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Preface

The central mission of the Peterson Institute for International Economics has been to make globalization
economically and politically sustainable for the people of the United States and of the world. We have
generally analyzed and researched policies with an eye to achieving the greatest good for the greatest number,
but we have always been mindful of the distributional effects of those policies and of globalization itself.
Naturally, the Institute’s commitment, and our primary toolkit, is to think in terms of a purely economic
cost-benefit analysis point of view. But it is not always that straightforward, as the ethicists, philosophers,
policymakers and economists taking on the issue in this volume suggest.
As the Institute starts a new year with new leadership in 2013, we plan to begin confronting some of the
policy failures of the last few years in the West, and the flaws of the economic models underlying those
failures. That is a necessary step to reconsidering how to manage globalization going forward. To this
end, on January 7, we organized and hosted a path-breaking conference on “Ethics and Globalization: The
Tradeoffs Underlying Our Policy Choices” at the Institute in Washington, DC. We brought together an
unusual range of scholars and practitioners from different disciplines to engage with each other on the
ethical and moral challenges posed by the accelerating pace of economic integration and the international
flow of goods, services, capital, technology, people and ideas. This volume consists of edited transcripts of
that day-long discussion.
The Institute has of course long been proud to foster a spirited debate on this subject. One of our bestselling
publications, for example, was Has Globalization Gone Too Far? (1997), by Dani Rodrik of the Harvard Kennedy
School of Government (who participated in this conference). Rodrik’s challenge has led to other Institute
publications, including Has Globalization Gone Far Enough? (2004) by Robert Z. Lawrence, a senior fellow at the
Institute and a colleague of Rodrik’s at Harvard, and Scott C. Bradford. So we are no strangers to the debate.
The idea for this focused ethics and globalization conference came together in interaction with the Stavros
Niarchos Foundation, which has generously supported our work on this innovative project. Along with
a remarkable array of scholars and specialists, we were honored to have former Representative Barney
Frank, who served in Congress as a Democrat from Massachusetts for 32 years, deliver the keynote address.
Congressman Frank was a tireless champion of the disadvantaged throughout his career. He was also a
resolute defender of international financial institutions and the Federal Reserve, thus exemplifying the kind
of balancing that ethical globalization requires. His keynote address appears in this volume as well.
My opening remarks at the conference were entitled, “The Need for Challenging Choices,” and I meant
that in two senses. First, we brought together on our panels and in our audience many influential people in
public service and the private and nonprofit sectors, and we were asking them to challenge the choices that
many of them were already making. Second, I was trying to describe the nature of the challenging choices
that confront us all.
Our first session was on the “Pursuit of Domestic vs. Global Welfare.” Its purpose was to shed light on
how a policymaker, or someone leading in a democratic society, should be thinking about the benefits of
economics for the globe as a whole versus that of their home constituency. One of the core beliefs at this
Institute is that globalization has not only been ongoing, but has been overwhelmingly good on net for
the world—the ultimate fact on the ground of globalization over the last 20 years is that a billion-and-ahalf people in China, India, and Eastern Europe are freer and wealthier than they have been at any time in
v

human history, and the rest of the world is no worse off from that achievement. But as the panelists discuss
herein, there are also huge issues of inequality and social mobility within the developed world. Are these two
linked? Do globalization’s global benefits come at a local cost? The panelists bringing their expertise to these
tough included Anne Krueger, the former top economist at the World Bank and the International Monetary
Fund, now at the Johns Hopkins School of Advanced International Studies; Thomas Pogge, director of the
Global Justice Program at Yale; Arvind Subramanian of the Peterson Institute; and William Galston of the
University of Maryland and the Brookings Institution.
The second panel addressed the challenge of “Balancing Economic Goals between Generations.” This is a
very policy relevant concern, with public debate focused right now on the issues of austerity versus fighting
the current weak recovery from the recent recession. As many know, Peter G. Peterson, chairman of the
Institute’s board, funds an independent (and completely separate) foundation that champions a very strong,
principled set of views on these intergenerational issues. Our panelists included people associated with that
viewpoint, but also some with opposing or at least differing takes. Our effort was not to dismiss any point
of view but to give them all the fair discussion they deserve. The panelists were Neil Howe of the Center for
Strategic and International Studies; our own William R. Cline of the Peterson Institute; David Blanchflower
of Dartmouth College; and Jagadeesh Gokhale of the Cato Institute.
Our third session on “Expecting Ethical Duties from Private Actors” was aimed at clarifying what corporations,
nonprofits and others outside of government can do to alleviate ethical concerns in the world marketplace.
One can assert that there is very little that can be legislated in an era of acute global competition between
multinational companies. Potentially such a view could lead to acceptance or expectation of a race to the
bottom in some areas. On the other hand, the evidence is that such races to the bottom are not inevitable,
and in fact usually do not occur, because the pressures on business behavior—political and in business’ own
self-interest—must be considered. In an idealistic sense, this topic allowed the panelists to address whether
companies can transcend legal standards and voluntarily do good.
Two noted global business leaders gave us their practical insights on the possible: George David, who is vice
chairman of the Institute’s board of directors, and is no longer affi liated with, but was the distinguished
chairman and CEO of United Technologies, and who created their program for training all their employees
and giving them access to higher education; and Sir Evelyn Robert de Rothschild, who has been speaking out
very bluntly about ethical failures in various spheres, but especially in the financial sector, which he knows
well. Neither of them apologized for capitalism, of course. Instead we heard a searching discussion helped by
two other distinguished panelists: the MacArthur Prize-winning political scientist, Charles Sabel, who has
been writing radically and constructively on corporate structure and behavior for many years; and Kimberly
Ann Elliott, who previously worked at the Institute and is now at our sister institution, the Center for Global
Development. She has written with Richard Freeman about the feasibility of global labor standards, among
other topics.
Our fourth and closing session addressed the issue of “Reconciling Global Governance and Local
Accountability.” The Institute spends a lot of time on the G20 and its processes and summit meetings of the
last few years, because it is our belief that global governance and cooperation can bring substantial benefits.
Underlying this potential, however, is the question for policymakers at the summit table: at what point
do you have to think about your obligations to negotiating and committing to international agreements
as opposed to maintaining local accountability? What may be a growing skepticism about the legitimacy
and accountability of the World Bank, the International Monetary Fund, the World Trade Organization
and other organizations was at the core of this discussion. The aforementioned Dani Rodrik was on the
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panel, with Michael Froman, special assistant to the President and deputy national security adviser for
international economic affairs at the White House. Andrew Moravcsik from the Woodrow Wilson School
at Princeton, a leading expert on Europe, as well as on political philosophy and practice, gave his views on
multilateralism; and Howard Rosen of the Peterson Institute offered his take on the issue of subsidiarity.
In closing, I want to thank Howard Rosen and Steven R. Weisman of the Institute, who were co-directors
of the project, for their contributions to making this conference happen with such an outstanding line-up
of contributors. Steve Weisman also served as the editor for this e-book and is at work on a new book that
will follow up on these themes. We are indebted to the Stavros Niarchos Foundation for its support of
this innovative work, and especially to Andreas Dracopoulos, director and co-president of the Foundation,
and to Stelios Vasilakis, senior program officer of the Foundation, who served as moderator of the panel
on private actors. The Niarchos Foundation has been justly praised for the ambitious work it has done in
Greece to alleviate the human suffering resulting from the ongoing economic crisis there, and it is great
to have their simultaneously engagement on this complementary intellectual effort. I also thank The New
Republic magazine for serving as a cosponsor of the conference. We hope this e-book will serve as a lasting
record of the issues explored and the diverse views expressed in our exploration, and that we will continue to
work on these important issues in various forms in the future.
The Peterson Institute for International Economics is a private, nonprofit institution for rigorous,
intellectually open and honest study and discussion of international economic policy. Its purpose is to
identify and analyze important issues to making globalization beneficial and sustainable for the people of
the United States and the world and then to develop and communicate practical new approaches for dealing
with those issues. The Institute is completely nonpartisan.
The Institute’s work is funded by a highly diverse group of philanthropic foundations, private corporations,
and interested individuals, as well as by income on its capital fund. About 35 percent of the Institute’s
resources in our latest fiscal year were provided by contributors from outside the United States. The Executive
Committee of the Institute’s Board of Directors bears overall responsibility for the Institute’s direction,
gives general guidance and approval to its research program, and evaluates its performance in pursuit of
its mission. The Institute’s President is responsible for the identification of topics that are likely to become
important over the medium term (of one to three years) and that should be addressed by Institute scholars.
This rolling agenda is set in close consultation with the Institute’s research staff, Board of Directors, and its
Academic and Corporate Advisory Committees, as well as other stakeholders.
The President makes the final decision to publish any individual Institute study, following independent
internal and external review of the work. The Institute hopes that its research and other activities will
contribute to building a stronger foundation for international economic policy around the world. We invite
readers of these publications to let us know how they think we can best accomplish this objective.

ADAM S. POSEN
President
February 2013

vii

Conference
Ethics and Globalization: The Tradeoffs Underlying Our Policy Choices

Opening: The Need for Challenging Choices
Adam S. Posen, President, Peterson Institute for International Economics

Adam S. Posen:

Good morning, everyone. Welcome to the Peterson Institute for International
Economics for a very special day. I am delighted to see both a number of old friends
and supporters, but also some people who have not always been here before, or not
been here frequently, which is part of the point.

I am Adam Posen. I am the president of the Peterson Institute, and it is my pleasure to welcome you to our
day-long conference on “Ethics and Globalization: The Tradeoffs Underlying Our Policy Choices.”
The idea of this conference came together in interaction with the Stavros Niarchos Foundation, which has
generously supported our work on this project. Howard Rosen and Steve Weisman here at the Institute have
directed the project for us along with contributions from Mia Adamowsky and from other senior fellows you
will be hearing from today. They have done wonderful work. We also have a number of publications in train,
and we will be transcribing and releasing an edited e-book of the proceedings.
In another part of our new efforts not only to broaden our reach thematically and in terms of audience, we
are also trying, thanks to our friends at The New Republic, to broaden our promotion and outreach in that
form. We are partnering with them, and a lot of what goes on today will be appearing through their editorial
guise in the pages of The New Republic magazine and The New Republic website. And that’s a first step for us in
new media partnering.
A lot of new stuff is going on, but our core mission at the Institute remains advising policymakers and
stakeholders in the global economy on how to make globalization work. To this day, I will point out, one of
our bestselling—if not our bestselling ever—publications is our friend Dani Rodrik’s Has Globalization Gone Too
Far? It was a challenge he laid down for us many years ago. We have published a number of things, including,
by his Kennedy School colleague, Robert Lawrence, who is a senior fellow here, Has Globalization Gone Far
Enough?, that respond to that challenge. I’m delighted, to have Dani among many other distinguished
colleagues, here with us on today’s program.
The point is to try to push people as we start a new year, start a new administration, and start confronting
in a longer term sense some of the failures of the economic models that we saw over the last few years in the
West, to reconsider how we manage and think about globalization going forward. Obviously, the Institute’s
commitment, and our primary toolkit, is to think about how to form the best policies normally from a cost
benefit analysis point of view, from a pure economic analysis point of view. But it is not always that simple,
as many of the ethicists, philosophers, as well as policymakers and economists, who are joining us today will
talk about.
My remarks are titled the need for challenging choices, and I mean that in two senses. First is that in this
audience, we have a number of influential people, and we want to ask you to challenge the choices that some
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of you are already making or the people you advise are making. Second, that there are challenging choices
to be made. We are delighted to have four sessions today. In a moment, I’ll talk about our distinguished
luncheon speaker.
Our first session and topic is thinking about how a policymaker, how someone leading in a democratic
society, should be thinking about the benefits of economics for the globe as a whole versus that of their
home constituency—what we would refer to as global welfare versus national welfare. Now one of the core
beliefs at this Institute, and I think rightly, is the ultimate fact on the ground of globalization over the last
20 years is the billion-and-a-half people in China, India, and Eastern Europe who are freer and wealthier
than they have been at any time in human history. But as we’re going to be discussing today—and Lynn
Rothschild and I are sponsoring another event here a week from today on this—there are also huge issues
of inequality and social mobility in the developed world. Are these two linked? Do globalization’s global
benefits come at a local cost?
Second, we are also going to be talking about balancing economic goals between generations. This is a very
critical topic. The rubber meets the road right now on the issues of austerity versus fighting the current
recession. We have a very exciting panel of people with strong views here to talk about it. As you all know,
Pete Peterson, who funds the independent (and completely separate from the Peterson Institute) Peter G.
Peterson Foundation, has a very strong, very principled set of views on these intergenerational issues. And
we’re going to hear from some experts whose views are associated with that viewpoint, but also from some
with opposing or at least differing takes. The point is not to dismiss either stance in any way, but to give
them the fair discussion that they deserve in an open fashion. And that’s part of what this Institute does
(and what our founders Pete Peterson and Fred Bergsten, set it up independently to do).
Third, we are going to talk about expecting ethical duties from private actors. This is a question, in a cynical
sense, of what if anything is possible to do for ethical concerns, if one believes that there is very little that
can be legislated in a world of acute global competition and markets. There is huge competition between
countries, between companies, and potentially you can have a race to the bottom as a result in some areas.
The evidence is that such races to the bottom are not inevitable, and in fact, usually do not occur, but the
pressures on business behavior must be considered. But also in an idealistic sense, this topic allows us to
address those who have argued that companies can transcend the standards to which they’re expected to
meet and can voluntarily do a lot of good, frankly. And the question is, can multinational companies be
expected to do that—and if so, how?
We have two global business people to give us practical insights on the possible: George David, who is vice
chairman of our board of directors, and is no longer affi liated with, but was the distinguished chairman and
CEO of United Technologies, and who created their program for educating all of their employees and giving
them access to education; and Sir Evelyn Robert de Rothschild, who has been speaking out very bluntly about
ethical failures in various spheres, but especially in the financial sector, which he knows so well. But neither
of them is going to apologize for capitalism. And we also have on that panel the distinguished political
scientist and MacArthur Prize winner, Charles Sabel, who has been writing radically and constructively on
corporate structure and behavior for many years; and Kim Elliott, who used to work here at the Institute and
is now at our sister institution, the Center for Global Development. She has written with Richard Freeman
about labor standards among other topics. So that will be a very exciting panel for you all to look forward to.
And then finally in closing, we address duties to global governance versus local accountability. As you know,
the Institute spends a lot of time on the G20 and its processes and summit. As you well know, my predecessor,
Fred Bergsten, never saw a G he didn’t like: G2, G7, G8, G20. Underlying all that is the question: at what point
2

do you have to think about your obligations to negotiating and committing to international agreements as
opposed to local control? And that is going to be a core message we are going to be talking about.
I mentioned Dani Rodrik, who will be on this panel. Michael Froman from the National Economic Council at
the White House will be joining us to give a practitioner’s perspective on that balancing act. Andrew Moravcsik
from Princeton’s Woodrow Wilson School, an old friend and one of the great experts on Europe, as well as on
political philosophy and practice, is going to give his view of multilateralism. And Howard Rosen, who as I
mentioned is one of the co-chairs of this project at the Institute, will be giving a view on subsidiarity.
I haven’t mentioned all of the big names on this program today. I apologize for that. Their bios are available
and they will be introduced by our moderators as we go. I just will say two thank yous. First, thank you again
to Howard Rosen and Steve Weisman, who took the lead on this project when it was a very inchoate thing
and have worked very intensively with me over the last four months to produce what we have today, which
I think is an extremely exciting conference and event. Steve Weisman is at work on a new book that will be
following up on these themes in coming months. Howard, in particular, helped gather some of the ethicists
and philosophers who we are honored were willing to come across the street, both literally and in terms of
disciplines, to be here today.
But, also, I want to give a strong thank you again to the Stavros Niarchos Foundation and to Stelios Vasilakis,
who is with us today and will be moderating the third panel. The Niarchos Foundation has been a major
supporter of work here at the Institute. But they also do enormous work now in Greece in light of the crisis
at a very real practical level in human terms. And they are an example of a great philanthropy in terms of the
long-term vision they bring. It is very beneficial for our work to have their perspective as well as their support.
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Conference
Ethics and Globalization: The Tradeoffs Underlying Our Policy Choices

Session I: Pursuit of Domestic vs. Global Welfare
Panelists:
William Galston, University of Maryland
Anne Krueger, Johns Hopkins School of Advanced International Studies
Thomas Pogge, Yale University
Arvind Subramanian, Peterson Institute for International Economics
Moderator: Steven R. Weisman, Peterson Institute for International Economics

Steven R. Weisman:

Good morning, thank you, Adam, for that generous introduction. I am Steve
Weisman with the Peterson Institute. It is an honor to be here and to inaugurate
this unusual session and set of sessions. As Adam said, this is a diverse group, not
merely with policymakers but also ethicists and philosophers to help us understand
the phenomenon of globalization.

Economics is generally the study of tradeoffs. Today we are going to talk not only about economic tradeoffs
but also ethical tradeoffs. It’s sometimes said that Americans debate economics in ethical terms rather than
economic terms. We see an example of that with the government response to the global financial crisis. On
the one hand, many economists are calling for more spending. On the other hand, the American public
and large parts of the population resist the advice of economists, not because they say that it doesn’t work,
but because it doesn’t feel right ethically to come out of a crisis that was caused by overspending or overindebtedness to incur more debt. Because our debates are ethically charged, we want to bring some of that
energy into today’s sessions and clarify the tradeoffs.
This morning we are going to talk about economic justice. Probably the greatest philosopher of the second
half of the 20th century, John Rawls, defined justice as requiring that any action by a society not hurt the
least well off. That raises the question of which society we are talking about. Are we talking about American
society? Or are we citizens of the world? As Adam just said, the consensus point of view at this Institute
and among many economists is that globalization, especially in the last 20 years, has produced enormous
gains for the poorest people in the world. There are some dissenting views that we may hear today. But at
the same time there is a consensus view that, in the United States, globalization has at least contributed—
there is a debate about the degree—to many of our economic problems at home, such as wage stagnation,
unemployment, and inequality, as Adam said. We want our panelists to wrestle with that.
The title of this first session is The Duties to Domestic vs. Global Welfare. I want to start off with Anne Krueger,
senior professor at our neighboring institution, SAIS [Paul H. Nitze School of Advanced International
Studies] at Johns Hopkins next door. She has served in the top positions at the World Bank and the
International Monetary Fund (IMF), the institutions set up to preside over the globalization since the end
of World War II.
Anne, please begin by telling us whether you see the contribution made by globalization to have created
inequalities in the United States and around the world, aside from enhancing and increasing everyone’s
5

welfare, and to answer whether you see a tension between national and global welfare on that. Because
of your experience at running these important international economic institutions, tell us also what each
country, especially the United States, owes those institutions.
Anne Krueger:

Thank you. I don’t think those are easy questions to grapple with in the time
allotted, but let me try a little bit at least. The first thing to say I think is that there
are a lot of issues where there is more than one possible policy response. Some of the
policy responses are much more consistent with world welfare and with domestic
welfare than others.

