle blue.

Maria's work came through a temporary agency that provided housework assistance for the elderly. Between assignments, she met her monthly obligation to Elida by doing odd jobs or by leaving her grandchildren with relatives and heading to Arkansas to work at a Tyson-chicken slaughterhouse. After years of this, her face was drawn and bunions protruded from her cheap canvas shoes, but she was four thousand dollars shy of owning her land in full. Then, during a yearlong stint at the Arkansas slaughterhouse, she fell ill - a "big pulling," she described it, in the heart. Sergio and Lazaro found her in an Ozarks hospital and took her home.

Eventually, Maria returned to her maid's schedule, but for at least two years she did not make mortgage payments to Elida Greenwood. Lupita and her siblings, Maria knew, had monthly land payments and financial hardships of their own, and she kept her difficulties to herself. So Lupita learned of her mother's straits only after Elida had taken back Maria's property, which left Maria and her grandchildren living in a house on land they didn't own. Lupita went to see Elida Greenwood. She no longer had savings, so she had no choice. Taking out another seller-take-back loan, she helped buy back the land, at twice the original price. She blamed herself for not anticipating her mother's predicament. In Texas people say, "He who has, gets."

Social meliorists sometimes indulge an idle thought: Wouldn't it be fairer if the worst jobs paid the most - if toilet cleaners and garbagemen earned more than restaurant critics and ambassadors to balmy islands? Manufacturing jobs - hard and monotonous but decently remunerated - are as close to this notion as modern American labor gets. But in the past five years nearly twenty per cent of those jobs have vanished from the United States economy.

The early-twentieth-century economist Joseph Schumpeter, whose parents owned a textile factory and profited handsomely from it, coined a term, "creative destruction," that has become an idee fixe in contemporary American economics. Only by dismantling outmoded industries like textiles and diverting workers to creative new enterprises will America increase its wealth, and Americans improve their living standards. As Schumpeter recognized, the continuous process of creative destruction is attended by considerable stress, especially for laborers on the destruction side of the equation.

But in Cameron County worker stress didn't necessarily lead to political support for tariffs and import quotas - or to resentment of the countries where the jobs went. The county's Fruit of the Loom workers made about four hundred dollars a week. Honduran textile workers make less than seventy-five dollars a week, and protest at their peril, because Chinese textile workers make seventy-five dollars a month. Cameron County residents tend to accept the ineluctability of this math. Many have seen their own relatives in Mexico improve their families' living standards while earning in a week what American workers earn in a day. And, by the time a community has been whipsawed by the decision-making of a dozen of what John Kerry calls "corporate Benedict Arnolds," those companies stop looking like traitors and start to look like American business archetypes.

Workers' distress stemmed instead from their experience of the bipartisan retraining solution: too many displaced workers were being trained for too few decent jobs. This disequilibrium helps explain an unsettling finding by Texas state evaluators: The most common employment found by those who receive intensive federal training is temporary work - which also happens to be the most common employment found by displaced workers who receive no training at all.

But, as George Bush explained to a group of North Carolina's displaced textile workers one day this past November, the Schumpeterian process requires patience: "As the economy changes, as technology changes, the slowest part of change is the workforce. And we've just got to understand that we've got to make sure our workers - who are the most productive in the world, the hardest-working people in the world, the finest people in the world - have the skills necessary to move on with their lives. . . . There's a wonderful, wonderful future ahead for people who at this moment may think the future is a little dark."

As if on cue, a happy prospect arose in Cameron County, courtesy of Boeing, the American aviation company. Boeing, which is based in Chicago, had announced that it would begin manufacturing a superefficient new jet, the 7E7 Dreamliner, and Texas wanted to be the place where it was made. Governor Rick Perry was offering incentives, and San Antonio and Houston had been suggested as suitable spots. To the astonishment of all concerned, Boeing asked for more information about only one place in the state: Cameron County, which had the advantages of ship ports and airports and the least expensive labor.

It seemed odd to some that Boeing, which over the previous two years had laid off thirty thousand people, might resuscitate a city fifteen hundred miles away. But desperation supplies its own plausibility. Plotting grew thick at the Las Vegas Cafe, where the mayor of Harlingen, Connie de la Garza, and other players in county politics met five mornings a week at dawn - all wearing clothes with "Made in America" labels - for gossip and huevos rancheros.

Mayor de la Garza, who is sixty-one, had recently fallen out of a deer blind, badly injuring his arm, but even in pain he managed to maintain a cheerleader's mien. ("Our new call center will bring us a thousand new jobs, and good jobs. Right now is an exciting time to be in South Texas!") Still, Valley men pride themselves on their ability to make ass-elbow distinctions, and the Mayor, a native of the county, let the bluster drop when he was with his breakfast buddies. These were disheartening times, and the county needed something like Boeing.

At the Mayor's side was David Allex, who had headed Harlingen's chamber of commerce for decades. A former high-school football star with a bald head and a late-Roman girth, Allex, who is sixty-seven, had in the old days lured Fruit of the Loom, Levi's, and many of the other mills to the Valley. The closing of those factories didn't affect the personal finances of Mayor de la Garza or Allex, as creative destruction generates profitable turnover in real estate, a profession they shared. In fact, Allex, who would soon get the listing for the Fruit of the Loom factory, was having his best year ever, despite a break for heart surgery. Nonetheless, the mill closings distressed him: "The twelve-per-cent unemployment hurts, but the statistic that gets under my skin even more is that forty per cent of the people who have jobs are underemployed."

The Mayor and his friends had been pursuing biotech and other forward-looking industries. But although industrial real-estate prices had fallen, none of the former textile buildings had found a job-generating new occupant, even one of a backward-looking stripe. When county economic-development specialists sought strategic advice from officials in cities that had lost factories in the nineteen-nineties, they came away further distressed. The leaders of cities like Buffalo and Lowell and Canton were still looking for answers themselves.

A few years back, when Allex made the case for opening a factory in Cameron County, he knew whom he was trying to beat: first, the Northeasterners, then the Carolinians, then the Mexicans. But now the potential competition included China, Pakistan, Slovakia, Nicaragua, and Bangladesh. Boeing represented a reassuring restoration of old rules. Since the company relied heavily on Pentagon contracts, it was politically obliged to keep its jet manufacturing in the United States. Thus Cameron County could use its economic distress as a bargaining chip. By any standard, it had one of the youngest, most underutilized workforces in the nation.

High-tech corporations had once countered that the area's willing workers were illiterate in two languages. But thousands of retrained workers like Lupita Sanchez gave the Mayor and his men crucial evidence to the contrary. The Mayor said, "We used to have to say to Lockheed Martin and those other corporations, 'Look, just take a chance on us,' but now we've got the statistics right here." With his good arm, he rapped the table. "These are adaptable, trainable people. And loyal - look at all those folks who worked at Levi's for thirty years. Once you hire them, they're yours." In addition, Cameron County schools seemed to be producing more able graduates than they had in the past. This is in part because, in an unstable economy, teaching has become a sought-after and relatively lucrative job, although the loss of the tax-paying mills was forcing those teachers to do more with less. Many students, upon graduation, enter the military. (Last year, three soldiers from Cameron County were killed in Iraq.) Others find a way to attend a four-year college, but most promptly join the local labor pool.

"The low cost of living - that's the other thing we have that other U.S. cities don't," Mayor de la Garza was saying. "Low crime, too, and good quality of life. We're an easygoing people, we're a good place for outdoor types, the food is great, we have local theatre, and sometimes travelling companies come from New York." His companions stared at their eggs. "Well, we're not Chicago," the Mayor conceded. He rose from the table - he had real-estate business to attend to. "Anyway, the model that's relevant is San Antonio" - two hundred and fifty miles away. "They got Toyota to come there, and only two years later we can feel the effects all the way out here in the Valley. One company, just one, and the whole region feels completely different."

In downtown Brownsville, in December, signs on telephone poles read, "Telephone poles for sale." Lupita found a five-dollar-and-fifteen-cent-an-hour job - temporary and minimum wage, but more than she was making in her lunch business - stocking shelves and working the register at a dollar store during the Christmas rush. Middle-class Mexicans once came to Brownsville on weekends to spend their disposable income, but declining Mexican wages and a steady devaluation of the peso have cut into sales. Moreover, a Wal-Mart superstore has opened across the border, in Matamoros, offering the same merchandise you can get in the States, but cheaper, plus thirty-four varieties of tequila. This was grim news for downtown Brownsville's already depressed array of commercial establishments (the Superior $1.00 Mart, the Everything's $1.00 Superstore, and the Superior 99-Cent Place), but the store where Lupita found work, which specialized in Chinese-made children's toys, household goods, and Christmas decorations, had a loyal clientele.

In addition to the chatter of a thousand daily customers and carols blasted from loudspeakers behind the cash registers, Christmas lights played demonically overlapping versions of "Jingle Bells." Lupita, her glossy hair in a twist and with a roll of masking tape on her wrist, hustled through aisles trying to restore Super-Cyberheroes and Happy Family doll houses to their rightful shelves. She was coming down with the flu, and the pockets of her dark slacks were stuffed with Kleenex. She'd had no response from the last four places she'd applied to. She had just received a ticket for expired license tags on the Intrepid, which would consume every cent of the next two weeks' pay. But these miseries weren't what really shook her: the week that she found this job, Sergio announced that he had been laid off.

Compared with downtown Brownsville, the Port of Brownsville was prospering. Steel was coming in from Venezuela and Brazil and Japan, and iron ore, too - 3.65 million tons of cargo a year. The port's largest employer is Amfels, an American subsidiary of a Singapore-based conglomerate. Amfels also took on military projects whose details seemed to be known by every aspiring blue-collar worker in Cameron Park, and a rough indicator of its corporate health could be sighted from miles away. Suspended from a hydraulic hoist two hundred feet off the ground - circled by white-faced ibis, Caspian terns, and low-flying pelicans - was giant oil-drilling machinery. An abomination to many environmentalists, oil-industry equipment in the sky was, to Sergio and his friends, the augury of a paycheck. Few were lucky enough to be employed directly by Amfels, but the temporary jobs with its many subcontractors were considered good. The urgency of getting oil rigs back to the Persian Gulf, or submarines back under water, provided laborers with twelve-hour workdays. But the hoist in the sky was empty now, which meant that the incomes of the temporary workers sank to zero.

Sergio went to see a previous employer, a roofing subcontractor. A prominent development company, Casa Linda, was hiring at one of the construction sites where Lupita had sold her lunches. The last time Sergio worked as a roofer, two years ago, the going rate in Cameron County was eighty dollars a day. Now Sergio had heard that the Casa Linda subcontractor was offering fifty dollars, in cash, and Lupita had been told by the workers that those cash payments could be erratic. Nonetheless, fifty dollars was better than the forty dollars that Sergio had been offered at another construction site. It was assumed that, if he wouldn't work for so little, there were many illegal immigrants who would.

Although the natural border between Mexico and the United States, the Rio Grande, was now so depleted that one could walk between countries without dampening one's shoes, the official border was more fiercely defended than ever. But the border guards were outmatched by a surging number of Mexican nationals seeking to escape their own depressed economy. nafta, which had given Mexico a preferential trading arrangement with the United States, had been superseded by global deals that favored China and other countries. And in just three years a quarter of a million Mexican manufacturing jobs had disappeared. Among those jobs were several thousand at Mexico-based Fruit of the Loom factories. One Fruit of the Loom mill, in the impoverished town of Valle Hermosa, appeared to be down to a single employee, a security guard, whose backup was a mutt named Elmer.

Lupita and Sergio, like many other residents, had considered leaving Cameron County; in a flexible economy, labor migrates with capital. The owner of a local Italian restaurant argued that there was money in Dallas. An architect who earned five thousand dollars last year thought Houston might be the place. Even Rapid-Response Mario - whose job with the county was not in the civil service but on a subcontract - felt that in Cameron County he had no chance of making what he had heard on the radio was America's median family income: forty-two thousand dollars. "I've got some education, so I'm luckier than a lot of people here," he said. "But when I think of my little girl I panic - it's like the Valley is a trap." He'd heard that things were better in Austin.

But in a family-centered culture it was hard to leave. There were elderly relatives across the border and down the street who depended on one's support. There was the flute teacher who noticed the passion for Bach in one's quiet daughter, and the parish priest who noticed everything else. And there was one's house, the repository of great investment and labor, whose sale in hard economic times would not be advantageous.

"I think if I was some big deal," Lupita said, "if I had a talent that could make a future with some bigness, it would be easier to say, 'Yes, we'll go.' And I confess there are times I get tired of my family here, having to be involved in every little thing. But to separate ourselves, and put the girls in a strange place when they're doing well here - to chase after an eight-dollar-an-hour job in a new place that might also disappear, leaving us to live in the same hard way?" Better to watch the television news vigilantly, so that Sergio might be among the first to apply when Boeing came to town. Like David Allex and Mayor de la Garza, she had invested in Cameron County for the long term.

One evening, after cooking for the construction workers and her family, Lupita ceded the kitchen to Silvia and two of her friends. Barefoot and intent, they boiled a stew of cornstarch and water, added it to individual pans that held the juices of grapes, tomatoes, pineapple, carrots, and oranges, then seasoned their concoctions with an eyedropper's worth of iodine. "First, we've got to titrate the ascorbic-acid standard," Silvia informed her mother; her science project was due the following week. Ordinarily, Lupita shuddered to see her girls at the sink and the stove. Though she had tutored them in the Catholic catechism and in dance steps for cumbia and guapango music, she had withheld from them her domestic competence, for reasons that she didn't fully understand.