Just a case in point, we worry—you mentioned it already—about what happened to wages and unemployment
as a result of the recession. Some people have responded that we should protect (through tariffs and other
measures) against imports of products competing with unskilled labor from low-wage countries. There
would be a number of negative consequences, certainly in the long run and many even in the short run.
There are alternative ways of dealing with the same issue: for example, more retraining programs, more
education over the longer term, more unemployment benefits, and more support to anybody who for
whatever reason is unemployed in the shorter term. By the way, this would have a much bigger effect, because
it is very hard to say who was laid off for what reason.
The idea that we could say, “OK, you were laid off on account of foreign trade, you were laid off on account
of how there was an incompetent manager, you were laid off because technology left you outdated,” doesn’t
work. It can’t work. Not only that, using protectionist measures invites all kinds of stories and lobbying
from all sorts of producers as to why they deserve protection from foreign competitors as well, and it leads
to a very negative kind of political economy domestically.
The alternative is to treat citizens in our country as we think they should be treated—i.e., unemployment
benefits, if that’s it, retraining alternatives, if that’s it, more educational support. That is not inconsistent
with global welfare.
But that much said, let me now turn more directly to Steve’s question, which has to do with, “What about
the obligations internationally?” You could turn that question around and ask, what about the obligations
of citizens of a suburb in Washington? Do they owe it to themselves or do they owe it to their state or their
county or the greater metropolitan area? What is the area at which you owe something ethically?
It seems to me that, as I’ve thought about this since I was invited to talk on this panel, much of the discussion
of many of the issues that seem to present conflict between the two come about because there is a failure to
recognize that we all surrender some of our personal, if you like, freedom.
We’re not going to shout “fire” in the theater. That’s not in anybody’s interest, we think. There are many
things like that. We all drive on the right-hand side of the road here and the left-hand side of the road in the
UK. OK, there’s reason for that too. There are just some things that are better to have a uniform agreement
as to how we will do that. It makes everybody better off, except of course the poor Brit who comes to the US
and has to learn how to drive on the right. Even he’s going to get there very quickly or he’ll know why.
At any event, there are a number of issues where international agreements make sense. International
organizations are there for that purpose. They are represented, hopefully, by democratic governments. So
there is an issue there if governments are not democratic, I would be the first to agree. But as long as the
governments are representative of the wishes of the people, and as long as there are agreements internationally,
it seems to me that there is a role for international organizations where it’s not a confl ict in any longer term
sense of the word.
6

To have an international agreement, for example, on civil aviation that says that when we fly airplanes over
Europe, we will let the air traffic controllers there know where we’re going, is not at all a confl ict. Then you
could take it further and further and further down the path, however far you want to go.
You could ask, “What about banks?” If we have international banking—and there are clearly some benefits
to it—the next question is of course, do we want to have every country have its own regulations? Or is there
some benefit to us of having more or less uniform—at least on some things—regulations, covering banks all
over the world? Or will we have a situation where we regulate our banks so the foreign banks can outcompete
and have a competitive advantage? We don’t like that, so we reach an agreement.
Now if we reach an agreement with others, we are not going to get our way on everything. We get our way
more than any other country just because we’re the biggest. But we’re not going to continue to be quite so
dominant. Then it gets to be the question: where is it that this confl ict of interest comes in? Who is the one
hurt by not having the agreement? Who is hurt by having the agreement? These issues have to be raised.
You mentioned that I’ve done some time at both the IMF and the World Bank. One of the things that
comes out in those organizations is the degree to which, once those organizations are in place, they do not
get support very much or very often as organizations. They get support by individual countries, insofar
as individual countries have things they want to see done in their narrow self-interest through those
organizations.
I guess from my perspective, I would argue that there’s at least a degree to which more internationalism is
in the interest of almost everybody. Instead of saying, OK, there’s a vacancy in such and such department,
we should want a national in such and such country there, we want the most qualified person—you can’t
run an organization without that—yet it is astonishing how often issues of nationality come up in areas
where they are surely detrimental to the organization. An example is pressure for particular nationalities for
individual jobs before considering competence. Of course, you want people from different countries in each
organization. But that’s not the same as saying, “OK, we now have a slot for a janitor in the fourth floor.
Therefore we need somebody from country X to do it.” There are lots of janitors from lots of countries who
can do that or whatever else the thing is.
There are many issues like this where there are international organizations that just don’t have enough
support because the narrow interest of getting another US national or British national or Indian national
into the organization—or getting something that you want because it would favor your bank—takes
precedence over what will be good in the longer term for the health of the organization and therefore the
health of the world.
So I end up saying, Yes, most of what are seen as dilemmas between globalization and domestic welfare can
be tackled by addressing the domestic welfare issues domestically—not all, but most. There are some issues
that do benefit us all if we have some degree of international understanding and even international law
governing them. If we don’t, that cuts down opportunities for all as well as other things.
What happens when we can’t get the unemployment compensation up where we think it should be? That’s
an issue, and I would certainly agree with that. But I’m not sure the protectionist alternative would make
matters better or even reduce unemployment in the short run.
Let me just end by reminding everybody of what they already should know. Taking the US poverty standard
today, what percentage of the US population in 1900 do you think was above today’s poverty standard?
Economic historians think the best number is, that between 5 percent and 6 percent [in 1900] were above
today’s poverty standard in the US. Economic growth has proven to be for most people—not all but many
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people—the most important component of getting people out of poverty, as we know for China and India in
the past 15 or so years. It’s important. It’s important for people throughout the world.
We have not lost so much from China. The last estimate I saw was that the cost of living, the relative prices of
the goods that the lower income groups buy—that bottom 50 percent of the income distribution buys more
of than the top 50 percent—fell enough so that a cost of living index weighted by expenditures of the poor
was 6 percent lower than it would have been had we not had those imports. That’s not a huge number, but
it’s a big number for a poor person.
We keep forgetting the benefits and talk only about some parts of the equation. We forget that exports are
there too and they create jobs. We forget what the alternative is, which might not look as pleasant as we
think it would in the abstract. We could be forgetting that somebody over there is going to say, “Well, if you
do that for him, you’re going to do this for me.” Retaliation with protection against imports from the US
would surely happen.
A lot of that goes on in the political process, which makes opening some cans of worms less appealing than
if you could insulate them from other things. I guess I come out on the side of saying that, yes, globalization
has its problems, but many can be fixed domestically. If you want to protect everybody’s job, as of 1900 you
should have prevented any cars because every horseshoer in the country lost their job. Do we want to say that
there shouldn’t have been any automobiles? Of course not. Does it matter for the horseshoers whether cars
were produced domestically or abroad? I don’t think so. It matters to the horseshoers that they’ve lost their
livelihood, but not where that comes from.
Lots of telephone operators from the old system, where they plugged in the wires, lost out with our whole
Internet age and everything that goes with it. That’s not globalization per se. That’s domestic economic
progress and economic improvements in well-being. It has costs, and we need to have mechanisms that
benefit those people. That’s not the same as saying we need to stop the factors that lead to job loss. Let me
stop there.
Steven R. Weisman:

Thank you, Anne. I now turn to Professor Thomas Pogge of Yale, who is one of the
most acerbic critics of what he views to be the injustice of the current international
system. Professor Pogge was a student at Harvard of John Rawls. But he is also part
of a generation of thoughtful critics of the limitations of Rawls’ theories as they
apply to the global economic system. I invite you to talk about that and to respond
to Anne Krueger’s last point that the system has delivered benefits over the last
hundred years and the last couple of decades that were undreamed of. To what
extent should we worry about the ethical limitations of that system, especially as it
applies to the current American domestic problems?

Thomas Pogge:

The basic view I want to respond to is the view suggested by the question you asked
me—namely, the view that globalization is something we can have more or less of,
and the more of it we have, the better it is for the global poor, but the worse it is for
the domestic poor. So there’s a tradeoff between justice for the world and domestic
justice.

In response to that, I think the most fundamental thing to say is that we have to make a distinction between
globalization with a capital G and globalization with a small g. Globalization with a capital G is the generic
thing, the creation of some uniform supranational playing field with pretty uniform rules where innovations
can diffuse easily, where factors of production can easily find their most productive employment for the sake
of accelerating economic growth. That’s a generic description.
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The details, the little g’s, depend on how you conduct this globalization: what will be the content of those
uniform rules that are to govern the world, and who will get to decide about this content? In principle, there
could be dozens and hundreds of different versions of globalization that would all fit the general description
of globalization.
This is important—going back to Anne’s remarks—for how we judge globalization. Of course it’s tempting
to judge against the baseline of an early historical period. We can go back to the year 1900 and say, “Are we
better off or are we worse off than we were then?” Then the answer seems obvious, “Surely we are better off,
that’s pretty obvious, so globalization is good.”
But once we are aware of the various different forms globalization can take, it becomes clearly important to
see these globalizations also in comparison against one another and to say who benefitted from this particular
globalization being pursued rather than some other globalization. What are the relative costs and benefits of
different types of globalization vis-à-vis one another?
For me, the baseline is not 1900. For me, the baseline is other kinds of globalization that could have been
pursued instead of this particular globalization. If we look at this question and ask ourselves, who are the
great beneficiaries of this particular globalization we saw in the last 25 years or so, I think the answer very
clearly is: not the global poor. Nor the domestic poor. It is the rich, and in particular the rich in the richest
countries and the United States especially. They have really enormously increased their share of global
household income and of national household income. I’ve got a few figures for you which are from our
friends at the Internal Revenue Service, conveyed through Emmanuel Saez, who is an economist at Berkeley.
He shows, for example, that since globalization began, the top 10 percent of the US population increased
their share of US household income from 33 percent to 50 percent. The top 1 percent increased from 9
percent to 23.5 percent. The top tenth of 1 percent increased from 2.5 percent to 12 percent, and the top
hundredth of 1 percent from 0.85 percent to 6 percent. That is a sevenfold increase in this top one hundredth
of 1 percent. By the way, that is 14,400 tax returns or 30,000 people roughly.
These 30,000 people –0.01 percent of the US population—have now about half as much income as the
bottom half of Americans. They have more income than the bottom 40 percent of the world’s population.
The bottom 40 percent of the world’s population! That is 2.8 billion people, with less income than these
30,000 people or 14,400 households—a tremendous increase in the concentration of wealth at the very top.
I think globalization has something to do with it insofar as those people are in the best position to influence
the most lucrative target of lobbying with regard to supranational rules—namely the US government. They
are people who are located within the United States and so are in a good position to lobby, and the US
government is the strongest player still in negotiating international agreements. It’s also the government
that is probably the most vulnerable to lobbying. So the US government affords a very cost-effective way of
investing in lobbying.
Let me give some examples of the kinds of institutions that I think have been bad for both the global poor
and the domestic poor, four examples in particular. One is the enormous increase in illicit financial flows,
in particular those having to do with tax abuse. So you have trade mispricing. As you know, 60 percent of
all international trade is now within-company trade, trade from one arm of a company to another arm.
Companies have a tremendous amount of leeway in how they price such trades. Of course they use that
leeway in order to shuffle their profits from jurisdictions in which taxes are high into jurisdictions where
taxes are low.
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That saves enormous amounts of revenues. The developing countries as a group lose about $1 trillion
annually in terms of illicit financial outflows, and much of that is lost through trade mispricing within
corporations. But there are big losses also to the rich countries.
The rich countries have one consolation—namely, that most of the shareholders of these companies are
citizens of rich countries and may in the end pay some income taxes on the increased dividends or capital
gains that they get from these corporations. But trade mispricing is still a huge loss for poor and rich
countries alike.
A second example is the grandfathering of subsidies. We still have $200 to $300 billion a year in subsidies,
especially in agriculture. These subsidies are paid by taxpayers in the rich countries. They make it harder for
poor countries to export, in particular agriculture products, into world markets.
A third example is the much expanded and strengthened intellectual property rights that were made part
and parcel of the WTO [World Trade Organization] Treaty in the form of the TRIPS Agreement, Trade
Related Aspects of Intellectual Property Rights. They’ve been especially damaging in the area of medicines.
Before TRIPS came along, India had process patents which could easily be circumvented by finding a new
way of making a particular medicine. So, Indian customers and also people across the developing world had
easy access to advanced medicines in generic versions.
But that disappeared with the TRIPS agreement coming into force in the year 2005. Now basically anybody
who needs an advanced medicine has to buy it from the monopoly provider, the one who owns the patent.
And patents everywhere are 20-year product patents—that is a condition of WTO membership. This means
essentially that the vast majority of the human population no longer has any access to advanced medicines.
That’s bad for the poor in the United States, who often do not have health insurance and cannot afford
advanced medicines. But it’s also bad of course for the vast majority of humankind who live in countries
where they don’t have health insurance and who don’t have the wherewithal to buy these advanced medicines.
The fourth thing I might mention is: while there was great insistence of having uniform intellectual property
protections, there was no insistence on any labor rights—on any kind of minimum wages for example or
minimum labor conditions. That led to a race to the bottom in the poor countries, where different poor
countries were outdoing each other in offering ever more abusable and mistreatable workforces in order to
attract investment capital.
This is also bad of course for workers in this country, because firms had a greater temptation to outsource
jobs into the developing world given how poor labor protections were in those countries. Again, workers on
both sides of the border were losers. And of course corporations were gainers in this regard.
Now let us look at the impact on these two population groups that we are concerned with. Look first at the
United States, where we had a steady decline in the number of poor people until the early 1970s, around
1970 or so. Since then our poverty rate has gone up from 11 percent, which is the low it reached then, to
somewhere around 15 percent, where it is now.
This is, I emphasize, an absolute poverty line. It’s not a relative poverty line which goes up as the country
becomes wealthier. But it’s an absolute poverty line, first calculated under [President Lyndon B.] Johnson, I
think late 1963, at $3,165 for a family of four. It’s now at $22,113. So, we have an increase in the number of
poor even in absolute terms.
The poor have not only not participated in the growth that we’ve had since the early 70s, but in fact they have
fallen backward. There is now a substantially larger percentage of poor people by that invariant standard
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than there was in 1971. That’s quite remarkable. Of course, I believe that the particular globalization we
have had has something to do with that. But I also note that this tendency began earlier, in the early 1970s.
It has also I think a lot to do with our education system, in particular with the fact that education transmits
poverty from one generation to the next.
As you know, primary and secondary education is largely funded through property taxes, which vary with
the wealth of the neighborhood or the district in which people live. So, people who live in poor districts tend
to get a poor education. We are not adapting our workforce to the challenges for globalization anywhere
near as effectively as we could.
Looking at the global picture now, we find that the poorer half of the human population has by and large
regressed since 1988. This is the earliest that we have reasonably reliable figures for. They were at about 3.5
percent of global household income in 1988, and they are now around 2.9 percent. The latest figures are a
little bit higher, thanks to the global financial crisis, which reduced the share that goes to the richer half. So
it could be now back to 3 percent or slightly above 3 percent of global household income.
The figure in itself is worth noting. It’s a very, very small figure, maybe smaller than you expected, that the
bottom half of the human population has not even 3 percent of global household income. It’s really quite
stunning. That also tells you something about how easily alternative paths of globalization might be able
to avoid all this enormous poverty that is still keeping about a billion people chronically undernourished.
Yes, that is better in percentage terms, certainly, than what we had in 1900. But it’s also a great deal worse
than it needs to be. If you look at the bottom quarter, you’ll find that the bottom quarter in 1988 had 1.16
percent of global household income and has shrunk since then to 0.78 percent of global household income
in 2005. Again, there is a slight uptick in the last three years, and hopefully that will be sustained.
In general I conclude that globalization with the capital G is a wonderful thing. I’m very strongly in support
of Globalization. It’s a great way of boosting growth and thereby helping poor people both domestically and
internationally. But the particular path of globalization that has been pursued, the “small g” globalization,
leaves much to be desired. I think we could do very much better. In order to do better, we have to pay more
attention to the impact of various alternative rule design options on the poor both domestically and globally.
We also have to find ways to democratize this process so that it’s not a process where governments—in
particular the elite governments, the top 10 or the top 20 sitting around the table, influenced by their
own lobbying elites at home—haggle out what the system is going to be, but where the interests of the
vast majority of people in the rich and the poor countries are effectively brought to bear on the content of
globalization. Thank you.
Steven R. Weisman:

Thank you Thomas. I’m sure you’ve gotten a lot of people’s motors running with
those comments. Arvind Subramanian, my friend and colleague at the Peterson
Institute, is one of the most thoughtful critics and analysts of globalization,
especially as it has affected India, his native country, and China, the subject of
one of his most recent books. Arvind, Professor Pogge has just said that we need
an alternative path of globalization. I think you also have some views about the
alternative path to make the system reflect the new realities of the changing power
structure of the world. Please also address the pressing issue of how unjust the
system is for the poor around the world and in the United States.