The girls soon retreated to Silvia and Sandra's bedroom to spread their data recordings out on a bed. Though most of the tiny room was a shrine to second-tier boy bands, one corner had been cleared for a Mexican computer - a remnant of more affluent days. From the hallway, Lupita watched the girls work for a minute, then reached for Luis, who was wearing cardboard Spy Kids glasses and complaining that he liked Silvia better when she played him Christmas carols than when she played with her friends. Lupita's neighbors sometimes gossiped that her children were growing up too innocent, unable to fend for themselves. About this, Lupita didn't worry.

As Christmas neared, the newspapers predicted a full-bore recovery, and the state of Texas, citing budgetary constraints, phased out subsidized health coverage for a hundred thousand low-income children. Texas has the nation's highest proportion of children and adults who lack health insurance, in part because of the prevalence of temporary work. It also has high death rates from diabetes, cervical cancer, and other treatable illnesses. Lupita's sister Juana died of cervical cancer a few years ago; in the two years between her diagnosis and her barely palliated death, she was shut out of the many for-profit hospitals and medical facilities in Cameron County. While federal law requires those hospitals to treat the uninsured in emergencies - gunshot wounds, heart attacks - the institutions usually decline to accept uninsured supplicants who need chemotherapy, radiation, or other longer-term treatments. Juana, like most uninsured patients with advanced cancer from Cameron County, had to travel back and forth to the state public hospital in Galveston. It is an eleven-hour bus trip each way.

Juana's death was another instance in which Lupita regretted her lack of eloquence. "I am angry at myself for not doing all I could," she said. "I am angry at Juana for leaving her children, and angry at the suffering my mother went through - so much anger I do not like to bring it to my tongue. But maybe if you could get these things out the right way they wouldn't so badly haunt and hound your head."

The Galveston hospital radically cut the number of uninsured patients it will see, while hiking fees for treatment. In such a health-care climate, flu is treated with tea from chaparral bushes; depression is addressed with a passionflower-and-skullcap herbal concoction that tastes like shoe polish, only worse. It is not unusual to find male residents buying pregnancy tests at the drugstore, for their own use. Rumors have spread that human growth hormone in men's urine is a sign of prostate cancer. A six-dollar pregnancy kit, which tests for the hormone, is cheaper than a doctor.

Over dinner at Lupita's one evening, Juana's daughter, who is fourteen, mentioned a favorite teacher. She said, "You know how Mr. Alonso is kind of crazy, always saying controversial things? Well, today he told us, 'What I wish for all of you is that, when you graduate, I never see you again.' And some of the kids in the class got all offended. But then he explained, and it was cool. He just wants us to go out and learn that there are places in the world that aren't like Cameron County."

By late fall, it was clear that Boeing's Dreamliner was unlikely to transform the county's economy. Two of the company's top officers departed after one of them was caught recruiting a Pentagon official who oversaw military contracts. It was the culmination of a bad year, in which it was revealed that the company had filched inside information on a competitor's bid and leased jet tankers to the government at exorbitant cost, while worker layoffs mounted. Just before Christmas, the new Boeing C.E.O. announced that Everett, Washington, had won the competition for the Dreamliner's manufacture.

When Lupita and her friends failed to get a job they wanted, they often internalized responsibility - pinpointing their own deficits of personality or skill. And so it was for the workers at Fruit of the Loom when the Levi's and Haggar and Converse factories were closing all around them. They began to cut and dye and dry faster - so fast that by the time the closing was announced their machines were overheating and breaking down. It was difficult for them to conceive that far away, in corporate offices, things had moved faster still: that Michael Milken had facilitated a leveraged buyout of Fruit of the Loom on behalf of a C.E.O. who a dozen years later pocketed forty million dollars in compensation while sales fell, moved headquarters to the Cayman Islands, and eventually filed for bankruptcy. When Warren Buffett subsequently acquired Fruit of the Loom, the news sparked applause on the Cameron County shop floor. Buffett, workers had heard, was smart. They did not anticipate that a smart businessman might consider the global market and the opinions of his shareholders and take their workplace out from under them. The newly unemployed Fruit of the Loomers didn't blame Buffett, whose company would soon report doubled profits. That was just the way the system worked.

Sergio had no complaints, either, although his fifty-dollar-a-day roofing job was wearing him out. Casa Linda, the site's developer, had hired two other subcontractors in addition to Sergio's unit, in the hope of creating competition. It was a practice common in Central America: the subcontractors who finished their homes fastest would get another home to do. After a week of racing across roofs, laden with shingles, Sergio was so spent that it took him a moment to register the contents of his pay envelope. He had received half of what he'd expected.

At this, Lupita's supple capacity for tolerance found its snapping point. "You were pale as porcelain once, but now such laboring has you red and black from the sun," she said to her husband. "And, believe me, this isn't about 'Oh, my poor Sergio, I love you so much.' Even if I didn't like you, this wouldn't be right. People know we are in need, and they abuse us because they think we will just take it. I know there may come a day when we have to bend to that pressure, but I can make what little we have last longer, and we will not bend today. We have to say there is a limit, and beyond this our family will not go."

But they still had to make monthly payments on both their land and Maria's land, and the sixty-six-dollar insurance policy on their house and on Sergio's life. And there were seven payments left on Silvia's flute. A week later, Sergio reported back to work.

In Cameron Park, the highlight of the holiday season occurred one weekday at three in the morning. In continuation of Mexican peasant tradition, and in defiance of a chilling rain, three hundred people gathered in the unlit streets outside San Felipe de Jesus Church to make a three-mile penitential march across the county. At neighborhood churches elsewhere, similar crowds embarked on similar processions, each group headed toward the patronal church at the center of Brownsville for a daybreak Mass. Local children anticipated the procession for the sheer deliciousness of running miles through the streets in the middle of the night. Teen-agers liked the shirtless Mexican musicians who led the march and whose ankle bells jangled as they pranced. But the faithful marched to honor the Virgin of Guadalupe, Lupita's namesake. The Virgin of Guadalupe was said to have appeared in a vision to a poor man on a Mexican hillside. Overcome by her tenderness, the man trekked across the city to the palace of the bishop to testify to the miracle he'd beheld. There, he was rebuked and disbelieved until the Virgin's image materialized on his cloak. At this, the bishop fell to his knees, ordering that a temple be erected in her name.

In the dark, the families of Cameron Park passed the gated community where Lupita sold lunches, and another community where trees had been espaliered and scissored into cubes and spheres, and where a halogen-lit fountain shot streams of water up into the rain. Between the ankle bells and the thunder, the priest tried to tell his parish what he thought was the meaning of the Guadalupe story. "It's not about getting yourself a temple," he said. "It is about having the courage to bring what you've seen to the palace - to the powerful, to the institutions strong enough not just to hear your story but to address it." The priest's notion that some power, somewhere, might acknowledge and salve the sufferings of his flock did not, this wet night, catch a spark. The group shuffled forward, mouthing three hundred private prayers.

As the new year began, a skeleton crew of Fruit of the Loomers, aided by "confidential document destruction" workers from a company called Lone Star Shredding, attended to the factory's final cleanout. George Bush called the pace of recent economic growth the fastest in nearly twenty years. The Cameron County employment agency laid off a sixth of its employees because of state and federal budget cuts, and Rapid-Response Mario decided to enroll at the local training college alongside many of the employees he had helped. Computer maintenance looked promising, he thought.

Silvia took first prize at the school science fair, and Lupita's temporary dollar-store job ended just before the repayments on her medical-assistance-training loan began. She thought she could keep her skills sharp by volunteering to do blood-pressure testings after Mass. Sergio's temporary roof job ended, too. Unable to find new employment that paid even minimum wage, he applied for work in Corpus Christi. The city was three hours away by bus, but Amfels had openings there, at nine dollars an hour.

Since they had married, fifteen years earlier, Sergio had left Lupita and the children only once, to do migrant work in Ohio. He was so lonely that he lasted only a month, a fact that had pleased his wife immeasurably. But sentiment had no value when you couldn't hold your house. Sergio feared he would have to leave. Lupita tried to find the big, round words to tell the children.

--------

http://rppe.wordpress.com/2007/05/17/je-mappelle-comparative-advantage-et-je-suis-tombe/

--------

Maybe http://transitionculture.org/2008/09/30/a-sympathetic-critique-of-localisation-by-peter-north/

--------

http://arandomwalk.blogspot.com/2004/02/fisking-on-free-trade-and-comparative.html (mentions distribution, equilibrium and transition issues) with:-

A Random Walk

A random walk through economics, politics, teaching, and learning...

Tuesday, February 10, 2004

Fisking on Free Trade and Comparative Advantage

For the ECO 499 Seminar on Globalization, I thought I would fisk one of the readings. From the CPE their article on trade and comparative advantage can be found here.

They get the basic outline of comparative advantage correct, but they go awry when critiquing it. Let's look at their first critique.

First, consider what happens if the Poors open their borders to free trade - all the bean producers go out of business because of import competition (remember, the Poors are now producing only rice because of their comparative advantage). Instead of resources simply being switched to rice production, workers get laid off and the land goes idle. All of the gains from trade could be outweighed by the costs of unemployment and less domestic production. In order to get around this problem, the theory of comparative advantage assumes full employment - that NO UNEMPLOYMENT EXISTS, hardly a realistic assumption for most economies.

Ricardo's model was one of the first general equilibrium models, used to predict the sectoral distribution of resources when at full employment. He showed that consumption could be increased beyond what is possible from only domestic production. The model does not deal with nor was it intended to deal with the dynamics of the shift, rather it was only meant to analyze the starting and ending equilibrium points. Arnold Kling says it better here.

Second, in the process of specialization, comparative advantage assumes that everything used in one type of production can be automatically re-deployed to another type of production. In other words, the skills of workers are instantly transferable from one type of production to the other, the same machinery and equipment are used, and the same inputs. The theory ignores the fact that, often, when switching from one type of production to another, workers need to be re-trained and new investment in different types of equipment needs to be made. All of this costs resources - costs that can reduce the gains from trade. The theory of comparative advantage assumes that RESOURCES ARE PERFECT SUBSTITUTES.

While the math works out easier if one assumes constant opportunity costs (inputs are perfect substitutes), it is not required to achieve the results of comparative advantage. The fundamental insight of comparative advantage is that shifting production to something you are RELATIVELY better at, and trading away the extra production at a different rate then you previously did domestically, will allow you to consume more of both goods than would be possible without trade. Note that specialization need not be complete, in fact if opportunity costs are increasing then specialization will likely not be complete, but there will still be gains from trade. It is true that there are switching costs, but it is hard to believe that one time switching costs can possibly outweigh the present discounted value of all future gains that would be experienced by all future generations. See Delong here.

Finally, the theory of comparative advantage assumes that producers don't move between countries. Therefore, the beans producers in the country of Richies can't move all their production to the Poors, Meagers, or Brokens. While this might seem reasonable if we're talking only about rice and beans (due to climate variations, etc), it doesn't make as much sense when we are discussing shoes and automobiles. Therefore, the theory assumes FREE MOVEMENT OF GOODS AND SERVICES, but at the same time it assumes NO FREE MOVEMENT OF PRODUCTION. This unrealistic assumption greatly compromises the theory.

Really...How? Notice they just leave that dangling, because in fact they are wrong. This argument has recently been used by people from very different political perspectives. Democratic Senator Chuck Schumer and Conservative pundit Craig Richards have been hammered here and it has been more thoroughly debunked here. Remember that Ricardo's was the Labor theory of Value, the traded goods merely represent the labor units that produced them. Trading the goods is the same as trading the labor which produced them. So we would trade labor until the relative price (terms of trade) in each country were exactly the same, eliminating the need for them to trade the goods that were then produced. That is a bit tedious (moving labor), but fundamentally the same as trading the goods.

All of these factors aren't unique to the United States. Other countries could develop such potential as well. The advantage the United States has in trade might be more accurately described as a constructed advantage - instead of some sort of natural superiority. The export-led development of countries like Taiwan, South Korea, and Singapore have been based on a type of constructed advantage, where government intervention built up and protected industries until they could compete on a world scale. The idea of constructed advantage can be an important part of what's been called 'fair trade,' an alternative to free trade that preserves the advantages of trade while protecting other features and capabilities important to communities, such as labor and the environment.

Suddenly I think they don't understand comparative advantage at all. There is no constructing it. It is simply a mathematical fact. Let me give you a classic example without the math: Lets say that I'm both a better pitcher and a better short stop than you are. However, I'm a LOT better pitcher then you are relative to how much better of a short stop I am than you. So I have a comparative advantage in pitching, which immediate means by definition (think invert the ratio), you are a RELATIVELY better short stop. The only time this is not the case is when there is a tie, that is when I am exactly as much a better pitcher than you as I am a better short stop than you. In which case its a coin toss on which job I do, but whichever job I do it does not make the team better off than if we split time in the different positions. The same goes for trade, only when two countries have the same domestic terms of trade will they not benefit from trade with each other (actually there is an economic argument for gains from trade in this case, it utilizes the notion of economies of scale).

The theory of comparative advantage says nothing about who gets the 'gains from trade.' Even if you accept the assumptions of the principle of comparative advantage and believe that free trade raises total income of a country, there is nothing about the theory that indicates that everyone is automatically better off. These benefits could, instead, accrue only to business owners in the form of increased profits. Although there may be gains to be had, how they get distributed is a part of the political process, and there is the possibility that workers and communities could become worse off as a result.

Well, actually the theory does provide you with a way to think about the distribution of the gains, albeit with a very uninteresting conclusion. Since there is only one factor of production, labor, all the gains go to labor, and since the productivity of labor is the same for all units employed the gains are thus shared equally. If you want a richer model that incorporates more factors of productions and therefore provides a more interesting view of how the gains from trade are shared, I suggest you look at the Heckscher-Ohlin theory.

Why is this important? The inefficiencies that occur when restricting trade are small, so why do we care? For a look at one neoliberal's view of the benefits of trade in goods and financial capital read this. I'll give you a hint...small though the gains may be, compounded over time they have dramatic impacts on future generation's standard of living.