Arvind Subramanian: Thank you Steve. Regardless of the question, I have some things to say, but
hopefully my responses will respond to the questions as well. I want to make three
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points. Number one, we are in a new and distinctive era of globalization. Point
number two, the tensions between national and global welfare have been vastly
exaggerated, with some notable exceptions, one of which Professor Pogge referred
to. I’ll talk about the other exceptions, but by and large, it’s been a reasonably just
international system, and that’s why I think the tensions have been overstated.
Point number three, there are changes in the world economy that are in some cases
going to aggravate some of these tensions, which I’m going to talk about. But I
want to end by talking about the factors that are going to alleviate the tension
between national and global welfare. I’m going to call that the Kantian—as in
Immanuel Kant—revenge against John Rawls. Please be seated to hear my misuse
of philosophy.
Point number one. We are in a new and distinctive era of globalization. I have circulated some notes. I
think the three really interesting things about what’s happening now are, one, we’re really in an era of hyper
globalization in the last 15 years or so. I have this chart, if you look at world exports, a trade to GDP, for
example, it’s just rising very, very well.
Global trade upon global GDP has been accelerating in the last 15 years, and it’s been accelerating much
more than you would expect given the underlying changes in the world economy. So we’re in an era of hyper
globalization. That’s the first feature. The second feature is this globalization is spreading, it is a democratic
globalization.
I have this chart where I compare what is the average income level of a country participating in trade in 1870,
and that country was a per capita of GDP of about 55 percent relative to the US. Today, that average income
is more like 40 percent that of the United States. So over the last 100–150 years, more and more countries
are participating in trade and it’s not just related to China.
The third feature which I think is distinctive is that we’re seeing more and more of what I call a crisscrossing
globalization. To me this is a metaphor for a broader role reversal, the cunning of history which I want to
expand upon. One example of that is that poorer countries are exporting FDI [foreign direct investment].
Poorer countries are bailing out the richer countries, what I call immoral hazard.
So there’s a kind of significant role reversal taking place, which I think actually all goes well for the global
system. Keep in mind these three factors about globalization. That’s point number one.
Point number two is that, until recently, I think these tensions have been vastly overstated because I think
by and large the system has worked well. Now, why has it worked well? I think, one, the United States in the
aftermath of the war was a kind of a hegemon that basically believed in openness and a rule-based system.
It’s not that it didn’t rig the rules—and I’m going to come to that—but broadly it was an open system.
Second, for much of the post-war period until recently, the West has been reasonably economically dynamic.
That’s always conducive to sustaining globalization. It’s kind of a rising tide that at least hides the rocks.
The third reason at work, of course, is something that Dani [Rodrik] has pointed out. We have this kind
of a Bretton Woods or the embedded liberalism compromise, where basically you have globalization but
you have domestic institutional arrangements that one can preserve. One can call this kind of a Goldilocks
globalization—not too much and not too little, but enough to preserve the domestic social bargain around
safety nets, culture, values, etc.
A third reason why it has worked well is that by and large some of the globalization has been based on
reciprocity. In that sense, I think it’s very important to understand that the WTO is fundamentally a more
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legitimate institution than the International Monetary Fund has been. The WTO has been broadly based on
reciprocity: you open your markets, I open mine.
There’s a kind of broad justice in this. At least it’s kind of contractually satisfactory, unlike in the IMF. The
IMF usually stands for, “It’s Mostly Fiscal.” But I think it means “Insolvents Must Fawn.” Until very recently,
the creditors impose tough conditions on the debtors. It’s not a legitimate bargain, but otherwise, countries
have opened their markets, the US has opened its markets, and it’s based on that.
Finally, of course, openness has worked because it has been accompanied by a social safety net. The size of
government has increased in the post war period. Any adjustments from globalization have been reasonably
well cushioned because of these well provided safety nets. There were two major exceptions to this rule. One
was intellectual property, where I think the US and the West pursued national welfare at the expense of
global welfare, and infl icted considerable damage to developing countries.
I know this because I’m one of the authors of the TRIPS agreement in Geneva. One can do chapter and verse
on that. I think that was a very non-cosmopolitan approach. That was an area where too much globalization
was pursued, inflicting harm on the rest of the world. The other area where too little globalization has
happened is with respect to labor mobility.
We have very, very high barriers to labor mobility, very little migration, and that’s because the US has
considered the political cost to be too high. The economic benefits to the rest of the world, relative to
the political cost to the US, have been lopsided. That’s the case where national and global welfare have
confl icted, to the detriment of global welfare. But these exceptions apart, I think by and large the system
has worked well.
I go to point number three. How are these factors changing in the sense of this conflict between national
and global welfare? Two or three big factors are aggravating these tensions. Factor number one, the US is no
longer hegemon. We are moving to what people call a G0 or a G2 or a G1 world. We see the rise of a China
that is not so open.
Just as an aside, in this whole debate on Chinese exchange rate policy and Chinese mercantilism—which
someone has said has been the world’s protectionist policy in the last 40 to 50 years—I think it’s important to
understand that it creates some very interesting tensions between national and global welfare. I am a hawk
like ex-boss, Fred Bergsten [president emeritus of the Peterson Institute] on the Chinese exchange rate, but
for completely different reasons.
Let me be frank. If Chinese exchange rate policy displaces American workers—as an international
cosmopolitan, I don’t give a damn. But if Chinese exchange rate policy displaces jobs in countries poorer
than China, I think that’s a case where, as an international cosmopolitan, I think that’s very problematic.
That’s the reason why I’m against Chinese exchange rate policy. So the rise of a China that is not so open
creates these new and interesting sets of tensions between national and global welfare.
Factor number two: As I said, we’re entering an era of hyper-globalization. More and more behind-theborder harmonization is taking place. That’s going to lead to more tensions, which leads me to my third and
very important point: this globalization is going to create the need for bigger safety nets. There’s a very nice
paper by David Autor and Gordon Hanson, where they show that increased Chinese imports to the United
States have led to something like $12 to 20 billion of extra welfare spending in the United States. Hyper
globalization is going to create the need for greater safety nets, but at the same time it’s arguably going to
undermine the ability to maintain these safety nets.
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How does that happen? I think globalization necessarily means that mobile factors, capital and skilled labor,
are going to be less taxable. The revenue base to sustain the social consensus around globalization is going
to fray. I think that’s going to create a tension.
I want to end on my optimistic note, which is the factors alleviating the tensions. Thomas Nagel, the
philosopher, has a very nice paper called “The Problem of Global Justice [2005].” He says: “The global scope
of justice will expand only through developments that first increase the injustice of the world by introducing
effective but illegitimate institutions”—think of the IMF as a dictator—“to which the standards of justice
apply, standards by which we may hope they will eventually be transformed. An example, perhaps, of the
cunning of history.”
Now I want to talk about “the cunning of history,” which is one of the factors that are going to alleviate the
tensions, which is that this shift in economic power away from the US is not just a shift in power. It’s also
leading to some very interesting role reversals, which is I think the new “cunning of history.”
Let me illustrate with four examples. When the United States and the West created the international system,
they had power. But power was combined with the fact that these countries thought that they knew their
identities then and forever. They were not behind a “veil of ignorance.” When the United States negotiated
the Bretton Woods agreements, it thought it would be eternally a net creditor.
Then it turned out 30 to 40 years later, it became a debtor, and all the rules it imposed as a net creditor
are coming back to haunt the United States—first in the case of Japan, now in the case of China. So the
US created asymmetric rules because it thought it knew its identity. But that turned out to not be the case
because that changed.
Secondly, the rules for borrowers were very tough, because the West thought that they would be net creditors
and they could impose these tough conditions. Lo and behold, now Europe is a big debtor, and now we’re
thinking about how to soften the terms of conditionality under IMF loans—another example of the reversal
of roles leading to more cosmopolitan views of the world.
But this applies not just to the rich countries. It also applies to emerging markets. If Brazil, India and China
are now going to be exporting FDI [foreign direct investment], they’re going to be much more careful about
how they treat FDI coming in. They have stakes going outward. Once you are both an importer and exporter
of FDI, naturally you have a more cosmopolitan view, because you are on both sides of the stick.
Even on intellectual property rights, I would hazard that in 5–10 years, China and India—which were totally
against the intellectual property regime 20–30 years ago—might be much more ambivalent, because they
want to become net technology exporters. So we’re going to see all these tensions going forward, some of
them are going to aggravate.
But I do think the fact of the change in economic power and this role reversal is actually quite optimistic, in
the sense that we’re going to see a much more willy-nilly kind of cosmopolitan view of the world because no
one is eternally a net creditor, no one is eternally an importer of FDI, no one is eternally a net borrower or a net
importer of technology. So, the Kantian revenge on Rawls, I think, holds the most hope for a cosmopolitan
view of the world going forward.
Steven R. Weisman:

Thank you Arvind. In batting cleanup, William Galston of the University of
Maryland and the Brookings Institution could not be a more perfect respondent.
Bill is not only a writer and scholar on these issues but also a former practitioner, as
adviser in the White House in the 1990s.
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Let me ask you a practical question. We’ve heard all our panelists agree that there needs to be, as Arvind just
put it, a bigger safety net to protect against the adverse effects of globalization, whether or not you agree that
overall the effects have been positive. But since the 1990s we’ve been talking about that and we haven’t done
a very good job at creating those safety nets. So we have, in ethical terms, economic problems in the United
States that many of us, some of the panelists, find unacceptable. How do we reconcile this? Please respond
to the other comments and try to summarize where we go from here.
William Galston:

Thanks, Steve. Some of you may remember the 1992 presidential election, a threeway election and the vice presidential debate where Admiral Stockdale bumbled out
on stage and memorably began by asking: “Who am I, and what am I doing here?”
I’m having something of the same feeling. Unlike the three previous speakers, I am
not an expert in this area and I’m not to the same extent parti pri.

It seems to me that the most useful role that I can play is to try to tease out and state as clearly as I can some
of the questions that are on the table so that we can focus the debate at the points of real difference. I’ll begin
with what I think is the threshold—namely, what are we talking about? And by that I mean something very
particular. Are we talking about poverty or inequality? To the extent that we are talking about poverty, what
kind of poverty? Are we talking about absolute poverty or relative poverty?
One of the panelists, Thomas Pogge—in a very, very interesting article that he published a few years ago in
the Yale Human Rights and Development Law Journal called “Are We Violating the Human Rights of the Poor?”—
takes on the example of China in a way that I think is extremely provocative for the discussion that we’re
having right now. Let me just cite that very briefly so we all have a common example to focus on. He looks at
the 15-year period from 1990 to 2005. During that period, China achieved spectacular 236 percent growth
in per capita gross national income. But the same period also saw a stunning increase in inequality. The
income share of the top tenth rose from 25 percent to 35 percent, and that of the poorest is fifth fell from
7.3 percent to 4.3 percent.
This means that the ratio of the average incomes of these two groups increased from 6.8 percent to 16.3
percent, as average income in the top tenth rose by 370 percent while average income in the poorest fifth
grew by only 98 percent. That’s entirely consistent with the sort of meta story that Thomas put on the table
during his opening remarks.
He goes on to say, “To be sure, an income gain of 98 percent over 14 years—that’s at the bottom—is not bad
at all.” Indeed it is not. So then what are we to make of the fact that the absolute well-being of those at the
bottom rose very substantially while the gap between the bottom and top also rose very substantially?
Here is Thomas Pogge’s judgment: “China’s poor paid a high price for this gain in terms of marginalization,
humiliation and oppression by an emerging economic elite whose greatly expanded share of Chinese
household income gives them much greater opportunities to influence political decisions, to give unfair
advantages to their children and to dominate the poor in direct, personal interactions.”
Professor Pogge’s bottom line: they would have been much better off with more equal economic growth even
if this would have been somewhat less rapid. From which I infer, you mean they would better off with an
absolute income gain of less than 98 percent if the decline at the top were even greater?
This poses, it seems to me, in very stark terms, the question of whether we’re talking about poverty or
inequality. As a non-expert, as I read the impact of the globalization over the past generation, it has probably
had net both of these consequences simultaneously, globally speaking. There is more inequality, but less
absolute poverty. I may be wrong about that, and if that’s the case then someone needs to correct me.
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But I don’t see how one could have such a stunning decrease in absolute poverty in China and other developing
countries without the number of absolute poor—and I would add the share of absolute poor—globally going
down quite significantly during that period—at the same time that there has been this breakaway at the top.
That raises the question: could we have done better?
I will not participate in that conversation right now, but it is a necessary conversation. From a Rawlsian
standpoint, have we maximized the well-being of the least advantaged through the structuring of this
process? I leave it to others who know the details and the institutions better to figure out what the right
answer to that question is.
Talking about poverty, are we talking about relative or absolute poverty? Professor Pogge is quite correct,
I think, in talking about the US poverty standard and its growth since the Johnson period. But it is still a
relative measure in the sense that it is a US measure and not a global measure. Global definitions of poverty
are by (I don’t know how many) orders of magnitude, $2 a day. The old math tells me that’s a little bit less
than $800 a year. As I recall, for a single person, the US poverty standard is something between 14,000 and
15,000. So we’re talking about a difference of 20 to 1 between the US standard and the global poor. If we were
to adopt a standpoint of pure cosmopolitanism, everybody counts for one and nobody counts for more or
less than one, we would have to say that the poor in the United States are 20 times better off than the people
globally who are right at the global poverty line.
What are the moral implications of that? Do the US poor owe something to the global poor? That will be
an interesting argument to try to conduct in this country. I do think, turning to a different point, that it is
fair to say that in policy terms, there are some real tensions above and beyond the ones that have been talked
about between domestic impacts and what might be called cosmopolitan impacts. Let me just give a couple.
As I read the net consequences of the huge immigration flows from Mexico to the United States in the past
generation, but which tapered off very substantially in the wake of the great recession, there is very little
doubt in my mind about the fact that the people who have crossed the border from the south to the north
thought that they would be better off if they did. They were right about that.
Not only were they right about that, but the villages that sent them were right about that. These remittances
have had huge, positive effects on many, many rural villages throughout Mexico. There is a very large detailed
empirical debate about the impact of this immigration on the least advantaged in the United States. But my
reading of this, having waded through all of it, is that we’re probably talking about downward pressure
of wages for unskilled labor in the United States in those areas most affected by this immigration flow of
between 3 percent and 5 percent.
There is no doubt in my mind about the fact that the people who have profited from this flow in the United
States are people like the people in this room. The people who have paid the price for it are the people who
are not in this room. But the people who have benefited from it are people who started off in a much worst
economic situation than the people who are not in this room. So: Just? Unjust?
Another example: the huge surge of manufacturing in China. There’s no doubt in my mind that the people
whom that manufacturing surge brought from the Chinese countryside to the Chinese cities and these
centers of manufacturing in pure economic terms have improved their lot very substantially. But I think a
fair reading of the most recent assessments of the impact of this development on the United States is that
people very far from the top of the economic spectrum have paid a very substantial price.
It is true that prices at the bottom have gone down. We’ve already heard reference today to David Autor’s
upcoming paper. I read that paper in draft, and the estimate is that in addition to the loss of 1.4 million
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manufacturing jobs directly attributable to the surge of Chinese manufacturing and its impact on US
domestic manufacturing, there have been other negative consequences for US manufacturing workers on
wages and in the country as a whole for the needed expansion in safety net activities.
Speaking of the needed expansion of safety net activities, when I was growing up and reading about this
literature, as a non-economist I was always greeted with an argument of the following kind: “Well, trade
is great because the country as a whole is better off, and those who benefit can compensate those who pay
the price immediately of the change and there’s something left over. So everybody is better off, a Pareto
superior outcome.”
Wonderful. But what happens if the winners don’t compensate the losers or do so inadequately? That has
been the real world below the top in the United States now for at least a generation. So what is our theory of
the second best? That is a moral question. You cannot simply assume a can opener. This is a moral question.
If we know with a high degree of probability that the winners are not going to compensate the losers for
these kinds of policies, then what does that say about the policies?
So, the hard choices are never between the first best and everything below it. The hard choices occur if you
have good reason to believe that some combination of politics, institutional stickiness and self-interest are
going to block the achievement of the first best. The final set of questions on the table, and then I will
subside, have to do with the implied moral underpinning of this discussion.
I will now put on my amateur moral philosopher’s hat for a just a minute, perhaps a little bit more explicitly
than Professor Pogge did. There is a long tradition of argument in moral philosophy about the degree of selfpreference that can be defended: the degree which one can prefer one’s own interest to those of others, the
degree to which one can prefer the interest of one’s family to those who are not members of one’s family, the
degree with which one can prefer the interest of one’s political community over those who are not members
of that community.
Let me share with you a very interesting comment that a Harvard ethicist made about a 19th century
English moral philosopher, Henry Sidgwick. Sissela Bok says: “On the one hand, he held as the fundamental
principle of ethics that another’s greater good is to be preferred to one’s lesser good. On the other hand, he
also accepted what he called the common sense view that our obligations to help others differ, depending
on the relationships in which we stand to them, relationships of family member, friend, neighbor and fellow
citizen.”
And Bok goes on to say: “I agree with Sidgwick that neither can be dismissed out of hand as morally
irrelevant.” Well, I will say in my own name, I agree with both Bok and Sidgwick. Neither can be dismissed
as morally irrelevant. There is moral weight to the local, moral weight to the more global or cosmopolitan,
and moral argument in this area is I think in the zone where we are arguing about the relative weight to be
attached to those two sets of moral claims on us.
We are not free to pretend that either has a moral weight of zero. But we are all free to argue about the relative
weights of those two sets of moral claims, especially when they collide. I do think that in this conversation,
a number of practical examples of actual real world collision have emerged. We’ve heard arguments to the
effect that this collision could be abated or overcome altogether with appropriate policies.
But I have argued that if experience gives us good reason to believe that the most appropriate policies are the
least likely to be adopted, then we have to ask ourselves some hard questions about what we should do—not
in the world as we’d like it to be, but in the world as we have found it. Thank you.
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Steven R. Weisman:

Thank you Bill. I’m going to exercise my prerogative to throw some of what you
said back at Thomas. I’d like you to address a couple of things. First, Bill Galston’s
analysis of what you said. We all know the old phrase, “The rising tide lifts all
boats.” What if all the boats aren’t lifted equally, but the system that produces an
unequal result also produces greater benefits for the boats at the bottom than they
would have otherwise had?

At the risk of making things even more complicated, I want to ask you, Thomas, what about the value of
freedom and freedom of transaction that globalization represents? I think some Greek philosophers said
that the gods created the oceans precisely because they wanted humanity to trade freely. The idea of freedom
of transaction and free trade is at the bedrock of the system we value. Some would say it is a moral value,
and that if it produces unequal results, some people would accept that because of the value embedded in the
freedom of the system. That value is what impedes the kind of changes that I think you would advocate in
some cases.
Thomas Pogge:

On the first question, I would say this is essentially the question of how we tradeoff
the absolute position and the relative position of the poor. I think that it is very clear
that both of those matter. The relative position matters for at least two reasons.
One is that it has an impact on the absolute position itself—this is a mathematical
point. The larger is the relative share of the poor, the larger, other things being
equal, will also be their absolute share, holding fixed the total product.

But more importantly, the relative position of the poor also has a forward-looking importance in that of
course the gradual marginalization of the poor both in this country and also in China, disenfranchises the
poor socially and politically. As we know, campaign contributions play a major role—not just the right to
vote. But there are other ways in which wealth can influence political outcomes.
If your relative economic strength declines, you will have less of a chance to influence political outcomes.
That could easily lead to an inequality spiral where in each round you will have a worse ability to influence
political outcomes. Therefore the outcomes will progressively disadvantage you more.
So those two things both have to count, relative and absolute position. Beyond that, I can’t say more about
it than the obvious point that the absolute position will be more important than the relative position at low
levels of income and will progressively become less important as you go to higher income levels. So I would
think that if I were in charge of the American poverty line and poverty measurement, I would give it a strong
relative component, even though this is currently not done at all.
On the second point, I agree with you that freedom of transaction, as you call it, freedom, is a very important
value. As a terminological point, I would fold that into justice, just as my teacher John Rawls has done by
making the first principle of justice one of equal basic liberties. That’s a very, very important thing. But we
have to also be very clear about what these freedoms are, which freedoms are important.
The four examples that I gave are examples where freedom would pull at least in some cases in the very same
direction as justice. The freedom to cheat on your taxes, the freedom to reshuffle your profits by mispricing
the trade within corporations, so that you end up with a lot of profits in the Bahamas even though you have
no operations in the Bahamas, no customers in the Bahamas, no production in the Bahamas—you can call
that freedom. But it doesn’t seem to me to have a lot of moral value. It’s basically a way for some people to
evade their fair share of the burdens of government.
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Also, the freedom to receive agricultural subsidies that are still very common in the US for cotton, and in
Europe and Japan for dairy products, doesn’t seem to me to be a substantial and interesting freedom that
has any great moral value.
Intellectual property rights, again, seem to be not a gain for freedom but a cost on freedom. You are
essentially preventing generic companies that are perfectly able to mass produce advanced medicines, you
are preventing them from doing that all across the world in order to increase the profits and then also the
incentives for the companies that research and develop new medicines.
It would seem to me to be much more intelligent if we had a system where pharmaceutical innovators are
paid on the basis of the health impact of their innovations rather than being rewarded by a markup power
protected by patents. We need these incentives, and this seems to me just a much, much better system than
the system that we now have.
With regard to labor standards, again you might say, “Well, freedom speaks in favor of freedom of contract.”
So we should have a system where people are entitled to sell themselves under the most demeaning, most
humiliating, most horrific conditions. If that’s what they want to do and get a job that way or maybe higher
wages that way, let them be free to do it.
But the problem with that is, again, that people can easily be forced into a position where they have to sell
themselves, there’s just no other way to survive because there is a competitive situation among workers. If
some workers are willing to engage in such bargains, if some workers are willing to write away their right not
to be sexually harassed, their right to have bathroom breaks, their right to have reasonable working hours
and minimum wages, then other workers in order to survive will have to do the same.
So it seems to me here that there’s a freedom argument to be made on the other side for having certain
minimal labor standards as well.
Steven R. Weisman:

Just a quick query. You mentioned in your opening remarks and just now again the
subsidies of farmers in the United States, agricultural producers here and abroad.
I think that’s a pretty good example of this cosmopolitan versus national interest
issue. Tease that out for a second. If the United States and the Europeans were to
end these subsidies, which you seem to regard as immoral, would that not deepen
the problem of inequality and unemployment in the communities affected? As Bill
Galston said, isn’t there a moral imperative to do justice to your own community?

This is a matter of economic efficiency for the system as whole, but it’s also a moral issue. Where do you
come down?
Thomas Pogge:

I think the majority of subsidies really go to very big agribusinesses. They don’t
go to small family farmers who would then be going bankrupt and would have an
economically hard time. The vast majority of them go to big agribusinesses. Yes,
these agribusinesses have employees, and there would be job losses if they had lesser
subsidies. But again, the dislocation that this would cause is absolutely dwarfed by
the number of jobs that could be gained in countries like Mali, which also are also
trying to export cotton.

For every job that we are preserving here in this country, something around 35 jobs are lost in the developing
world. I think the tradeoff is very clear that we can’t, morally speaking, go to the world and say, “Look, here is
the comparative advantage theorem, which proves that free markets are very good for everybody. Everybody
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will gain.” Then we say, “Well, except in those cases where some of our folks—rich agribusinesses and so on—
have strong enough lobbies to force an exception.”
In those cases, of course, we do insist on grandfathering these exceptions. I just think that’s fundamentally
unfair, and in this case a very poor tradeoff for the world’s poor.
Steven R. Weisman:

Anne Krueger, in your comments earlier you said that the problems of domestic
inequality can be addressed domestically. But they haven’t been effectively. Please
comment on that and react to some of the other comments that Professor Pogge
and the others have said, and then I’ll go to Arvind, who has a response.

Anne Krueger:

Yes. I guess my fundamental problem in general is that we say, “Well, we don’t like
the way things are—they could be better.” I agree, I don’t like a lot of things. For
example, I certainly think that the farm bill is atrocious, not because it hurts others
but because it’s silly in the US. A little recognized fact is that average household
incomes in the farms in the United States have been above average household
incomes in urban areas since 2003. And urban taxpayers are paying. So, if you like
to talk about inequality, the farm program goes the wrong way. Whenever you have
price supports or support based on the amount of land, those who have more land
get more. So, farm price supports are also regressive in every sense of the term. To
say that if you don’t like that, I don’t think it goes to globalization as a whole, it
goes to a particular area.

Now that might go back to who lobbies for what. But I would argue that in terms of the farm subsidy, it has
a great deal more to do with two senators per state and a lot of poor states having a lot of farmers who push
for that, whether it’s in their interest or not, rather than something more generic.
There are lots of other things I don’t like, but I’m not sure that proves the case for any change. We should ask,
“What would do better?” I think that’s where the hard work really comes. To say that you think globalization
has done a lot of good does not require you then to say that it’s perfect. The world is the best it could possibly
be at all? It certainly isn’t.
Turning to your question about domestic inequality being addressed: first off, I agree that if the body politic
decided they wanted less inequality, there are certainly things you can do domestically, and it hasn’t done
them.
The questions are if we want an alternative policy, will it change things in the desired direction? If so, will the
change be enough to offset the negative side effects, if any, of the policy change? And will special interests get
a hold of the policy for their own interests, particularly in my particular area, which is trade where of course
everybody’s solution to everything is protectionism? All the evidence shows that protectionism by and large,
not always but by and large, has done more for capital owners than it has for workers.
It is not true that you protect something and immediately, all these wonderful things happen. Usually when
you protect something, you end up protecting something else and something else and something else. By
the time you’re done, you have thrown out the baby with the bath water in terms of lots of economic growth.
So I would argue that when there’s something that you think is wrong with the system, you need to go after
what is wrong and ask: what policies can achieve your objectives better? How will they work? It’s not enough
to say you don’t like it as it is.
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I think I agree with most of the criticisms of intellectual property rights, I can argue that one either way.
It’s not a slam dunk in either dimension. But there has always been a dilemma in our economies in that
the production of new things—invention, technical change—is a private good in production. Once you’ve
invented something, the cost of somebody else knowing it in many cases is very, very low, if not zero. Well, how
do you get the incentives for inventing something? Obviously there has to be some reward to the inventor.
If the minute there is an invention, it has to be made freely available, the government can pay for it based
on how much benefit there will be in terms of improved health, there are problems. According to my public
health sources, that is a morass. You cannot judge, especially ex ante, how much of the increment in health
is for each particular item—nutritional improvements, better health care access, etc.
I was reading just yesterday by chance, nothing to do with this, some article on what increased obesity
has contributed to diminished health standards compared to what they would be. The argument of every
medical person who was interviewed was: you can’t tell. You can’t say with any certainty. One guy found that
obesity led to between a 3 percent and 20 percent decrease in life expectancy. Somebody else had it between
15 and 18 percent. Numbers were all over the place. Each of them started by saying, “You can’t do it.”
Now, if it’s impossible to judge for obesity for which there is a lot of information, a possible new medicine’s
benefits prospectively for a less prevalent disease in developing countries are virtually impossible to evaluate.
Even then the question is: suppose you cut down incentives for innovation. If there’s no innovation, then
there’s nothing for the poorer countries to get their generic drugs anyway. So, what have you got later on? In
the short run, maybe there’s a benefit for existing drugs. But what happens later?
One of the things we haven’t mentioned here, which is important in all this, is the time dimension. What
might benefit somebody this year and what benefits that same guy 10 years from now may not be the same.
For society as a whole, obviously the benefits of some things are much greater than others, especially in the
long run.
Steven R. Weisman:

Arvind, you wanted to comment. But as somebody involved in the intellectual
property rights issue, Anne has just introduced the issue of how you provide
incentives for innovation in a system that would be organized differently. Please
address that as well. Then I’ll go to the floor, so you might start thinking of
questions.

Arvind Subramanian: Three quick responses. The question I suppose, can globalization have been better
off for the Chinese? Three points on that. One, Chinese growth just as a factual
matter has reduced the international inequality in the distribution of income. If
you count one person as one point of reference, then Chinese growth and Indian
growth has been unambiguously good for the international distribution of income.
Point number two: the notion that all of that inequality is attributed to globalization is a little bit awkward
as well. China grew phenomenally and the way it did was largely because of things they did domestically. It
had a supporting external environment. The tone of the question perpetuates I think the kind of intellectual
inequality in the world. Even if it’s a good question—could globalization have been better for the Chinese?—
that’s the question that the Chinese have to answer. It’s not a question for the Americans to answer, because
they had the tools to make it worse or better off.
The second point, the fact that we’re in a second best world and the domestic inequality questions don’t get
addressed domestically, therefore what should we do? We’re in a second best world. Just as an aside, let me
say that one of the inequalities of the world is—our political economy here—is very difficult to address. But
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the political economy out in China and India is much easier to address. There’s a basic injustice in the world
as well.
Montek Ahluwalia [Indian economist and deputy chairman of the Indian Planning Commission] says:
“When we have problems, all these guys from the IMF say, just do it.” So what? Just opt for best policies. But
when it comes to the United States, we have politics, we have Congress, help us, etc. That is getting rectified
with the shift in part. But that’s a more polemical response. The most substantive response is that insofar as
you can get the first best policies, the way to think about it is to say what other things that you need to do
domestically by way of safety nets.
As Anne said, there are some things you might have to do internationally to address those things. For
example, in this whole question of mobile capital, mobile labor, reducing the resources for the safety net
in the United States, I think one could make a case maybe that we need international rules on how to tax
mobile factors of production.
My last point I would say is that on the list of industrial country injustices, subsidies would not rank amongst
my top 10 because the impact on poorer countries is just vastly exaggerated. Dani [Rodrik] and I wrote a
paper in Foreign Affairs where Cote d’Ivoire, for example, had an exchange rate change that increased farmers’
prices compared to what would have happened had the West reduced subsidies, and it had very little impact.
Steven R. Weisman:

I’d like to take questions from the audience now. Howard Rosen?

Howard Rosen:

I’m sorry to be the first person to ask a question. I’ll have an opportunity later, but
I can’t miss the opportunity because Anne of what you just said.

First of all, I think we’re off to a very good start. We’re not asking the question whether globalization, but
we’re talking about what kind of globalization. The issue that I want to take up, Anne, is the question that
Steve just asked you and Bill just referred to. It seems like the institutions, the IMF, the World Bank, go so
far in saying, “Yes, these are the kinds of things we need to do in order to have an equitable globalization.”
But then they just stop right there.
I could very conveniently talk about unemployment insurance and trade adjustment assistance, but that
would be predictable. How about a minimum wage that reflects productivity gains in economy? You enforce
it. The frustration I have is that when you say, “What are we supposed to do? We don’t want protection,” there
are a lot of other things before protection. Not only does the IMF leave them off of their menu, sometimes
they even criticize countries that have them.
Anne Krueger:

OK, that’s a question on which people argue. A minimum wage that is relatively
low, i.e. considerably below the mean wage in the country, may be able to bring up
some pockets of low wages or poverty. But, in many countries minimum wages have
been set high enough that they have precluded almost all industrial employment.

I once worked as an adviser in the government of Papua New Guinea, which at that time as well as now was
not exactly an industrial country and where indeed they had imposed the minimum wage, which was about
10 percent below the Australian minimum wage. The result was that the only factory that had come into
existence or was going to come into existence was going to make chopsticks because they’ve got good wood.
It turned out the wage in the Philippines was well below that in Papua New Guinea, the result of which
was that the chopsticks factory went bankrupt. The minimum wage in that case obviously precluded
employment. Another example is that there was a survey done in Bangladesh after the Levi factory closed
down. Levi jeans were made in Bangladesh. There were complaints in the US about the poor condition for
workers. Levi thought they were OK, but they pulled out rather than take the criticism.
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Some sociologists—I cannot give you the citation—did a study several years later. The girls who had been
employed were 13- to 16-year-old girls. They had worked in the factory and they had worked about six/
seven hours a day, five days a week, sometimes six days a week. They then had classes for part of the time,
and they’d been paid. What happened to these girls a year later? Of those who could be found, about a
third, according to the study, were prostitutes. About a third were beggars, and about a third were just on
the streets or forcibly married. Now it’s true that it would be nice if they got the minimum wage, and nice
working conditions, and good education. That’s the best solution. But one could argue that the Levi factory
was much better than the actual alternative.
One problem with the minimum wage, of course, is that in very low productivity countries, if you raise the
wage a lot and it is enforced, you either push people into the informal sector or unemployment. There’s
nothing really undesirable about a minimum wage if it’s realistic. But the number of realistic minimum
wages that I know of in low income countries is few. Many are either unenforceable or unenforced and some
are high enough to reduce formal sector employment considerably.
Let me just answer on the IMF. The IMF has no purview over labor legislation. The ILO [International Labor
Organization] would scream if the IMF did a bit more on that. In the IMF articles, it says they cannot get
into domestic, political matters. On top of that the IMF can’t do anything at all really, except when a country
is in economic difficulty and seeks macroeconomic reforms. That’s got very little to do with the minimum
wage in the short run.
William Greider:

Bill Greider with The Nation. I came this morning really interested because I’ve been
writing about some of these ethical issues for many years. I thought the subject
of ethics and globalization would surely address the global fires in the factories.
We had quite recently the worst industrial factory fire in history in Bangladesh. It
topped the one in Bangkok 20 years ago, a toy factory, which topped the one in the
US Lower East Side, the Triangle Shirtwaist Factory fire of 1911.

This is not a complicated economic problem. It can be prevented in a very direct way by governments that
simply say, “We will not allow imports of products that are produced in factories that are dangerous and that
kill people.” Who loses in that? Well, the producers at the bottom of the chain lose certainly, and the people
gain, the poor countries, wherever they produce shirts and shoes and toys, will gain. It’s not a tradeoff here.
It is a very direct moral question. Will you allow products to be sold that are based on conditions that kill
people, often little girls, and certainly women and young people? Let me finish my point. If you go back
to the first example, the Triangle Shirtwaist Factory fire of 1911, and ask, “How did they put a stop to
that?” It took some years, but it took active politics and reformers and labor unions and other organizations
demanding reforms in factory conditions and working rules, etc. By the time of the New Deal, that danger
was pretty much eliminated.
Here’s my question. Why does the WTO, not to mention the IMF and the World Bank and national
governments, where these things are important, refuse to enact the simple export/import controls that
would eliminate this danger for workers?
Steven R. Weisman:

That will be the subject of the panel this afternoon on private actors. I’ll ask Anne
if you want to address that, and then we’ll have one last question down here at the
head table.

Anne Krueger:

There are several parts to the answer. One big part is that in most poor countries
the administrative capabilities of the countries are very, very poor. They are also
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misdirected. But given that they are poor, enforcing something like that would be
very difficult from their end.
I can’t quite picture the United States or a European country sending in teams of inspectors to factories in
countries that might otherwise export to us without their permission. The affront taken would be so great
that it would be a foreign policy disaster.
Plus, as I said, basically one part of the answer is, it’s unenforceable. As you yourself said, we did get legislation
here. By the time we got it, we were richer than we had been. And by the time that we got it, there was a
consensus for it. When there’s a consensus for it in Bangladesh, there will no doubt be legislation. But in the
meantime, how does the United States get influence? You say you want to cut off exports from Bangladesh
completely? I don’t think we’re going to do that. If we don’t want to do that, I don’t know how you do it. But
if you did, it would harm low wage workers there and imports would likely simply come from other countries.
Steven R. Weisman:

Final question from Dr. Whitman.

Marina Whitman:

Marina Whitman, University of Michigan. One dynamic aspect which didn’t get
touched on was the fact that one of the effects of globalization in poor countries
is that outsourcing for low wages in many cases is temporary. That is if you look
at Korea, which at one point was a low-wage country and now it’s a very high-wage
country.

Something of the same seems to be happening now in China where apparently their advantage from low
wages is eroding. My question is simply: to what extent does this adjustment process alleviate some of the
negative factors in globalization discussed on this panel?
Anne Krueger:

Yes, very quickly. Of course the reason that the outsourcing ends is because real
wages have risen for the very unskilled workers that we’re concerned about, which
is part of the proof that indeed in the low-income countries, having those kinds of
opportunities really has a positive benefit for a significant portion of the population,
which was well below average income before.

So, I would argue that trying to prevent outsourcing doesn’t solve the problem that many people here are
talking about because they perceive this as a loss. I think there would be a loss in this country anyway. If US
firms can’t outsource, their costs would rise and they’d be less competitive. Textile and apparel employment,
for example, was going down as a percent of total employment for years before anything came in from
abroad. It’s not a new thing. It’s just that unskilled workers are becoming more costly because our real wages
are rising, which is not a bad thing, according to everybody on the panel.
So I think your question is a good one, but I think that basically it goes to the point that the real wages rise
and therefore they outsource again, which then helps another country move up the ladder.
Steven R. Weisman:

Ladies and gentlemen, I think we have demonstrated at least one thing, that these
are ethical as well as economic and efficiency questions. Thank you very much to
the panelists. I see that I would get into a lot of trouble from our new president if I
didn’t bring this to a conclusion so we can keep on schedule for the rest of the day.

I thank you all for your questions, for your attention, and I thank the panelists for their very provocative
and interesting comments, and willingness to exchange views with each other. We’ll see you at the next panel
after the coffee break. Thank you very much.
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Adam S. Posen:

Ladies and gentlemen, we’re going to be starting our next session. I am thrilled to
have Noam Scheiber, an editor at The New Republic and a rising star in the journalism
profession, to represent his partner and chair this session.

Noam Scheiber:

Thank you. Thanks everybody for coming this morning. I think this is going to be
a terrifically interesting and topical discussion. My mandate is to synthesize a little
bit at the beginning and then hand it off and frame the conversation.