If all of this seems like gobblty gook, just ask yourself: Do I benefit from trade? If the answer is no, I suggest you go home and perform your own oil change, but remember that will involve drilling for the oil, by yourself in your backyard. The fact is that we have understood the beauty of specialization since the dawn of time (or trade as the case is here), why do lines on a map affect that most basic insight? And why would we want to let the *potential* for there to be some temporary losers, permanently impoversh us all?
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Posted by Taggert at 8:47 PM 

2 comments:

H.U. said...

I think the US situation (deteriorating economy) shows that the most "open free trade" economy in the world may not have accrued all the benefits as espoused by economists the world over. I am not biased towards or against either side but I have a balanced view and I know that in the real world "free trade" is not as perfect or as rosy as it is painted out to be.

As technology is enhanced exponentially and the cost of labour is cheap in countries like China and India even "knowledge" based industries like computer programming, accountancy will and are offshored to India since the cost of $2/hr sounds more appetising to a company than paying $30 or more /hr to a worker in the US. So it all comes down to cost. Now with the official collapse of Wall St, investment bankers with prestigious degrees and experience are lining up for jobs that are lower ranked than the ones they used to hold.

So transition costs i.e. of workers shifting industries have high costs attached to them e.g. mental and psychological and financial distress that cannot just simply written off as an "adjustment cost". We are dealing with people here for goodness sake!

This is a really well written article about a computer programmer's take on globalisation and free trade: http://www.gonewiththeworld.com/

Thanks

11:56 PM

--------

http://econlog.econlib.org/archives/2004/01/getting_ricardo.html (from http://econlog.econlib.org/archives/000355.html) with:-

Charles Schumer and Paul Craig Roberts rewrite Ricardian trade theory.

    Comparative advantage is undermined if the factors of production can relocate to wherever they are most productive: in today's case, to a relatively few countries with abundant cheap labor. In this situation, there are no longer shared gains - some countries win and others lose.

This is absolutely false. Ricardian comparative advantage can exist within a country. It can exist with mobile factors of production.

They go on to say that

    To call America's economic recovery "jobless" is inaccurate. Lots of new jobs are being created, just not in the United States.

This also is false. What David Ricardo developed was the first general equilibrium model in economics. Anyone who understands the principle of general equilibrium understands that one country cannot "lose" jobs to another country. An industry can lose jobs, but in general equilibrium there is full employment.

When there is not full employment, this is an issue of fiscal and monetary policy. It is not an issue of trade.

UPDATE: See also The New Republic, which also slams the Schumer-Roberts piece. (Brad DeLong says that this is Noam Scheiber writing)

For Discussion. It the concept of general equilibrium just impossible to explain to a non-economist?

--------

http://www.gonewiththeworld.com with:-

Gone With The World

Education is NOT the answer. It is the labor rate difference, not a skills difference. Why doom our children to unstable careers by forcing them into dying technology fields? Pursuing a technology career could be like choosing to be a blacksmith in 1925.

THE BRAIN: Globalization's newest cheap commodity. Your education is being devalued. The idea that globalization would only eat into "low skilled" jobs is a grand economical lie. The laws of physics are the same in India and China, but the labor rates are not. The bottom line is that education can no longer be a US comparative advantage, and politicians who pretend it is are misleading voters.

No one wants to drop $30,000 on an education only to have their job [offshore] outsourced to some guy who won't see $30,000 in his lifetime.

 - zerocool on Slashdot.org

Trumped by China Even the wealthy, are taking notice.

Economists are Making a Grave Mistake

The economic concept of "comparative advantage" is the holy dogma of "free trade", economic globalization, and offshore outsourcing of jobs. Although comparative advantage is generally true for what economists traditionally measure, economists have ignored some important counter-factors. It indeed does optimize economic output under ideal conditions. However, there are important factors which make the situation less than ideal:

    * Disruption of distribution or communications paths

    * Restrained flow of labor

    * The theory mostly addressed output (goods and services); ignoring job availability, stability, bubble risk, and other important factors.

    * Past trends may not be indicative of future trends.

    * Distribution of the benefits of free trade can be very uneven.

    * Some countries are more interested in military advancement than in consumer prices, and subsidize certain specialties.

    * Some countries sacrifice benefits, retirement programs, safety, environmental safeguards, and human rights to achieve low labor rates. In other words they scorch both people and planet to "beat us". 

Disruption of Distribution or Communications Paths

When sailing ships used to go on exploring trips, they generally would go in pairs of ships instead of one single ship. Sometimes a single larger ship would have been more economical, but two ships were used in case one failed. If one ship had a problem that could not be overcome, then the crew of the problem ship and perhaps supplies were transferred to the remaining good ship. Space probes will similarly have redundant or "backup" tools and instruments in case something fails. It costs more to launch and build probes with redundant parts, but the backup systems can save a mission from disaster.

The "comparative advantage" philosophy of economics generally ignores this principle. It in essence encourages economies to put all their eggs in one basket because under ideal circumstances it is more efficient. However, Murphy's Law usually lurks around the corner. Full-out comparative advantage is at odds with Murphy's Law and portfolio-diversification, turning economies into one-trick ponies.

Every major "industrial" country should strive for some level of self-sufficiency in major or critical categories, such as manufacturing and technology. Although I don't necessarily propose an even mix for each country, entire industries and professions should not be allowed to simply disappear from a given country in a blind 100% adherence to "comparative advantage" dogma. A rule of thumb for "balanced trade" is to keep about half of the original pre-globalized industry in the home country (unless of course it becomes an obsolete industry such that no nation specializes in it). Further, a newly globally-targeted industry should be allowed to shrink via a natural attrition rate rather than sudden decimation. See blog article for more.

Let's take a specific example from the United States. Manufacturing and computer programming jobs are leaving the US for lower-cost countries such as China and India. If a country or terrorist group wanted to attack the US, rather than use missiles or bombs aimed at the continent, an enemy only has to disrupt the flow of goods and services coming across the ocean. They could cut the high-speed cables that run along the bottom of the ocean, making international internet and phone communications difficult and expensive. They could fire regular military missiles at cargo ships carrying goods to the US from China. The US economy could be crippled for a while, perhaps triggering a nasty recession.

Another possible scenario is that India and Pakistan get involved in a war in which their nuclear weapons are eventually used. India and Pakistan have long been at odds with each other, so this is not just a remote possibility. Under such a scenario it is likely that Pakistan would target the key economic centers in India. Those centers currently handle software development, maintenance, and many other services for many large US companies and banks, and are increasing their portion of such services as time goes on. Attacking such software centers would put the US economy at great risk. It would take a good while to rehire or retrain all the programmers and service workers to replace them and learn each company's software from scratch.

In fact there are indications that Muslim fundamentalist terrorists based in Pakistan have planned attacks on India's economic centers. Thus, war between nations is not necessary to trigger some of the scenarios presented here.