Obviously, it’s hard to have a conversation about intergenerational equity and intergenerational tradeoffs
without acknowledging the elephants, not just in the room but over the entire city, which is the fiscal
negotiations that are ongoing. I’m sure we’ll spend plenty of time wading through them and evaluating
where we are and assessing where we need to go.
I thought I would offer a couple of brief overall comments. I think for the layperson reading over the work of
our very distinguished panel, there are just a couple of strands that seem to run through the different papers
and the different bodies of work, even though some of them are quite different in their specifics.
The first point that struck me while reading Bill Cline’s paper on how we think about climate change—and he
really got to what is fundamental about this discussion—is how we weigh the welfare of future generations.
At one point, you lay out this Ramsey equation when you are conceptualizing the discount rate when we
make these calculations, and you say the discount rate equals pure time preference which many would agree
should be set at zero for intergenerational comparisons, plus the elasticity and marginal utility multiplied
by the growth rate of per capita income.
What’s interesting about that concept—the part where there is the most implicit ethical debate—is the part
that you almost do in passing, or Ramsey does in passing, which is that many of us would agree that pure
time preference should be set at zero for intergenerational comparisons. By that, I think you and he mean we
should make decisions not elevating any one generation’s utility or interest more than any other.
That’s how we should think ethically about these problems and these decisions. Even though that has a
real intuitive appeal, it is not self-evident that that should be the case. I think you can make arguments in
both directions. One, you could argue that we should weigh the current generation more than the future
generations, or at least living generations more than the unborn generations, because there may be a nonzero chance that a meteor strikes the planet in 150 years and life ends at that point.
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Given the uncertainty and the non-zero chance that that happens, maybe we should weigh living generations
more than unborn generations. I think you can also argue the opposite. Maybe you could argue that we
should weigh our own utility less than the future generation’s utility because if you assume there are a finite
number of future generations, there are many more that follow the people that are born now than will follow
the people that are unborn in the future.
Our decisions affect more generations going forward than the decisions of five or six or ten or a hundred
generations from now. The point isn’t that any one of those concepts is right. It’s just that (A), that clause is
where most of the ethical heavy lifting is happening, or a lot of it. And (B), it’s not self-evident that we should
weigh each generation’s interest equally.
The second thing is, I think we have a tendency when we think about these problems to immediately fall
into the position of thinking that they are all of the sort that would be much easier to deal with if we started
dealing with them today rather than put them off to the moment where the crisis is upon us, by which point
it is often too late to do anything.
I think that is often true, but it is not always true. I’m thinking in particular of the problems that are probably
most topical, which is these entitlement obligations that—by any system of intergenerational accounting—
appear to be unaffordable at the moment. While it would seem to be the case that gradually implementing
changes—whether it’s tax increases or benefit cuts or some combination of the two—would be the better and
more equitable solution, it’s not, again, self-evident that you’d want to do that.
They are pay-as-you-go systems. You could make an argument: why not just have a political debate from
year to year and decide if we indeed want to pay for them that year? We can have an open debate, and each
generation can make its case. If we decide it’s worth paying as we go that year, then we pay. And if not, we
cut benefits.
There are clearly arguments on either side. But again, it’s not self-evident to me that each one of these
problems—and I just pick that one because I think it’s easiest to see—are of the form that we must act today
if we want to avert the crisis. The environment problems that Bill writes about seem to be most intuitively of
that form. But some of the others that may appear on the surface to be that way, I think, are not necessarily
that way.
The final thing, again, to frame the conversation, is that of all these, particularly when it comes to the
problems of aging societies, the questions are often framed in a way I just did. Because society is aging, we
need to do something about either benefits expenditures or revenues. That does seem to be practically what
we’re talking about. But it’s not the only solution. I mean, if the problem is too many old people and not
enough young people, we could also produce more young people. The government may have an interest in
trying to pursue that solution.
I think we reflexively fall into this conversation about actuarial balance, accepting the demographic trends
as given. But that need not be an exogenous variable, as the economists would put it. The government does,
at the margins, to some extent try to promote creation of people. It’s again not self-evident that that’s the
only way of dealing with these things.
Having said that, let me now throw it to our panelists. We start with Neil Howe, an expert on the sociology
and politics of generations. Neil, this whole idea of a generation seems to be an abstract construct. It seems
very convenient for historians and demographers to talk about cohorts and generations. But how much
do members of these generations think of themselves as part of the generations that these historians and
demographers talk about? If they don’t self-consciously identify that way, is that not part of the problem?
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These problems look like cases of outright generational theft or crimes committed against future generations.
But if the generations themselves don’t see it in those terms, maybe that’s why we don’t do anything about
it—why younger generations don’t rise up against older generations.
There seems to be no analog to the group-consciousness that we have, say, when it comes to say race or
religion or certainly ideology. Do with that what you will but this idea of self-consciousness and how much
it actually exists is of some interest to me and I think it bears on the debate.
Neil Howe:

Great. I will try to end up there. I’m not going to start there exactly, since that’s
a pretty challenging subject—legitimizing a generation as a historical and social
concept.

I think some of our panelists are going to get into pretty detailed issues of teasing out the causes of youth
unemployment and looking at how we think about the social discount rate and so forth. So I thought a
good thing I could do is draw a general look at this issue and what makes it distinctive. The first panel this
morning approached the subject of justice within communities versus between communities. The first thing
I’d like to point out is that question is a very ancient one.
Looking at what is just within a polis, versus what is just between two different nations—this was discussed
by Thucydides and Polybius, and the Stoics thought a lot about it. In fact many of them even defended the
existence of the Roman Empire in a way similar to how, after World War II, we began to talk about the United
Nations or after the First World War, the League of Nations. These are ancient questions, old questions.
Generational equity on the other hand is of fairly recent origin. There is almost no awareness of this issue
for most of history up until the end of the 18th century. There was always a moral injunction within families
to take care of the old. That was considered a personal and family obligation, but there was no sense of an
overall political or social sense of generational equity.
This concept, this concern, really was born around the time of the French Revolution with a constellation
of philosophers. I’m thinking of Godwin and Condorcet and Malthus and Thomas Jefferson, to think of a
notable example in our own country who certainly thought a lot about what it means for a generation to
treat other generations equitably.
I think there’s little question that the reason this happened is that these very secular philosophers were really
aware that, for the first time, public policy could affect productivity growth permanently over time, which
would affect future generations. It could affect the population and fertility over time. Also, governments
had gained the power to construct very large and powerful public financial systems, which could redistribute
economic burdens across generations and over time.
By the way, it was also around this time—getting back to your questions about generational sensibility—that
we started talking about historical generations shaped by their location in history with different attitudes
and beliefs. This really began in the next century with writers including [William] Dilthey and John Stuart
Mill and finally Ortega y Gasset and certainly in our century Karl Mannheim and many others who are
celebrated generation writers.
So we’ve still been aware of this issue and have had at least a vocabulary for talking about generational equity
for two centuries now. I think the next question—and a little bit more pertinent to the remarks of people
here this morning—is the following: So what happened in the post-World War II era to make that such a
big issue today? Why are there so many complaints about public policies throughout the developed world
and, I should say, a growing debate even among many emerging market economies about the generational
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injustice of policies today tilting toward the young—or, more often, the complaints that they are tilting away
from the young?
What happened, I think is this: It’s fairly clear that there was no decision back in the 50’s or 1960’s or 1970’s
to treat the young inequitably. It’s not that people said, “Well, let’s just not care about them.” I think it’s
fair to say that everyone thought that the policies put in place at the time—most notably of the creation and
expansion of very large pay-as-you-go, generational-promise programs to alleviate the burdens in families of
taking care of their own elderly—were predicated on assumptions that seemed reasonable at the time. And
according to those assumptions, there would not be any significant burden on the young.
I think the problem is simply this: Every one of those assumptions has pretty much been shattered. The
assumption at the time in the 60’s and 70’s on fertility was that we would have very high fertility and rapid
population growth. No problem. We couldn’t get rid of population growth. That was going to continue
forever.
As for productivity growth, certainly in the developed world, this we took for granted. We had very high
productivity assumptions. In fact, in the early 1970s, Congress had hearings about the epidemic of leisure in
America. We’re going to just cut down our labor time so much that we wouldn’t know what to do about the
leisure! We needed to do something with all of this extra wealth, all of this extra affluence.
Health care seemed relatively rudimentary at the time, so there was no real problem with being able to
guarantee healthcare. I think even the same, you could say, for the capacity of the environment to absorb
damage. I think we were pretty optimistic at the time about that.
Paul Samuelson first wrote an academic article in 1968 and a little popularized version for Newsweek in 1969.
In it, he said Social Security and Medicare are Ponzi schemes that work. They’re Ponzi schemes. They’re
based on generational obligations, but if you consider high fertility rates and high productivity growth, they
would actually offer greater returns for future generations than plans based on savings, that is, funded plans.
Again, I don’t think any would defend today, going into the future, the assumptions made back at that time.
So that’s the answer to the question. Why have these issues arisen? Not because people decided to go against
the interest of younger people. But because the assumptions on which they made these huge permanent
policy promises have been belied by subsequent reality. The result is a world which no one imagined back
then.
Let me just give you three situations or things that we’re accustomed to today that would have been
unthinkable back in the 1960s. Imagine a US Congress convening at the beginning of the year and suddenly
realizing that all of the tax revenue for the year has been spent either to bond holders or on pay-as-you-go
generational promises before they even begin appropriating any funds. That’s the situation that we’re in
today. I don’t think anyone in their remotest imagination would have thought that possible 40 years ago.
Here is another interesting thing we see today. Americans over age 65—and I think we can, again, correlate and
find analogies and parallel situations in Europe—who 40 or 50 years ago where the poorest, least-affluent age
bracket are now the least poor and most affluent age bracket. I was very interested to see in the 2010 release of
the Fed “Survey of Consumer Finances,” where they do their usual report on household net worth, that for
the first time families—households really are what the Fed means by the word “family”—in the age 75-andover bracket now have the highest median net worth of any age bracket in America. This is the first time that
that’s happened and it’s stunning. I remember a time when I was a kid, when that age group had the lowest
median net worth of any age bracket.
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There’s another little interesting tidbit that I recently culled from Census data. And that is, yes, there is
a certain percentage—maybe 10 percent, 15 percent of seniors age 65 and over—who are living with their
grown children. What’s interesting is that in 60 percent of these cases, they’re living in homes owned by the
senior, which is not what most people expect. They think all of these seniors are living with their kids. No,
it’s the other way around. The grown kids are living with their senior parents.
One last thing I’ll mention, and that is the shift in demographic assumptions. I work at CSIS [Center for
Strategic and International Studies] and help with our Global Aging Initiative. We go around the world
and look closely at the demographics in countries abroad. One country that’s interested us in recent years
is South Korea, which, unusually for an emerging-market economy in Asia, has a very large, new, unfunded
pension system which it recently created.
Unfortunately, South Korea also has one of the most unfortunate demographic outlooks in the world. It
arguably has the lowest fertility rate in the world. I recently did a calculation on the UN official projections,
using their assumption of unchanged fertility rates, and found out that by the year 2050, half of all adults in
South Korea will be over age 60. In fact, so inverted will the age pyramid be by that time that as many people
will be turning age 90 every year as being born. That’s a totally inverted Christmas tree of the kind that we
never seen with population pyramids before.
One last point on this kind of progression of difficult news, of challenging news, is the Great Recession and
how that has pushed us down the wrong road a little bit more, or into a deeper hole.
It has hugely impoverished younger generations, certainly in their net worth, leaving older generations much
less affected. It has also pushed all of the assumptions further down or marked a further deterioration on
all the assumptions these programs depend upon in order to survive in the long-term—namely, we’ve seen
a decline in fertility rate in the United States and throughout Western Europe. Western Europe did actually
have a little boomlet of revival in fertility during most of the 2000’s. That has now been cancelled. It has caused
a decline in immigration, which is also an important assumption pillar. It has seen a decline in productivity
assumptions moving into the future and the share of the population that is going to be employed.
All of these are bad news for the projections. One final point on the Great Recession—I’m a little surprised
this didn’t come up in the morning panel—and that is the extent to which the Great Recession has at least
by some estimates pushed globalization itself in reverse. I know in the last issue of the Economist, there’s
actually an article—it was based on Deutsche’s (DHL) annual “Global Connectedness Index”—and it found
a backtracking in globalization since 2007. One of the things that we found in our look at surveys is that
you just see every European leader now complaining about the rise of nationalism, the decline of global
cooperation in the wake of the Great Recession.
I’ve been looking at the Global Value Surveys, and I find at the leading edge of this decline are the attitudes
of young people. In fact I work with Viacom, and I actually advised their latest global MTV survey. And for
the first time in the survey that was just released this fall, we found that the issues that used to rank at the
top among young people throughout America, North America and Europe—which were global issues like
global hunger and global health and so on—had been eclipsed by national issues, primarily employment.
So that’s an additional question. How do issues of generational equity actually push down on some of these
other issues that some of the panel members are talking about?
Let me close with this one further thought, because people sometimes ask me how do I think all of this is
going to be resolved. I will just say that I mainly foresee both good news and bad news.
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The bad news: I think at the policy level, it’s going to take today’s generation of leaders, Gen X’ers and
boomers in power, probably a crisis to scare them into actually making deep long-term changes in our
current arrangements. I simply don’t think they have the confidence that their parents had to remake the
system afresh like their parents probably could have done.
On the other hand, I do see good news in the way people are already beginning to rearrange their private
lives. I just want to point out a few interesting developments. One is that people are working longer. Let me
give you one interesting statistic with regard to employment in America since the beginning of the Great
Recession and its peak month. I think it was early in 2008. The country as a whole has lost about four
million jobs, but it actually gained three million among Americans over age 60—while losing seven million
among Americans under age 60.
Boomers are working longer. They are not retiring. A lot of them feel they can’t afford to retire, but Americans
over age 60 have hardly had a single month of declining employment in the last five years. I don’t think it’s
positive that younger people are unemployed. I didn’t mean to imply that. But I think that it’s positive that
older people are employed.
Another very positive development that we’ve been tracking over the past 20–25 years is the increased rate
of multigenerational living. The rate at which people are living in multigenerational families has risen by
about 50 percent since 1980. It’s not just that family members are living together. And that we’re at last
finding a purpose for those huge “McMansions,” returning to those multigenerational, Frank Capra [the
movie director] households in the 1930’s. But I think it’s also about the improvement in the attitudes of
generations living together—very positive, very cooperative. No values gap between old and young today as
there was by the way back in the 60s and 70s. We think this is a very positive development. And as policy
changes, these developments will make those changes in policy much easier to bear. Thank you.
Noam Scheiber:

Thank you, Neil. I just want to turn over to Bill [Cline]. Bill is obviously well-known
to everyone here at the Peterson Institute for his long, large role on international
macro. But he’s got this sideline business on climate change and the risks of climate
change.

I want to let him elaborate that. One thing that made reading Bill’s paper uniquely depressing for me is that
it involves two things that humans are uniquely bad at. One is thinking about tail risk, which as the recent
financial crisis demonstrates we’re not very good at. The other thing is discounting over very long periods of
time in the future. With that Bill, why don’t you wade in and maybe make it less depressing than I suggested.
William Cline:

Thank you very much. Global warming is, I think, one of the most pressing
international issues that we face. Probably the most important factor in determining
policy on global warming is the time discount rate that is used to compare justifiable
investments in abatement today against the magnitude of the damages that would
be avoided in the future and, therefore, the benefits.

I will argue that the discount rates that economists instinctively like to use—typically 5 or 10 percent—are
far too high for this question at least. They amount to discrimination against future generations and may
lead to recommended levels of investment and abatement that are far too low and too late and thereby risk
excessive future environmental damage.
The timescales are on the orders of decades or centuries, so the discount rate becomes extremely powerful.
Using a discount rate of 10 percent would mean that it would not be worth spending more than the price
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of a single luxury car—$80,000—today to avoid the damage equal to the entire US GDP at present scale 100
years from now.
There’s something wrong there. When I tried to come to grips with this problem in my 1992 book [The
Economics of Global Warming] on global warming, I went back to the basics of the theory of discounting and
social cost benefit analysis. Frank Ramsey in 1928 did the path breaking work on the intergenerational
discount rate, and such economists as David Bradford and Martin Feldstein in the 1970’s proposed the
framework of social time preference in cost benefit analysis. I applied both traditions in arriving at the way
to discount in analyzing global warming policy.
The Ramsey approach and the discounting literature divide the discount rate into two components. The
first is pure time preference, as we heard in the initial remarks. This is the preference for consumption today
solely because it occurs earlier, not because people will be richer in the future. This can also be thought of as
discounting for impatience.
The second is utility-based discounting or consumption-based discounting, which reflects the fact that there
is a lesser utility of an extra unit of consumption if the level of consumption is higher.
Ramsey in 1928 argued that any non-zero value for pure time preference is “ethically indefensible and arises
merely from the weakness of the imagination.” I agreed in 1992 and I set pure time preference at zero. So
did Nicholas Stern 15 years later in his influential review of climate change policy for the UK treasury. He
argued that “pure time discounting is in effect discrimination by date of birth.” Noam [Scheiber] raised the
question of what about an asteroid hitting the earth.
Well, funny you should mention that. Stern included it and he put 0.1 percent for that which in effect is
pretty close to zero. The second thing you mentioned, Noam, was: what if it all ends, right? We should count
the number of generations, and that goes the other direction.
Well, my most plausible case for that is the Permian-Triassic die-off 250 million years ago, which had
outgassing of hydrogen sulfide from the oceans as a consequence of global warming. But it’s going to take
something like 2,000 years for that to happen, from here. Two thousand years is still a lot of generations.
Hopefully we’ll be smart enough to avoid that.
But again, the fact that you’ve got one influence going one way and another influence going the other, I
think, leads you to an average of zero for the pure time preference. For utility based discounting, there is
general agreement that the discount rate should equal the expected growth of per capita income multiplied
by the so-called elasticity of marginal utility.
This is the rate at which the margin utility drops off as you get richer. We would like to think that an extra
$100 available to somebody pan-handling on a street corner in Dupont Circle is of more value in some sense
than an extra $100 to Warren Buffett. There’s diminishing marginal utility. How fast does it diminish? The
literature tends to place this elusive parameter somewhere between unity and three. If it is unity, this means
the society has been made equally worse off if there’s a 1 percent decline in the income of a rich man or a 1
percent decline in the income of a poor man.
This leads to a flat tax, which is actually the biblical tithe. You pay 10 percent, no matter how rich you
are. However, what we observe is progressive tax structures, and if you look at them, they seem to imply
an elasticity of marginal utility of about 1.5. We don’t observe flat taxes. Now, the literature seems to like
elasticities of marginal utility that are somewhat higher, two or even three.
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If it were as high as two, then if a family paying $20,000 had a 10 percent average tax rate, a family earning
$670,000 should pay 77 percent on average in taxes. If the elasticity is three, they should pay 93 percent.
Well, we don’t observe that. What we observe is much closer to the 1.5 that I have suggested, whereby the
rich family would pay 40 percent.
On a timescale of 100 years, global per capita growth is likely to be on the order of 1 percent per year. I would
say that the overall social rate of time preference should be zero for pure time preference, plus 1 percent per
capita growth multiplied by an elasticity of marginal utility of 1.5, which gives a total social discount rate of
1.5 percent per year.
Capital can yield a higher return than that, and the social cost benefit literature says you should shadow
price capital effects to take account for the difference. The difference can arise because of the tax wedge and
because of imperfections. In my 1992 book I calculated a shadow price of 1.7 for an investment or capital
impact against a consumption impact, based on a capital life of 15 years.
For environmental decisions, most of the resources for abatement will be taken out of the general economy
and therefore will tend to come from consumption. So shadow pricing capital is important, but it’s not
overwhelming. In the paper I statistically estimated the elasticity of marginal utility in the US tax form
1040, and I’ve just redone it with the new top bracket, and it doesn’t change it much or it doesn’t change it
virtually.
It turns out that this elasticity is 1.3. That’s a commentary that our tax structure is perhaps not very
progressive. And the economists who use elasticity of marginal utility of two or three are completely divorced
from what we observe in the tax structure.
We come back to that first example. If your time discount rate is 1.5 percent instead of 10 percent, instead
of one luxury car today being worth the entire US GDP 100 years from now, the $15 trillion GDP—if it
only arrives 100 years from now—would still be worth something like $3.5 trillion, because it’s $0.23 on the
dollar, a very, very different outcome and therefore a greater incentive exists to take early action.
The literature on this includes the only article I’ve ever coauthored with two Nobel Prize winners [Kenneth
Arrow and Joseph Stiglitz]. It says that you could distinguish between a prescriptive approach, which mine
seems to be classified as, and a descriptive approach. The descriptive folks say, well, look at the interest rates
that we observe in the markets and let that be the guide. Well, there aren’t any markets that stretch out 100
years, 200 years, so that’s a problem. Furthermore, the interest rate that should be used for transferring
consumption over time is the risk-free interest rate. And the risk-free interest rate is the short-term Treasury
bill rate. Short-term because it has no interest risk. Historically, the short-term real Treasury bill is only
paying 1 percent. That’s a low rate. A prominent member of the descriptive school, Bill Nordhaus, sets pure
time preference above zero. He wants to come up close to what you observe, so he sets pure time preference at
1.5 percent instead of zero, elasticity of marginal utility at 2, and per capita growth at 2 percent. So he’s got a
5.5 percent discount rate. Well, at his 5.5 percent discount rate, something 100 years from now is worth only
one half of one cent on the dollar today instead of $.23 on a dollar. That suggests it’s too low.
Another prominent voice in this debate is Martin Weitzman and he focuses on the fat tail problem, the
damage probability distribution. He likes the traditional discount rates. He’s got a trilogy of two. He has 2
for the elasticity of marginal utility, 2 for the rate of pure time preference and 2 for per capita growth. But
his fat tail means that even with his high discount rates, it is desirable to take action.
The problem with that is that his system is mathematically singular, which means you cannot get a finite
measurement of how much you should invest, so it doesn’t lead you anywhere. It does reinforce my bottom
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line that the stakes in global warming are high, and you need aggressive action early and in particular action
that can meet the two degrees Celsius limit and the 450 parts per million limit—which, by the way, would
not be all that expensive. In my 2011 book I estimated that this would cost about two thirds of 1 percent of
world product by 2030, 2 percent of world product by 2050. This is based on the various models out there,
so it’s not outrageously expensive.
From the ethical standpoint, a fundamental question about intergenerational discounting is whether
empathic distance over time should be any different from empathic distance across space and cultures.
Thomas Schelling has argued if the rich countries don’t care anything about the poor in Africa today, why
should they care about the distant generations?
One reason is that a citizen in a rich country might consider that the poor in Africa today are not his or her
responsibility, but might consider that their own descendants are in fact their own responsibility. Anybody
here who has had a child born or grandchild born within the last five or ten years personally knows a
descendant who will be alive in 2100 or has a very good chance of being alive in 2100. Another reason is that
morally there is a greater responsibility to avoid imposing harm on others than to make sure they can enjoy
an extra benefit at a cheap cost, which you might call the intergenerational Hippocratic Oath. Thank you.
Noam Scheiber:

Thank you, Bill. Next up is Danny [David] Blanchflower, who, in addition to being
an economics professor at Dartmouth, and a student of the economics of youth
and labor markets that involve the young, was a predecessor of Adam Posen on the
Monetary Policy Committee of the Bank of England.

Danny, I was struck reading your paper that the subtext of a lot of what you write is that we may make a
miscalculation by focusing on GDP across the business cycle rather than employment per se, particularly as
it relates to youth. You talk in particular about countries like Germany and Austria where youth have done
much better. And you suggest that it has to do with some of their employment policies. But obviously, take
it away.
David Blanchflower:

The title of the session, Balancing Economic Goals between Generations, seemed
appropriate. But the people I want to focus on is not the people in the future.
Basically, it’s a group of people who are age 18 to 24 between 2008 and today. These
are the future generation who are alive, and we are giving them a terrible disservice
for reasons that I’ll explain.

There’s a little handout of about five pages, but I’m going to go through them quickly. One of the things that
struck me bringing together the monetary policy stuff that Adam [Posen] and I were doing, and this stuff
about the young—and Adam would have it this way as much as I did—is that if you keep interest rates low, a
lot of people say to you, well, what about savings?
I used to say two things, the second of which was the most aggressive. The first was that actually Adam and
I both voted [on the Monetary Policy Committee] for quantitative easing, which actually increased asset
prices, particularly equity prices, and many of these older folks had actually benefited from house price
booms.
The first thing is, they benefited from this. They participated in, if you like, the collapse of the bubble. But
actually the young did not. What we’ve actually seen is that this impact falls on them. If we raised interest
rates, raising rates would actually hurt the young. So I very often say when people say that to me, I say, well,

37

don’t you care about your grandkids? This is the bottom-line I’m going to talk about. Don’t you care about
your kids or grandkids? Don’t you care about them?
One of the things we’ve seen when everything is driven by monetary policy, you don’t have a regional policy,
you don’t have an industrial policy, and that monetary policy interacts, particularly in the case of the UK,
with a fiscal policy.
We’re actually in the public sector, where you have a public sector pay freeze but you also have a hiring
freeze. So monetary policy is impacting distributional things, and the impact of all this falls on the young.
I’m going to talk a bit about that, because it seems to me this is pretty disastrous, partly because we’ve seen
much of this before, but there’s one aspect to it which we haven’t seen before.
I’ve got about five quick tables. I’m not going to spend much time on them, but they are really for you to look
at and think about as you take this away and realize the scale of this problem.
The first is the evidence on unemployment rates. I have written lots of stuff about it. There’s a series of
NBER [National Bureau of Economic Research] books, one of which I edited in 2000, that talked about
these phenomena, the youth labor market. And it is true that the youth are hurt the most in the recessions
but actually benefit the most in the boom. Blacks are hurt the most in the recession, blacks benefit most in
the boom. That is true.
Often in these events, the tail, the big tail, is really the weakest are the ones that are impacted the most. What
you’ve seen is that the youth unemployment rate is very high in a number of countries. We know rates are
50-odd percent in Spain and in Greece. But a fact, which is actually relevant in lots of other countries, is if
you compare youth rates to adult rates, to older rates, they are actually incredibly high.
I just gave you there the 25 year-old-and-less rate, compared to the overall rate. And even in countries
like Sweden that have done relatively well, these are in the ratios of three. That’s the first thing. Youth
unemployment rates, as we would expect, particularly have risen. But what’s interesting is that they haven’t
risen that much in the United States relative to youth unemployment rates everywhere else. I have to
give you an explanation for that. One factoid, actually, is that in the US we’ve seen a growth in long-term
unemployment. But those two statements are related, because in the past there were more young people in
the unemployment stock and they tended to have short spells.
When you pull the young out, the long-term unemployment actually rises. So we have more long-term
unemployment in the US than we’ve had in the past, and that’s another issue. The big thing that concerns
me is my second table. What has happened is that this great recession shock has hit many countries at a time
uniquely when the size of the youth cohort has been huge—in many countries, it’s huge.
If I just take someone who was 20 in 2008, in many countries what we see is the size of that cohort is
much greater than the number of 30 year-olds. That’s particularly true in the UK and in a number of other
countries. What’s also true in virtually every country, less true in the United States but to some degree true,
is the size of this youth cohort that’s been hit is big relative to the 30 year-olds. But it’s absolutely huge in
relation to people who are going to be 20 in the future.
In fact, if you look at some of the tables I gave you, in many of these East European countries, the number
of 10-year-olds in 2008 is half the number of 20-year-olds. So this cohort is going to be big in relation to
30-year-olds, and it’s also going to be big in relation to 10-year-olds.
In the UK context, what you saw then was prior to the Great Recession, youth unemployment rates were
ticking up. In many countries, the share of youth in total unemployment, in the UK anyway, for each year
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from 2008, was ticking up by 1 percentage point because of labor supply. When you get to the 2008 shock,
there’s been a big labor supply shock, which starts to raise youth unemployment rates before this thing hits.
When you get to 2008, youth unemployment is hit again by a big labor demand shock. So we have two things
coming together. We’ve never seen this before, a huge cohort being hit by this big demand shock. One of
the tables I show in the UK context, what that ended up meaning is even starker than the one I was talking
about a minute ago.
In my little table I actually have what’s happened to UK employment since 2008. Adam and I spent a lot of
time worrying about it. A rough calculation for you to understand, the real scale of this problem, is that over
the last period since April 2008, adult employment is up by about 550,000. Youth employment is down by
520,000—exactly the opposite. Under 25, minus 520,000; over 25, plus 550,000. Everything is falling on the
young and it has nothing to do with wages.
It turns out that we’ve done a lot of research on this. The combination of being hit by a recession when you
are young, and this big cohort that we’ve never seen before, looks to be disastrous. The first thing this new
research, done by a variety of labor economists, will actually show, is that even if you are not unemployed at
all, you are just a college-goer and you stay forever in employment, your whole cohort will have lower lifetime
earnings, period.
Any of these people, even if they have no spells of employment, enter that occupational ladder further down.
They push people out at the bottom, and we’re going to worry a lot about those. But even for the people who
do fine, they do horrid relative to everybody else. So this is an intergenerational transfer for everybody in the
cohort right now. That’s what this fiscal tightening is doing.
The second thing we have done a lot of work on—we have a set of data in the UK, which is I think the greatest
in the worlds, some of you may have seen the program Seven Up. Well, this is a cohort of people I’ve worked
on since I was a boy. This is every single person in the UK born in one week in 1958. The benefit of these folks
is that they were young during the last big recession. It turns out, we can show you, on all sorts of outcome
measures—wages, employment, happiness, health—a spell of unemployment when you’re young, when you
are 20, impacts you at 50. But spells when you are 30, 35, 40, 45, have no effect at all. The more recent spell
has nothing, the youth spells do a lot. So that’s obviously very worrying. I’m going to use the phrase that
David Ellwood used in the 80’s. I want you to think about what we’ve done to these folks, and it was no
fault of theirs. We’ve created permanent scars on them already. They are not temporary blemishes. They are
permanent scars. This seems to me to be very worrying.
What are the consequences of that? One of the other things that I work on a lot actually is happiness and
behavioral economics, where we try to understand how people think and what they feel and so on. It turns
out that relative things really matter. In this context, I think we have to try and think about what this
means, and why we haven’t seen social unrest. I actually went to a talk some time ago by the head of the ILO
[International Labor Organization] who said they spend a lot of time worrying about riots. Their view was
actually that the reason there haven’t been riots is that the propensity to riot is driven by relative things. If
we’re all in this together, we’re all in a war, we’re all struggling together, then that’s OK.
The concern is, you get tax cuts to the rich and spending cuts fall on the poor. And all of a sudden the poor
realize that this is a problem. I always say to people, the problem about a 50 year-old unemployed person is
they go home and watch the television. A 19 year-old unemployed person goes out on the street. I’m going
to finish with one quick quote which came this week in the UK and is a considerable worry to me, and this
is it. This is a letter written by the mayors of three major cities: Liverpool, Sheffield and Newcastle. Three
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days ago, they wrote this: “The unfairness of the government cuts are in danger of creating a deeply divided
nation. We urge them to stop what they are doing now and listen to our warnings before the forces of social
unrest start to smolder.”
And my view is they are catching fire. Thank you.
Noam Scheiber:

Thank you. It’s fitting that this panel is about inter-temporal equity, because I feel
like some of us stole from future commenters. So don’t feel rushed just because
you’re at the very end. Jagadeesh Gokhale is senior fellow at the Cato Institute.
He writes extensively about fiscal policy, entitlement reform, and his particular
expertise—and he’s very skillful at it—is actuarial accounting. Go through your
work, but I think Neil raised a very interesting question you might grapple with.

If we had done these exercises in the 70’s or 60’s or the 50’s, the present we would have predicted would have
been very different from the way it is. The question for someone who does the kind of work that you do is,
it is all fine and good to extrapolate forward based on the data that we have now. But there has to be a huge
amount of humility, because a generation from now, given fertility and productivity trends, might be vastly
different from what you are predicting, and the whole exercise could be moot. I’m asking you basically to
defend your entire body of work before this audience. [Laughter] We’ll give you an extra minute….
Jagadeesh Gokhale:

Well, I’ll try to use the extra minute as effectively as I can. It’s actually tempting to
launch right into responding to some of the very important issues that have come
up in this panel and the previous panel as well. But I will go through my spiel first
and then hopefully during the question and answer and exchanges, we’ll get an
opportunity to respond to some of those.

First of all, my exercise is not one of forecasting. That is the direct answer to the question posed. It’s not a
forecast. It’s an exercise to characterize current policy and the implications of current policy under a specific
set of projections—most importantly, demographic projections about which there is considerably more
certainty going forward than other types of projections, for example, economic forecasts even five or ten
years down the road.
This is examining the implications of today’s policies if they are continued unchanged into the future within
the context of the economic and demographic momentum of forces embedded in today’s economy and
demography in the nation.
Obviously, the imbalances that I’ll talk about in a minute are so huge that they cannot be sustained. It
essentially means that we will do something about these imbalances. They are not going to be realized as I
project them. The point is to show that they cannot be realized, and future policy changes, which are not
part of this exercise, will change reality relative to what I’m projecting.
This is a projection based on certain assumptions about the future to characterize the nature and structural
imbalances in today’s policies. The exercise is intended to inform policy makers about the size of the fiscal
gap that they must deal with, that is embedded in current policy. That’s a very important distinction that
a lot of people forget or gloss over, which is why there is a lot of confusion, and emotional investment,
leading to demands that I should “defend my work” based on misperceptions of what the objectives of my
constructs and calculations are.
The title of this entire session is Balancing Economic Goals between Generations. So let me parse that out.
Economic goals simply means the creation and disposition of as many resources as possible to maximize
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your living standard (what else can it mean?). The resources available to any specific generation essentially
depend on two things. One is the private distribution of resources, both earned and inherited and, second,
the redistribution of those resources through collective political action.
I’m characterizing the latter. Within family redistribution from the old to the young or vice versa is not
something I’m dealing with. Of course, within family, redistribution may offset some of the redistribution
that occurs inter-generationally through the political channel.
The degree of that offset is a separate issue. Empirical research suggests that for every dollar that is transferred
through the public channel from the young to the old, only about $0.12 comes back down the other way.
Effectively, that means it’s important to understand the size of the redistribution that’s occurring through
the public channel, because most of it sticks.
Obviously, in any redistributive system there are disputes. The heart of the one still unresolved dispute is
the appropriateness, and by that I mean both the fairness and the efficiency implications, of social insurance
benefits paid or awarded to today’s elderly retirees, financed by payroll taxes that will fall mostly on current
young and future generations.
Of course, these pay-as-you-go programs, which are an increasing salient feature of today’s public policies,
are the reasons why we are increasingly, as Neil mentioned, focused on the intergenerational consequences
of public policy. But I still think they are not really on the forefront of political debate as much as they
should be, because most of the discussion in the political arena is focused on rich-versus-poor issues.
It’s not that rich-versus-poor issues are not important. If I have time, I’ll try and parse out the interaction
between the intra-generational (rich versus poor) redistributive issues, versus the cross-generational issues,
and how that interaction is creating a dilemma that’s very difficult to resolve in the political debate.
Of course, the importance of entitlements and social insurance programs begins, in the US, in 1939 with
Social Security. Initially in 1935 Social Security was fully funded, but in 1939 they changed it to a pay-as-yougo system. And then Medicare Part A, which is also financed in a pay-as-you-go manner through dedicated
revenues was enacted in 1965. These are the two big programs. But if you think about other programs,
which are mostly general fund financed—Medicare Parts B and D, Medicaid, the PPACA [Patient Protection
and Affordable Care Act] that was recently enacted—they effectively have the same financing structure, even
though they are general revenue funded: Benefits to retirees financed out of taxes that fall on the young.
In fact, the financing and benefit distribution from government operations in many transfer programs, apart
from Social Security and Medicare, have the same structure. They redistribute resources from the young to
the old, or vice versa but, on balance, the entire fiscal system of transfers and the taxes used to finance them
seems to be highly inter-generationally unbalanced in favor of older generations.
What’s unique about pay-as-you-go programs is that they generate a hidden legacy debt under the guise of a
balanced budget. The simple idea is that if you start a pay-as-you-go program, the initial group of participants
receives a windfall benefit. And, if you look at this through the generational accounting dimension, that free
benefit award generates a deficit.
However, we don’t see the generational deficit in the government’s accounts. Because it is paid for through a
simultaneous levy of taxes on the young, on a cash flow basis, the budget is balanced. But on a generational
basis, it’s not balanced. The initial generations receive a windfall that future generations must pay.
Every time such a pay-as-you-go program is expanded, you get a set of generations receiving more benefits
than what they paid in the past, again under the guise of a balanced cash-flow budget. There is, thus
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the creation of a hidden legacy through these programs: The creation and expansion of these programs
generates a debt, which I call implicit debt, characterized by the imbalance between what is owed to current
generations relative to the resources available to pay them.
For example, in Social Security, what’s owed to the current and past generation is around $20 trillion. But
the trust fund’s size is only about $2.5 trillion. That imbalance has come about through the accumulation
of legacy debt—and we now know that we will not have sufficient resources to pay the benefit obligations
generated by the tax payments of today’s generation in the past and the tax payments that they will make in
the future.
Those revenues are much smaller relative to the total obligation under the current laws (again, I’m referring
to Social Security) and the difference is $20 trillion minus $2.5 trillion. The same thing is true for Medicare.
I calculate that Social Security and Medicare together generate a fiscal imbalance of $66 trillion.
Again you’d say, what the heck does that number mean? To put it in context, usually the standard metric is
to look at it relative to the present value of future GDP, which is the sum total of resources available to pay
for this imbalance. I calculate that for the US, the fiscal imbalance as a percent of the present value of future
GDP is about 9 percent.
There’s a figure that I’ve circulated, the bar charts. The top two bars in that show imbalance ratios for the
US and Europe. The US ratio is 9 percent. The implicit debt is the biggest portion as you will see. For the
US, the implicit debt is 8 percent and the explicit debt (the $16 trillion that’s advertised and is the focus of
the debt limit negotiations that are coming up) is one percent. These debt limit negotiations are over a very
small portion of what’s really owed by the government to its creditors, so to say. For Europe, it’s 9.9 percent.
Both of these numbers are very big.
The 9 percent of GDP for the US is deceptively small. But if you think about the fact that we don’t tax the
entire GDP, we tax only about one-half of GDP. Let’s take the payroll tax base. Payrolls are roughly one-half
of GDP. That translates to a 20 percent-plus tax gap that we must come up with in the future in order to
resolve this imbalance.
Having to double, or really, more than double, the payroll tax rate would be devastating for the economy.
These imbalances are very large and the percent of GDP number that I’ve shown there seems deceptively
small.
We cannot resolve this debt exclusively through the tax side or benefit side policies. There is going to have to
be a mixture of both. We cannot depend on simply being bailed out through higher growth in the future. In
fact, I constructed a micro-simulation of the US demography and economy in a book that I wrote on Social
Security a couple years ago, and that suggests that there are very serious demographic headwinds that mean
we should not be expecting high U.S. economic growth in the future.
Given these headwinds, I don’t believe that we can depend on higher growth to simply bail us out. And
obviously as we’ve been doing, we’ve been postponing decisions on resolving these imbalances—continued
postponements won’t resolve the imbalances either: These imbalances have the nature of a corpus of debt.
They accrue interest over time.
Generally, in a normal economy, the rate of interest exceeds the rate of growth, which means these imbalances
will accelerate further away from, or faster than, the rate of growth of the resources that are available to pay
for them.
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That’s the first point. Second, most of the burden of funding these imbalances is likely to fall on labor rather
than on capital simply because, as mentioned in the previous panel, capital—both physical and human—is
relatively more mobile. That means there will be a higher burden on low and medium skilled workers to fund
these imbalances.
This is also important from a globalization perspective, because globalization, as we know—contrary to
theory—exacerbates consumption and income volatility in countries that open up their economies to global
trade and capital flows. The experience of higher consumption and income volatility has been observed
empirically.
This means, with globalization increasing and becoming hyper, you are going to have more demands for
protection from this volatility, more demands for increasing social safety nets. But again, the demand
is going to be from low-skilled and medium-skilled workers, the very ones that will have to finance any
expansion of the social safety net as a result of higher globalization.
Third, the exact timing of any adverse market reactions to our continued procrastination on resolving these
imbalances is difficult to predict. Much of it is based on market sentiments, beliefs and expectations about
future policies, which are difficult to pin down. And sentiment can turn very dramatically. But exactly when
that will happen or if that will happen at all is very difficult to predict.
Fourth, obviously, under continuation of current policies, we will bequeath these large fiscal imbalances
to future generations. So, there is an ethical dimension: We are being unjust towards future generations,
because they will have to pay higher fiscal burdens than we are bearing currently.
Fifth, there is also an efficiency dimension that we have to take into account. Most baby boomers—people
in this room, for example—expect to be alive for another 20, 30 or 40 years. They will need the productivity
of future generations to be high if they’re going to continue to enjoy the living standards they’re enjoying
today or at least reduce the risk of their living standards declining because of lower productivity growth in
the future.
Sixth, there clearly are social, cultural and moral implications of the policies that we are following going
forward. A lot of people suggest that growth will bail us out. But I think that following the right set of
policies—that encourage young individuals to acquire skills to remain in the labor force for social cohesion,
family formation and so on—are necessary to stimulate growth by creating positive incentives. Those will
only arise out of the policies that we follow or adopt in the future to resolve the fiscal imbalances. Those
policies need to be there.
We cannot follow policies that for example hike taxes sky high and also maintain high uncertainty about
future taxes, because that will have adverse effects on the labor force along the dimensions that I just
described.
I think we are in a very serious situation fiscally. How it’s going to be resolved through the debates that
will occur soon—along with the debt limit debate that’s about to begin in the next couple of months—is
uncertain. But it’s clearly a situation that is not sustainable and that’s growing more serious over time. These
imbalances are not going to shrink on their own.
Thank you very much.
Noam Scheiber:

We can maybe just take one trip through the panel if people heard things that they
want to respond to. One that I would throw out to the panel is something that Neil
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mentioned. Often these fiscal questions get discussed in terms that suggest that the
current generation and retirees, or just all living generations, are very greedy.
As you suggest with your inverted pyramid example in Korea, this is largely a demographic phenomenon.
To what extent is it demographics? To what extent is it greed? Even if we were very altruistic and forwardthinking and very considerate of our future generations, we would still have these huge imbalances projected
out in perpetuity.
Neil Howe:

That’s an interesting question. The question has also been raised, and in fact you
raised it at the very beginning when you talked about the impact of birth rates, of
whether or not there is a certain moral hazard involved even on the decision to give
birth.

If we socialize the cost of being old, but we keep private the cost of raising kids, doesn’t that basically mean
that we’re causing huge transfers from parents to nonparents? Basically it’s a free good when you raise a
kid, because you’re raising someone to pay in all those payroll taxes, right? So you are in effecting funding
everyone else.
It reminds me of an interesting book [The Feminine Economy and Economic Man] by Shirley Burggraf. It came
out several years ago. It’s an interesting application of feminism. In her book she basically says we ought to
have a system whereby someone’s Social Security benefit is adjusted according to how many of a person’s
own children are actually paying in payroll taxes. A proposal like that was actually introduced into the
parliament of Portugal a number of years ago. And it is interesting to look at people playing with some of
this idea.
When you think about it, many of the traditional reasons for having kids—economic security and old
age, helping you in your business or your livelihood during your adult years—all of these things have been
stripped away. In fact, the one remaining reason to have children, which remains very powerful today—I’ve
been working on this with someone at the New America Foundation—is that God tells you to have children.
One of the most interesting things we’re seeing today is a huge correlation we never saw before between
degrees of religiosity and how many children you have. In fact, if you look both in America or Western
Europe, it doesn’t matter whether you are a Catholic, Protestant or a Muslim. If you are in the most devout
quintile you will have likely about twice as many children as you are in the most secular quintile of belief
about God. This raises all kinds of interesting issues about the future of secularism and future of religion.
And it does suggest that with modernity—with social engineering and the different kinds of incentives we
have put into place—we are changing some of the incentives to have children themselves. So fertility is no
longer an exogenous variable.
Noam Scheiber:

Jagadeesh, is there anything that you heard previously that you want to want to
discuss?

Jagadeesh Gokhale:

With regard to fertility, I remember a paper that first observed a correlation between
the rate of decline in fertility and the generosity of social insurance benefits to the
elderly. Among European countries and the US, there has been a secular decline
in fertility going back 150 years. Those baby boomers in the post war period were
more of an aberration, and this decline is continuing. In fact, just the other day the
Census Bureau came up with the statistic that birth rates this year in 2012 have
been the lowest in the postwar period or post-baby boom period.
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That decline has continued, but the rate of decline seems to be larger, the more generous social protections
are for retirees. That paper identifies two different channels whereby this might become effective.
One is that the more secure your retirement is, the less incentive to have more kids, which are partly a
mechanism for securing your economic support during old age. The other channel is that countries where
financial systems are more developed, so that you could save for retirement in a more secure manner, also
exhibit a faster rate of decline in fertility. That’s just a correlation. I’m not suggesting causation here but it’s
a very intriguing study.
Neil Howe:

Just a data clarification. The Census said that the gross birth rate as a share of
women age 18 to 45 is the lowest since 1920, but their total fertility rate—which
actually adjusts for the ages of women—was lower back in the 1970’s. So it’s not a
record, but it is still an alarming trend.

Noam Scheiber:

Bill?

William Cline:

It seems to me that on Social Security, I thought that the changes that are necessary
are not that huge when I looked at this in my 2005 book. If you do need to change,
it seems to me the way to go is to move from defined benefit to defined contribution
for the general structure of the program and to accept that we need an old age
means-tested welfare program in addition to that.

If you look at your own contributions, your history, and if you’ve been at it for a while, you are going to find
what you get out of Social Security is less than what you put in. It’s good not to have this image that it’s
really soaking the young.
Second, the social cost benefit analysis of what Medicare funds and promotes is going to be crucial.
Otherwise, the society will owe everybody a $10 million machine that will keep them alive for 150 years.
Somehow we’re going to get there. The politics to that is difficult. You can start with means-testing for
deductibility of health insurance.
Third, I think maybe the Greeks had it right. The intergenerational tradeoffs within a family do not arise if
you have the family as a meaningful unit. The real problem arises with the Ponzi scheme and the fact that
it doesn’t add up. If things added up, then it will be difficult to distinguish between regular redistribution
among families of different incomes, as opposed to within different generations of a family. After all, every
young kid today, sooner or later, is going to be an old person and will have the benefits of the old.
As long as the math adds up, I don’t so much see the intergenerational problem. That is not necessarily
what’s true with respect to the fourth point: what you do on dealing with the recession if you basically turn
a whole generation of workers into scarred workers, one of the phrases used. That’s a problem. That tends
to point toward including WPA [Works Progress Administration] types of employment programs in your
program. But I don’t think that the reason the UK is doing what it is doing is because it wants to have more
recession and more scarred folks.
It thinks that doing it this way is going to have the longest, the highest medium term growth rate rather than
doing it in a different way. They may be wrong, but I don’t think it was probably wrong in the case of Greece
or Italy. You’ve got to put in there the increase in the probability of a sovereign default if you don’t do the
gradual fiscal adjustment. That’s not going to get counted in the GDP that’s measured. But the adjustment
reduces the probability of a total disaster down the road.
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David Blanchflower:

Can I comment about the point that we’re seeing young people increasingly living
with parents and grandparents? In some sense that looks like a disaster waiting
to happen. If you look at the fundamental causes of unemployment in places in
Europe and Spain, they are a classic example.

Before the recession, you took a typical 28 year-old, and you asked, where are they living in the US? They
live in an apartment somewhere. In Spain they will live with their mom, and the reason had to do with the
fact that the housing market was so hopeless, there was no mobility. The difficulty is, if you have everybody
living with mom, that makes the population less mobile, and the natural rate of unemployment goes up.
One of the things we’ve seen in this recession, in fact, is how unbelievably important the housing market is
and mobility is.
I do lots of work at the Boston Fed [Federal Reserve Bank]. We have been working on this for quite a while
now. It looks pretty much like the principle determinant of the unemployment rate is the five-year lag in
home ownership rates. The higher the homeownership was five years ago, the higher is the unemployment
rate.
If you track the rise of homeownership rates in the US over the last decades, and you plot it against mobility
rates, they are almost exactly the inverse of each other. The turning over of the homeownership rate may well
have positive implications, and we may have to start thinking about the housing market. But I would just
throw at you, through all of this, we do not have any sensible theory or any sensible explanation of truly why
unemployment has been so high in these countries.
Just to throw it at you, the existing literature done through the OECD [Organization for Economic
Cooperation and Development] job study and other things actually said unemployment was all about labor
market institutions and benefits and unions and right to work laws. Untrue. Completely untrue! I think if
you really want to look across countries and the stuff that we’ve talked about today, what actually mattered
was how big a financial sector you had, what happened in the housing market, whether you had a house
price boom and whether you had your own central bank and currency.
The whole literature, all our thoughts about what you do about youth unemployment, and what you do
about employment, are entirely thrown on their head. It probably has a lot to do with housing markets,
mobility and all sorts of other things. I would say the whole unemployment literature in economics has got
to be thrown away. [Laughter]
Noam Scheiber:

I suspect some people feel strongly and would want to respond that.

David Blanchflower:

We had the data, and the data is something you have to speak to.

Noam Scheiber:

If we can just try to squeeze in a question or two while we still have a few minutes….

Jessica Einhorn:

OK, I want to try them out. Thank you, everyone. Professor Blanchflower, you
pointed out very clearly and vividly the scars of youth unemployment and then
went on to say that a whole series of measures had shown nothing like that in
fact on the older cohorts, ages 25 to 35, 35 to 45. That wasn’t intuitive and it was
surprising.

What made it counterintuitive to me, I realize, was that you were thinking that those who were already
heads of household, or partial or very important to the income of households, were having major multiplier
effects on children and children’s poverty. I wonder if there has been any interest so far in taking account of

46

the multiplier effects of the unemployment, something more than sporadic but longer unemployment for
heads of households or important earners for households, as opposed to that damaged cohort of under 25.
David Blanchflower:

Clearly we know that unemployment hurts people at the point of delivery, right?
Long-term unemployment hurts people a lot because they lose their assets and
all the rest of it, and that’s essentially what you’ve talked about. But I think the
literature is quite a good literature, the data is pretty good, those folks get over it.
That’s it. They get over it and the children do too. But if you don’t make that step,
if you don’t make the foothold into the labor market especially when a recession
hits, you never get over it. And we never get over it, and your family doesn’t get over
it. You and I as well as their family don’t get over it.

There are harmful effects. You said you thought temporary. But I used the phrase, we can see permanent
scars.
Dani Rodrik:

A quick question to Neil. I may have misheard what you said, but I thought you said
that—based on the World Value Surveys—you were finding that the youth were now
the leading edge of the movement against globalization, souring on globalization.

My sense of that the youth tend to be, among the demographic groups, the more favorable to globalization.
I was just wondering whether I heard you right or what the basis of that is.
Neil Howe:

The World Values Survey data actually did not approach that issue. Those specific
questions about globalization, to my knowledge, aren’t really asked. The World
Values Survey was very interesting because it asked questions about the pride you
take in your community and your nation.

These responses are decidedly up and are dramatically higher than they were for their parents when they
were the same age. The questions specifically about globalization have been asked in this country, and we
have seen that trend clearly. Pew [Research Center] has asked that question and Gallup and a number of
other people have asked it.
We’ve certainly seen that here domestically. The head of almost every European state has been decrying a
new nationalism. These complaints appear politically particularly around election time. But I do not know
whether these questions about globalization have been asked in Europe over time. I hope that clarifies it.
David Blanchflower:

Yes, there are. We have the data. It’s actually in the Eurobarometer Survey series and
we could go look at it. I think you are right, but we have it very recently for every
European country. If you want it, I have it, but it’s in the Eurobarometers.

Neil Howe:

Specifically on attitudes towards globalization?

David Blanchflower:

Yes.

Dani Rodrik:

What’s in the World Values Survey is attitudes towards parochialism versus global
citizenship, for example. That’s where the youth tend to lean much more, speaking
relative to other ages, towards cosmopolitanism versus parochialism. It would be
interesting to try to square those things.

Neil Howe:

That may be true but I’m talking about change over time in that age bracket. I’m
particularly contrasting it to what it was when their parents were in that age bracket,
for example. And this was confirmed by this very large global MTV survey we took,
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which showed a pretty dramatic shift this year in the attitudes of young people—a
bit more focused on what’s going on in their own lives and their own community,
but less focus on global issues definitely.
Jo Marie Griesgraber: Thank you. Jo Marie Griesgraber from New Rules for Global Finance. I am very
curious about the discussion about population. Usually in intergenerational
debates, it’s about there being too many people and how do we reduce population.
Here we are just absolutely apoplectic because there aren’t enough babies to
contribute to Social Security and so on.
I just wanted to also note that there is a high correlation, not just with religious intensity but also with
women’s education. So if you want more babies, you just don’t educate women. [Laughter]
Neil Howe:

Let me just say as a general comment that all of the developed world is now under
the replacement rate in terms of their fertility. And a growing share of the developing
world is now under replacement rate—most notably, of course, China, and much of
East Asia. Latin America is closing in on replacement rate.

Nearly all of the extra billion or two that the UN median projection projects for the next 50 years is going to
come from a quadrupling of population in places like Nigeria, Yemen, Ethiopia, Afghanistan and so forth. I
frankly find those projections completely unrealistic—to think that Nigeria is going to have three times the
population of Western Europe by the year 2040—but that’s what the UN projects. You can take it or leave it.
I actually don’t believe that’s going to happen.
I think global population is not going to increase to the extent that even the median UN scenario indicates.
All the UN projections project a deceleration of global population growth. But I don’t think we’re going to
get anywhere near even the median production.
Edwin M. Truman:

Ted Truman at the Peterson Institute for International Economics. I wonder
whether we could get a comment from David and Jagadeesh on the following
questions. David is saying, here we are today and people are being scarred. And
Jagadeesh is saying, here we are today with this huge implicit debt. Maybe you
should ply the Cline analysis to this. Those are two time dimensions.

There’s a question of whether you solve it today or tomorrow and there are certain political risks of waiting
till tomorrow. But I’ll be interested in seeing maybe Jagadeesh or David both commenting on how you
square that particular circle. In some form, there is the implicit debt we’ve saddled on the young. How do
you go about the redistribution in an environment in which the young have a big burden today. Addressing
their question today is almost certainly going to impact adversely on the young in terms of the immediate
impact, rather than the old.
David Blanchflower:

I think it’s interesting that the discussion is a discussion about the debt. But I
always think we forget that there are two sides of the balance sheet. We have assets
as well. It’s interesting, though. This is the greatest time ever for governments to
borrow.

You can borrow money at three and a half percent, and here we are talking about the debt. I’ll just throw two
thoughts at you. I advise the Dartmouth trustees about what to do with their endowment. I’d advise them to
borrow $1 billion for 100 years. [Laughter] Don’t laugh. MIT just did it, Cambridge just did it. Why would I
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listen to talk about paying the debt off when actually I could do exactly the opposite and borrow money at
negative real interest rates and invest in stuff.
Inter-generationally, that would be a great thing to do. Why would you not, if you are faced with the option
borrow $1 billion for 100 years at 3.5 percent—assuming that I can get it, which I can. [Inaudible audience
reaction] I can do it! I’m going to invest it! I’m not going to spend it on a party. I’m going to invest it in R
and D [research and development] or something. But I’m going to—tied to that—hire a lot of young people.
Tell me why that’s a bad idea? [Audience reaction] Well, you don’t have a budget constraint. That’s right.
You can go into the market tomorrow. The US government can borrow money at negative real rates. The US
government and British government can go into the market and borrow negative real rates.
Noam Scheiber:

Can we borrow $69 trillion?