Or suppose the US goes to war with China over the long-standing Taiwan disagreement. Much of our economy, infrastructure, and even military equipment depend on parts and equipment from China. They too could choke off our economy and make us physically vulnerable, especially if such a conflict lasts several months. A sneaky software "gift" from the US once caused a large explosion in the Soviet Union. For a while, part of the Soviet Union looked just like our left-corner logo.

The "Do Nothing" Nation

The US is increasingly relying on other nations to provide basic and important goods and services that keep our nation running. Actual production of the goods, services, and knowledge that consumers, businesses, and the military rely on are done by other nations in increasing levels. We are becoming a nation of owners, managers, and marketers that no longer know how to work the front lines. "Real work" is not being done in the US anymore. Corporate bosses bicker in boardrooms over whether blow-dryers should be beige or translucent instead of invent, improve, or manufacture blow-dryers.

Aside from the economic risks of losing access to the front-line "economic soldiers" to other nations, there are less training paths in which future managers and marketers can learn their trade. How can a US manager of software development learn how to manage software developers without ever having the chance to be a software developer? Software development will no longer happen in the US frequently enough to cultivate future managers. Can we have generals who never experienced live battle? Are we going to have to start sending manager jobs overseas also because we lack the experience at home?

An alarming number of my experienced techie friends are fed up with a dwindling demand for their skills, and are preparing to move out of tech and into fields such as interior decorating, massage therapy, landscape architecture, herbal consultant, lawyer, etc. Although these are fine careers, they don't really provide the kind of expertise that is going to keep US a forward-moving economic power. We are handing over our economic keys to other countries, and they will drive away with more modern workforces and industries.

Uncle Foo Foo Uncle Foo Foo

The US is increasingly losing jobs that actually produce something tangible or directly contribute to technical progress. Instead we are moving toward marketing, social, and "fluff" jobs. Not to disrespect social fluff jobs, but we need to balance the mix. Our "jobs portfolio" is losing diversity. Lack of diversity usually leads to mayhem in the longer run.

Dependency Kicked Us Once Already

One of the reasons that the Great Depression of the 1930's was so severe is that when times grew tough after the stock burst of 1929, nations reduced trade with each other in order to protect their own industries and workers. This cycle spiraled out of control, leading to horrible economic conditions for many nations, including the US. These desperate conditions were a major catalyst to Hitler's rise and Word War II.

Hitler and Mussolini

Free trade proponents will argue that this is evidence that wide-open trade is good. However, it is really evidence of the opposite: The more you depend on other nations, the more their problems become your own. I am not for shutting off all trade, but rather having balanced trade. Balanced trade is where enough foreign trade is allowed to promote diversity and competition, but not enough to eliminate entire national industries and professions.

Even in 1997, before I was aware of the global threat to my software career, I felt uneasy about how fragile the global economy was. During that year a financial collapse in many Asian banks was starting to spill over into other continents. Many economists worried about a domino effect resulting in a global recession or perhaps depression. By shear luck, the dot-com bubble was growing at that time and probably saved the world from a big recession. Next time there may be no such lucky bubble to save us.

Too much interdependence increases risk. Just as investors are encouraged to diversify their investment portfolios, countries should keep their specialties and services similarly diversified. Those who didn't diversity were burnt badly in the dot-com melt-down, for example.

We should heed history's consistent lesson: Don't put all our economic eggs in one basket.

Restrained Flow of Labor

"Free Trade" is lopsided in practice. Although goods and services can readily change borders to find the "lowest cost producer", labor cannot. This creates an imbalance between skills available and skills used. For example, a computer programmer in the US cannot directly compete with one in India whose typical salary is one-seventh that of the US. The US programmer would have to accept minimum wage to be comparative cost-wise. He or she is economically better off becoming a plumber or Walmart sales clerk. A perfectly good skill goes to waste. (More about education and retraining options is discussed later.)

Someone who would otherwise be an above-average computer programmer cannot compete with an average-skilled computer programmer in India because of the huge labor rate difference. Resources are NOT being efficiently allocated by "free trade" because the one who is technically better qualified will not get the job.

It would be like giving the job to the "C" student, not the "A" student. Free trade is failing to allocate based on merit. (The example is not to imply that Indian programmers in general are less skilled, just that the allocation of jobs currently depends more on location than skill.) It is a clear case where free-trade is not producing the most efficient allocation of goods and services. One could argue that the alternatives have their own flaws, but they cannot argue that free-trade is producing the optimum solution here. Mental fruit is left rotting in the field. (Free traders will suggest one can readily switch fields, but past statistics on those displaced by globalism are generally not rosy.)

India may allow a few visa workers into their country, but surely they will not allow every displaced American programmer in. Free-trade is only half free. True market fluidity would allow people to cross borders to find a better fit for their inherent abilities.

Adam Smith Does Not Guarantee Jobs

Contrary to popular belief, market economics theory does not guarantee jobs or a middle-class society. Perhaps it has worked out that way for the past 200 or so years in the US, but as any good investor will tell you, past performance is no guarantee of future performance. The pace of change in technology is accelerating, and the economic issues and problems that result from this is new, unexplored territory.

Current economic thinking seems to emphasize creating inexpensive goods and services rather than creating good jobs. Some economists say they are one in the same, but there is no decent evidence that this is the case. It is only speculation on their part. Is having cheap Walmart trinkets more important than having satisfying, productive, and diverse jobs? Should we risk global economic collapse (see above) and limited jobs just to enjoy a few decades of cheap trinkets?

Further, comparative advantage does not aim to optimize human happiness. Taking something away from somebody, such as a job, creates strong suffering; but not getting the future benefits of something, such as cheaper goods, and not really knowing much about it does not make a very big emotional impact in the population. People generally don't miss what they don't have.

In other words, the pain of the downsides of comparative advantage tends to be stronger than the happiness caused by less-expensive goods. A loss of a good job is often a very personal life catastrophe, while cheaper goods is perceived as a nice little bonus. There have been far more riots and protests over lack of jobs or low pay than over expensive goods throughout modern history (the possible exception may be food availability). Economists and politicians cannot ignore the "human factor" in democracies because people will vote on the weight of their emotions far more than on an abstract benefit. The proof is in the tears falling in the pudding.

It is ironic how "brain workers" now have to focus more on "soft factors" such as diplomacy and customer service in order to survive the globalization of their careers. However, economists keep focusing on widget output instead of human suffering. It seems the economists should be required to take People Skills 101 along side us nerds.

The Next Big Thing, Where are You?

The Next Big Thing usually came around to save displaced workers in the past, but we don't know if that will always be the case. Usually the disruption was in relatively low-skilled or physical-labor-intensive areas. Thus, the transition to another low-skill occupation was not that difficult. One could simply trade in one low-skill occupation for another with a bit of training. When farming disappeared there was factory work or mining to take it up. When mining and factory work started dwindling in the 1960's, there were more low-skill jobs in food services, retail, phone support services, etc. Also, semi-skilled and specialized trades such as electrician and plumbing came of age.

The higher-skilled workforce was mostly immune to all this. A four-year degree in a technical or knowledge-intensive field generally gave one a relatively safe middle-class or upper-middle-class career.

Until now. The internet and high-speed communications is eating into many technology and knowledge-based professions, rendering them a dead-end career or long-term unemployment risk. Unlike the prior blue-collar migrations, one cannot easily just hop on to the next profession. Formal education is more expensive and time-consuming than most blue-collar training. Plus, the college degrees offered that are not at risk of being globalized are rapidly dwindling.

One could perhaps go from being a farmer to a factory worker to a retail clerk in one life-time, but it is not realistic to expect everyone to get three college degrees and master 3 different professions in a lifetime. The only option for a displaced "knowledge worker" may be to go back into the blue-collar trades. They might as well burn their college degree to risk not appearing "overqualified". Some of my programmer friends who attempted to switch into blue-collar trades found that their technical background created a stigma against them.

Education is not the Answer

Many politicians, CEO's, and even Alan Greenspan are suggesting that yet more education is the magic savior of US knowledge workers. But they are almost always not specific. When pressed for details, they usually just make references to historical Next Big Things that saved jobs in the past. Let's more closely examine the options of a hypothetical displaced computer programmer that we will call "Sue". (I was a computer programmer/analyst myself, I would note.) What kind of new training or education should Sue get so that she can work again?

Supposedly there are "higher-level" computer positions such as project manager, business analyst, software engineer, etc., but these are skills that come mostly from experience, not from a book or college course. Sure, college may help some, but these are mostly experienced-based positions because they require a lot of "soft skills" such as interacting with users, customers, managers, and others in a diplomatic fashion and understanding business habits, business culture, and office politics.

Computers make many non-technical people nervous because they don't understand them, yet at the same time don't want to appear ignorant. I have seen office workers cry and throw fits over computer issues more than any other thing, with the possible exception of layoffs. Thus, liaisons between computers and people have to know how to comfort people without hurting their feelings. It is often a tricky tight-rope act.

But, computers don't care if you hurt their feelings; they only want precision, clarity, and consistency regardless of how terse or dry the delivery. They welcome the ugly truth without even a hint of a drooping brow. Software can be like a loyal dog who only demands the right kind of food. You can frown and cuss at the dog, but he always happily comes back for more input (food).

The resulting logical nature of computer programmers tends to make them strait-forward and sometimes blunt. This is the opposite of what is needed for machine-to-human liaison and IT manager positions. Making the transition requires more than just additional book knowledge; it may require a personality overhaul. Most companies appear to prefer someone with A-level people skills and C-level tech skills over the reverse for such liaison positions. (I've met very very few who master both.)

These are the kinds of skills one obtains from skipping class and partying away the night, not digging ones nose into a calculus book for tomorrow's exam. George W. Bush is the new role model for a more up-to-date education "curriculum".

Further, there is often only about one such position for every five or so programming positions. Thus, this path is not a general solution for most displaced programmers because there is "not enough room at the top" to accommodate them all, even if they could obtain the needed soft skills.

What about entrepreneurship? I have personally tried to start up 2 businesses of my own with dismal results. It takes a wide variety of skills, especially marketing, to succeed. Statistics will show that a heavy majority of new businesses fold within 5 years. Entrepreneurship is not a general solution for all displaced white-collar workers.

Will more formal education in the same field make Sue more desirable in the eye of employers so that she is competitive compared to cheaper overseas labor? My experience is that formal education makes only a few percentage points difference in the eyes of most employers of programmers. A five percent difference in perceived value is not going to help much when they are comparing to the up to seven-to-one ratio of labor rate differences. Even if we factor in the overhead of managing overseas labor, it may be a difference of roughly five percent versus fifty percent: an entire order of magnitude. Plus, having a masters or PhD often just makes a citizen look too expensive -- in other words, "overqualified".

Formal education tends to be out-of-date anyhow. The higher the course number, the more detached the professors tend to be from the real world and technology trends. The pundits and lobbyists who claim that American tech workers lack sufficient formal education are simply either naive about the computer industry or are lying because they can.

What about going into a new technology field? Biotechnology is rumored to be hot. However, the current employment quantities for this field are not anywhere close to what computer programming was. Plus, biotechnology work is probably just as offshore-able as programming. Why spend another three years in college just to have your new field also stripped away by the hungry sharks of globalism?

The US has no monopoly on science and technology education. Asian countries tend to put a lot of value in education, and are making sure they are competitive in that arena. The US still has a (perceived) edge in cutting edge research universities, but as far as rank-and-file "techies", the US has nothing special. It just costs more here, that's all. Probably less than one in ten technology jobs are in cutting-edge research, and cutting-edge research is increasingly moving offshore also. Trying to out-compete Asia via education is race to the bottom. The laws of physics are the same in Asia, but not the labor rates. Thus, it is more logical business-wise to do physics and math-related research over there.

The variety of alternatives dwindles with each off-shoring round. First it was just manufacturing, but now all "knowledge-based" careers and phone-based customer-service careers are being threatened (see illustration below). Ironically, technology, knowledge-based careers, and phone-based customer service were supposed to be some of the anecdotes to loss of manufacturing jobs. What remains is marketing-oriented positions and positions that require more direct customer interaction. Many techies went into technology in part to avoid heavy human interaction because they knew they lacked such skills. Now they have fewer alternatives. Schooling has not proven very effective at teaching social and marketing skills. In fact, retraining in general has not proven very effective:

    "A 2001 Labor Department audit found that only 1 in 5 who participated in programs for displaced workers found jobs for which they had been retrained; nearly 40% ended up working part time or for less than they had earned before; 28% had not yet found any work at the end of their training." - Time Magazine, Feb. 2004, (Emphasis added) 

Getting back to our Programmer Sue example, the other kinds of semi-skilled jobs remaining are those that involve physical work, such as plumbing, office equipment repair, building electrician, and so on. These are probably the best bets for most displaced ex-software experts. However, they pay only about 2/3 as much as computer software-related careers, and often involve risk of physical injury or electricution. (At first it looked like jobs were moving away from physical dangers found in the likes of mining, farming, and hunting. But now it seems like we are moving back toward physical dangers again in order to make a buck.)

Further, many of these jobs will probably be under the globalism gun when remote-controlled robotics comes into age. Technology reminiscent of NASA's Mars rovers or the planned Hubble repair robots may soon enable people from low-wage nations to perform plumbing, equipment repair, wall painting, cashiering, food service, and many other jobs in the US. Remote robots will probably even be able to repair each other. Such technology does not require any giant breakthroughs to work; it does not require "artificial intelligence" because it uses cheap real intelligence: offshore human labor. Robo-Painter

Such machines may not be as fast as a hands-on human, but with labor rates of 20-cents an hour in some parts of the world, it may not matter much. Two may be possible for less than the price of one local human. Plus, they could work 24-hour shifts as remote workers in different nations with different time-zones can participate in a project. The main technical obstacle to this right now is overseas communications bandwidth. However, sufficient bandwidth for such remote robots is roughly less than a decade away, based on current rates of growth. Where will it all end?

Even now, to a displaced programmer such as Sue, it is a lot like being eighteen-years-old all over again, except this time there are less options, and if one has a family, more responsibilities. So much for "family values".

lost job kinds Less Places to Hide - This illustration shows each "cycle" of offshoring reducing the kinds of jobs available. Although there may be some "vertical" growth in the remaining categories, the disappearance of whole categories currently seems to be moving at a faster pace than such growth. Even if this was not the case, the larger-scale variety of career options shrinks. For example, there may be more varieties of sales clerk jobs available, but not everyone is cut out for sales, at least not enough to replace their pre-offshore wage level. This reduction in the variety of jobs available may be a reason for the dwindling middle class. If the kinds of jobs narrows, then fewer will posses the narrower talents needed, creating sharper wage and opportunity differences. Perfectly-good talents may be wasted or poorly rewarded. More on sprawling losses.

Offshoring Web-log and News

Frankly, Scarlett, we do give a damn!

EOS = Equal Opp. Scr...

Being screwed by "free trade" is not just for factory workers anymore...

Jobs at offshoring

or visa risk: 

· Manufacture Engineer

· Scientist

· Computer Programmer

· Internet Service

 Provider

· Database Performance

 Analyst (DBA)

· Electronics Engineer

· Accountant

· Financial Analyst

· Auditor

· Tax Preparer

· Account Bookkeeper

· Payroll Processor

· Insurance Analyst

· Medical

 Transcriptionist

· Factory Worker

· Phone-based Help

 Desk

· Telemarketer

· Legal Bookkeeper

· Legal Researcher

· Press Researcher

· Content Taxonomist

· Map Maker

· Proof Reader

· Textbook Author

· Graphics Designer

· Photo Retoucher

· CAD Engineer

· CAD Operator

· Medical Biller

· Medical Records

 Analyst

· Radiology Analyst

 (Incl. X-ray Analyst)

· Lab Result Analyst

· Specialized Surgeon

· Animator

· Etc....

(Job list partly based on a Berkeley study)

lightbulb

Q: How many economists does it take to change a light-bulb?

A: None. They just sit in the dark and wait for the "invisible hand" to do it for them.

Mr. X: I bet you Americans don't even know where India is.

Mr. Y: I most certainly do; it is right between me and a paycheck.

Americans are always innovating... Heck, we even invented outsourcing.

 - Humorist Bill Bonner

The only thing made in the US these days is bad SUV commercials.

President Bush says we have a Skills Gap. Actually, we have a President Gap.

While displaced workers are unemployed, they might think about retraining themselves to be economists. Then they will understand why outsourcing is good for them.

 - Liberty Post

"Jobless Recovery" - The oxymoron of the decade

Outsource Bush

Print your own political window sticker.

T-shirt

Buy T-shirt

(This website has no commercial ties to shirt vendor)

The world's oldest worker retired at the age of 104. He lives in Harrisburg, PA; worked as a scientist and teacher.

He didn't want to retire, but apparently they found a 103-year-old guy in India who would work cheaper.

 - Jay Leno

Slaves are "good for the economy" also, using the logic of pro-offshorers.

"I want to shift to the snow-moving business from software development," said a California professional. "Why," asked his friend. "Because it is the only business which cannot be outsourced to India."

- S. S. Srinivasan

We do NOT sell Offshoring...We sell Business Solutions that leverage an optimized global workforce...You must believe this and sell like it...

 - Cognizant internal memo

Offshoring will result in cheaper products, which will increase demand, which will result in richer companies, whose wealth will be sprinkled onto unemployed U.S. workers like fairy dust.

 - The Onion

The US "information economy" has literally jumped ship.

We are not a true democracy because big businesses have a pretty strong de-facto vote over policy. It was not voters who pressured India to open its markets, or invited in so many technology visa workers. We have not matured much since the Commodore Perry "gunboat diplomacy" days.

"India should focus on cranking out condoms instead of cranking out computer graduates."

 - anonymous blogger

"First of all, you have to spend a considerable amount of time and energy selling yourself. In the old paradigm, you had sales people, and you had technical people. Isn't that a better way to divide labor according to talent than requiring everyone to be both? Furthermore, lots of people who [are] good at creating value aren't necessarily good at selling themselves. In the world of free-lancer, the glib, the attractive, and the people-oriented are going to do better. Is this necessarily a good thing?"

 - "voice of the democracies" at www.danieldrezner.com

"First we were an agrarian economy, then a manufacturing economy, then a technology economy, then a service economy. But services are being offshored too. What the h*ll are we now? A bullsh*t based economy? Welcome to the Bullsh*t Age!"

 - Anonymous blogger

Free trade is what allows you to buy more with your unemployment check after your job is offshored.

"As any political consultant will tell you, as the middle class goes, so goes the nation. By cutting white collar positions [offshoring], American businesses are sowing the seeds of a populist backlash that could redraw the political map."

 - Alternet

--------

Meanwhile, the two most directly relevant sources I have found are:-

- Eamonn Fingleton's book, "In Praise of Hard Industries: Why Manufacturing, Not the Information Economy, Is the Key to Future Prosperity" (1999), Houghton Mifflin, ISBN 0-395-89968-0 (see also http://en.wikipedia.org/wiki/Eamonn_Fingleton and his website http://unsustainable.org); and

- Khodadad Farmanfarmaian's reference to using input-output issues for an analogous problem (via Leontiev's work), at http://www.fas.harvard.edu/~iohp/farmanfarmaian.html, particularly "...My contention was very simple, that the distribution of gains between the investor, which was the foreign investor, or Great Britain and the host country, which was Iran, was inequitable and heavily favored the foreign investor. That in itself was not very difficult to sustain, But my contention went further, that the oil industry partly by its nature and partly because of the deliberate policy of the investor was an insulated industry, and consequently didn't have much of a forward and backward linkage, or secondary and tertiary effects on the rest of the Iranian economy. Thus the benefits of the external economics, pecuniary or non-pecuniary, from the oil industry to the rest of the Iranian economy were grossly overstated. I contended that in fact the oil industry was was little more than an outpost of the British economy. All of this I could sustain. Where I failed was to quantify some of these relationships to be used in the Leontiev input-output model... I went around Iran, talked at length to oil people, tried to collect the data from the Ministry of Industries and Mines. They really didn't have anything. The oil industry had a lot but they wouldn't give it to me and this is true. They only gave cocktail parties for me. Later on, in fact, I faced this once again when I was a high-ranking officer in the government of Iran. I still couldn't get the data that I wanted from them to build up a simple inter-sectoral matrix for Iran, to show quantitatively the relationship between the oil industry and the rest of the Iranian economy." - all of which shows that as it stands right now the problem you set is big and will require more than just Australian data, and will require technical mathematics to demonstrate properly, which won't suit the audience.

There are less directly relevant things that apply but have to be adapted and redirected even more, e.g. issues of "investing" using fiat currency and parallels with absentee landlordism, which Nassau Senior went into in his classic early 19th century work on wages.