David Blancflower:

No, lower rates. We can borrow at really lower rates. So why not do it? I don’t get it.
[More audience reaction] I didn’t! But you tell me why you wouldn’t borrow money
at negative real rates and invest it in power stations or building R and D at MIT or
some such thing. It makes no sense. I don’t get this.

Jagadeesh Gokhale:

Let me say a few things and ultimately try to answer partially what David is saying.
First of all, we have cross-currents, we have globalization that is impacting, for
sure, less skilled and medium skilled workers in developed nations because of
the competition from, increasingly skilled and educated workforces in emerging
nations such as China and India and so on.

The young are relatively less skilled because they’re not experienced. There is something called learning by
doing, in which you gain experience by being in the labor market. You become higher skilled, and much of
the premium is on high skilled labor, not on low skilled labor, which I think is the reason we are seeing some
robust employment rates among the older folks.
The same thing is not happening for younger folks. That’s one current. In regard to paying off debt, one of the
reasons for unemployment among young folks is the unwillingness of private companies that are sitting on
a lot of cash, to invest it. That reluctance to invest maybe because of high uncertainly about future tax rates.
Maybe the first step to capital mobility, is failure to invest it in the US, The first step to capital going
elsewhere is waiting for the future U.S. tax rate uncertainty to resolve itself. If it resolves itself, maybe the US
market is the best market to invest in. But if it doesn’t get resolved soon, then maybe you ship your capital
abroad to places with better opportunities and returns, which is the reason we may be experiencing high
unemployment among the youth.
The issue about borrowing money at low interest rates is this paradox: I characterize it as a prisoner’s dilemma,
between the two political parties. The problem is saving today to meet future needs inter-generationally and
also inter-temporally. But the reason neither party is willing to give in and enter into a compromise is that
they are afraid that by compromising—cutting benefits on the one hand (by Democrats) or increasing taxes
on the other hand (by Republicans)—will generate an interim surplus.
If the other party comes into power, they could spend the surplus on their preferred intra-generational
redistribution objectives. The same goes with borrowing today. Who is going to borrow and how are they
going to dispose of that investment fund?
Maybe it’s going to be the other party. They’ll spend it on their priorities. So both parties need to hold hands
and jump off the cliff with an agreement. That solution, a cooperative solution to this prisoner’s dilemma,
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will benefit everybody. But in the framework of a lack of trust—whether you borrow money or you enter into
a compromise that raises saving and investible capital today to meet future needs—that is just not going to
happen as long as the two parties do not trust each other.
That’s kind of a partial answer of why borrowing is not a solution, even at today’s low interest rates. We
cannot place trust in how the borrowing would be disposed of.
Noam Scheiber:

I think Bill wanted to weigh in and then I think we have to wrap it up.

William Cline:

It’s terribly important not to conflate negative real interest rates when we are coming
out of the Great Recession and long-term solvency. When you set up structures
that affect the taxes and the spending over the next 50 years, you don’t want to
make that decision based on the fact that you have an aberration of the long-term
Treasury bill that is close to zero.

You do want to factor that decision into the speed with which you make your fiscal adjustment. One of the
things that has been missing in our discussion here is the notion of phase-in of tax rates, etc. I think, even
though the United States can print its own money, it has to worry about an ultimate debt constraint. When
that starts to get over 100 percent of GDP, and you start applying normal real interest rates, I think you do
start to worry and you don’t have an absolute infinite limit.
David Blanchflower:

Can I say one sentence? The Economist [magazine] has just come out in the last ten
minutes with a headline contrary to what you said. It said: economists don’t know
how much debt is too much.

Jagadeesh Gokhale:

Until they do. [Laughter]

Noam Scheiber:

I have a feeling we can go on, but why don’t we do it over lunch.

Adam S. Posen:

Let me thank our panelists and our moderator. Just a couple substantive points
I was discussing with one of you in the audience a minute ago. It’s interesting in
some ways to think about juxtaposing the consensus on both our first and our
second panel. In a sense, the first panel’s consensus was—from right to left, for want
of a better term—we may disagree on how things have gone, but broadly speaking
globalization is good. The rich will grab everything and we need to mess with the
policies to address that.

One way of summarizing this panel is broadly speaking, left to right, we’ve totally blown it on global
warming. Read Bill’s next book, leave that aside. On fiscal policy, the old people are winning in the short
term on unemployment, and the current old are winning in the long-term on the Ponzi scheme. We may
disagree about the details, but we’ve got a group we want to hammer.
How do we get a broad based agreement that we need more of a domestic safety net to make the world work
with a broad agreement that we can’t let the current older generation rip us off this much? Maybe we should
be thinking in policy terms about how you reconcile those two aspects—to put it a little bit crudely.
Just to pick up on Bill’s last point, our board member, Peter Orszag [former director of the Office of
Management and Budget] has raised a term that I like a lot about the so-called barbell approach to fiscal
reform. You do a big thing up front. Then you have a thin part. Then you do a big thing later. Again, that’s
something where I think Bill and Danny and others on this panel have spoken about. And that’s something
the Institute does hope to be doing research on in the coming months.
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Unemployment rates – October 2012 (%)
<25 rate
Euro area
Austria
Belgium
Denmark
France
Germany
Greece
Ireland
Italy
Netherlands
Norway
Portugal
Spain
Sweden
United Kingdom
USA

23.9
8.5
18.8
13.7
25.5
8.1
57.0
29.9
36.5
9.8
8.5
39.1
57.0
23.0
20.6
16.0

Overall
11.7
4.3
7.5
7.7
10.7
5.4
25.4
14.7
11.1
5.5
3.0
16.3
25.4
7.7
8.1
7.7

Ratio of
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2.4
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3.3
1.8
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3.0
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1

Cohort sizes, 2008
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UK Employment (000s)

Age 16-17
Age 18-24
Age 25-34
Age 35-49
Age 50-64
Age 65+

April 2008
543
3697
6325
11,100
7,218
689

Sept 2012
347
3,365
6,724
10,665
7541
959

Change
-196
-332
+399
-435
+323
+270

(%)
-36%
-9%
+6%
-4%
+4%
+39%

Age 16+
Age 16-64

29,572
28,883

29,601
28,642

+29
-241

+0.1%
-0.8%

4

Youth Wages
• There is little evidence that youth are being priced out of jobs. For
example in both the US and the UK there has been a secular decline in
the ratio of youth to adult wages

5

Intergenerational Discounting and Global Economic Policies1
William R. Cline
Peterson Institute for International Economics

One of the most important international economic policy issues today is the
challenge of curbing global warming. Arguably the most important determinant of
appropriate policy in this area is the time discount rate used to compare justifiable
abatement investments today against the benefit of damages avoided in the future.
Because the time scales are on the order of decades to centuries, the discount rate
becomes extremely powerful. For example, using an annual discount rate of 10 percent
would mean that it would not be worth spending more than the cost of a single high-end
luxury car today ($80,000) today to avoid the complete loss of one year’s present-scale
US gross domestic product ($15 trillion) 100 years from now.2
When I tried to come to grips with this problem in my 1992 book on the
economics of global warming, I went back to the basics of discounting and social costbenefit analysis, starting with Frank Ramsey in 1928 and drawing on work by such
economists as David Bradford and Martin Feldstein in the 1970s. The discounting
literature decomposes the discount rate into two components. The first is “pure time
preference,” the priority for consumption solely because it occurs earlier, or what can be
called impatience. The second is “utility-based discounting”, or “consumption
discounting,” which reflects lesser utility of an extra unit of consumption if the level of
consumption is higher. Ramsey (1928, p. 543) argued that any non-zero value for pure
time preference “is ethically indefensible and arises merely from the weakness of the
imagination”. I agreed and set pure time preference at zero. So did Nicholas Stern 15
years later in his influential review of climate change policy for the UK Treasury (Stern,
2007). He argued that “Pure time discounting is, in effect, discrimination by date of
birth” (Dietz, Hope, Stern, and Zenghlis, 2007, p. 136).
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For utility-based discounting, there is general agreement that the discount rate
should equal the expected growth rate of per capita consumption, multiplied by the socalled “elasticity of marginal utility” or actually its absolute value. The elasticity of
marginal utility refers to the rapidity with which marginal utility declines as consumption
rises. The literature tends to place it somewhere between unity and 3. If the elasticity of
marginal utility is unity, this means that society is made equally worse off if a rich man
has a 1 percent income reduction or poor family has a 1 percent income increase
reduction. This leads to a “flat tax” in which the rich and poor pay identical tax rates,
such as the biblical tithe. I have concluded from considering typical progressive income
tax structures that the best estimate for the elasticity of marginal utility is -1.5. If it were
unity, we would observe “flat tax” structures. If the elasticity of utility were as large as 2.0, then if a family earning $20,000 paid 10 percent in tax, a family earning $670,000
would pay 77 percent of its income in taxes. If the elasticity were -3.0, the rich family
would pay 93 percent of its income in taxes.3 In contrast, at an elasticity of -1.5, the rich
family instead would pay only 40 percent, about what we observe.
Figure 1 presents a summary of the components of the discount rate. The
Social Rate of Time Preference equals “eta” for pure time preference, which I place at
zero, plus “theta” , the absolute value of theta, the elasticity of marginal utility, multiplied
by the “g”, the rate of growth of per capita income. On a time scale of 100 years, global
per capita income growth is likely to be on the order of 1 percent. With my preferred
value for theta, the SRTP equals 1.5 percent per annum. The social cost-benefit
literature goes on to distinguish between the SRTP on the one hand and the rate of
return on capital on the other. Because of market imperfections and the tax wedge
between social and private return, investment return may be higher than the SRTP. If
so, future effects should be broken down into consumption effects and investment
effects. A “shadow price” should be attached to investment, or capital, effects to
convert them to consumption equivalents. In my 1992 book I used a shadow price of
1.7, so one unit of capital with a life of 15 years is equivalent to 1.7 units of
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consumption. But most investment for carbon dioxide abatement is likely to come out of
foregone consumption rather than foregone investment, if only because the bulk of the
economy goes into consumption rather than investment.
Figure 1
The Social Rate of Time Preference
•

SRTP = η + |θ| g

•

η= pure time preference

•

θ= elasticity of marginal utility
(= - γ, coefficient of risk aversion)

•

g = growth rate of per capita income

•

1.5% = 0 + 1.5 × 1%

The US income tax schedule can be used to infer the elasticity of marginal utility
in the US case. The US tax structure is modestly progressive, with a family of $20,000
taxable income paying about 10 percent and a family at $400,000 paying 27 percent
(average, not marginal). To make a statistical estimate of the elasticity of marginal
utility, first consider what is the right estimating form. (See Figure 2.) A fair tax code
will impose an identical reduction in utility for each household regardless of income
level, as shown in equation 1. In the Constant Relative Risk Aversion (CRRA) utility
function, utility is as shown in equation 2. In this equation, gamma is the coefficient of
risk aversion, and is equal to the negative of the elasticity of marginal utility. Marginal
utility is shown in equation 3. The change in disposable income is the tax rate times
income, equation 4. Equation 5 shows the resulting change in utility, which is equal to
the marginal utility times the change in income. (See Figure 3.)
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Figure 2
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Figure 3
Estimating the Elasticity of Marginal Utility
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This system generates the result that the ratio of the tax rates for the two families
depends on the ratio of their incomes, with greater progressivity as the coefficient of risk
aversion increases. If gamma is unity, the right-hand side of equation 6 turns to unity
and we have the flat-tax regime, because the tax rate is the same for both families.
Equation 7 provides the estimating form. When it is applied to form 1040, one obtains
1.3 as the estimate of the coefficient of risk aversion, so the elasticity of marginal utility
equals −1.3. On this basis, if anything my preferred social rate of time preference of 1.5
is too high rather than too low.
The overall effect of this approach to intergenerational discounting is to lead to a
considerably lower discount rate than might be expected from off-the-shelf benefit-cost
manuals. A lower rate in turn has major implications for more aggressive, early action
on such problems as global warming that might otherwise simply be dismissed because
their damages are so far in the future that for practical purposes they wind up being
ignored. To return to the first example, at a discount rate of 1.5 percent, present-scale
US GDP of $15 trillion would still be $3.4 trillion even if it only arrived 100 years from
now – not just one luxury car. Indeed, if growth were to stagnate between now and
then, it would be worth the full value of $15 trillion.
The literature on discounting for global warming analysis treats this approach as
“prescriptive,” and distinguishes it from the “descriptive” approach (Arrow et al, 1995).
The latter approach invokes observed interest rates as its basis, but of course there are
no markets reaching out over a century. Moreover it should be added that the risk-free
real interest rate for transferring consumption over time is the short-term treasury rate,
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which has no interest-rate risk, and historically the short term real rate has been only
about 1 percent.4 (At present even the long-term rate is close to zero, but that situation
is hopefully temporary and reflects incomplete recovery from the Great Recession.) A
prominent member of the descriptive school, William Nordhaus (2008, p. 178) uses 1.5
percent for pure time preference instead of zero, and an elasticity of marginal utility of 2. He places per capita growth over the coming century at 2 percent, to get a total
discount rate of 5.5 percent. That rate means $1 in damage 100 years from now is only
valued at one-half of one cent on the dollar today, versus 23 cents using the 1.5 percent
discount rate. Over the years he and I have agreed to disagree on this issue.
Another prominent voice in this debate is that of Martin Weitzman, who prefers
traditional higher discount rates (he likes the trilogy of twos: 2 percent for pure time
preference, elasticity of marginal utility of 2, and 2 percent per capita growth), but
instead argues that there is a “fat tail” distribution of damages under global warming that
means that expected future damages could be unacceptably high even using the higher
discount rate (Weitzman, 2009). A problem with this approach is that it is
mathematically singular, in the sense that it has no finite solution for the optimal amount
of abatement investment. But it does reinforce my own bottom line on global warming:
the prospective stakes are extremely high and aggressive action is warranted to limit
future warming to the internationally endorsed 2°C above pre-industrial levels, and 450
parts per million for CO2 concentration. Based on the leading models of carbon
abatement costs, I have estimated the necessary abatement costs at about two-thirds
of one percent of world product by 2030, rising to 2 percent by 2050 (Cline, 2011, p.
84).
From the ethical standpoint, a fundamental question about intergenerational
discounting is whether “empathic distance” over time should be any less than that
across space and cultures at present. In particular, Thomas Schelling (1992) has
argued that if the rich countries pay very little attention to the poor countries today, de
facto treating them as empathically distant, why should they not also treat people born
in the distant future as similarly empathically distant? This question helps force out a
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few implicit assumptions in intergenerational discounting, especially my preferred
approach with zero pure time preference. One implicit assumption seems to be that
whereas a citizen in a rich countriy might consider the poor in Africa today to be “not my
responsibility,” the same citizen may consider that he or she indeed has some
responsibility for the fate of his or her own descendants. Anyone here who has a child
or grandchild born within the last decade personally knows a descendant who is fairly
likely to be still alive in 2100. Another implicit assumption that the Schelling challenge
seems to help ferret out is the fact that morally there is greater responsibility to avoid
imposing harm on others than there is to make sure they can enjoy an extra benefit at a
cheap cost. Call it an intergenerational Hippocratic Oath.
In summary, policy decisions involving the distant future, and especially
decisions on global warming, should apply social cost-benefit analysis that discounts at
the social rate of time preference and applies shadow prices to first convert all effects to
consumption equivalents. The social rate of time preference should place the pure time
preference component at zero and the utility-based discounting component at the
growth rate of per capita income multiplied by the absolute value of the elasticity of
marginal utility. My estimate for this elasticity is -1.5, and this range is supported
empirically by income tax structures, including that of the United States. The resulting
discount rate of 1.5 percent gives future generations a reasonable chance to be taken
into account; off-the-shelf discount rates such 5 to 10 percent in effect will ignore future
generations. For that reason using such rates would be unethical.
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Conference
Ethics and Globalization: The Tradeoffs Underlying Our Policy Choices

Keynote Address
The Honorable Barney Frank (Congressman, D-MA, 1981–2012)

Adam S. Posen:

Ladies and gentlemen, it is my great pleasure, as President of the Peterson Institute
for International Economics, to welcome back to our podium Congressman
Barney Frank. I think we are not going to overdo the introduction. This is a lion of
Congress and a historical figure that we are very honored to have with us. As you
all know, Congressman Frank served as Chairman of the House Financial Services
Committee and was co-lead sponsor/author of the Dodd-Frank Financial Services
Reform Legislation when it came through under the Democratic majority.

We are delighted to have a relationship with David Smith, Representative Frank’s economic advisor, who
was kind enough to make our case to Barney to speak here today. What neither Barney nor David knew is
that this invitation is in part because of an event that took place 15 years ago here. Barney may not remember
it, but it’s something of an internal legend here at the Institute.
Back in 1997, we were all still fighting about whether or not NAFTA [the North American Free Trade
Agreement] had been good or bad, and we were moving on to the debate over Permanent Normal Trade
Relations for China, among other hot trade issues. And at one point, Congressman Frank came over here
for a talk, and he said (it is not an exact quote, but I have three witnesses who claim it is pretty close), “Look,
globalization is all nice and good and free trade is all nice and good. I get it, but my people are getting
screwed and I’m going to hold globalization hostage until you give me the social welfare that I want.”
This was a very important challenge to us and, even in market economics terms, as we heard discussed in our
first panel this morning, it is not unreasonable. Such compensation for globalization has been a leitmotif,
as it were, of the Institute’s work. It’s where Howard Rosen, among many others—Fred Bergsten, Kim Elliott
when she was here—have written about the idea that part of the point is, you compensate the people who are
disrupted by trade. And as Dani Rodrik was among the first to point out, the more globalized an economy
you have, in general, the larger a welfare state you have, the larger a safety net you have. We are now wrestling
with the implications of this process for China. Going forward, can they build up their safety net? And for
the US, the question remains: will we continue to be an outlier without much of a safety net?
And so for us, there was nobody better than Congressman Frank to come provoke us into thinking further
about these issues, especially—we are honored to say—since this is his first public speech since leaving office.
Just to conclude on a personal note: I grew up in Brookline, Massachusetts, which is a part of Congressman
Frank’s district, and the only political campaign I ever worked on—because I’m now a strenuously nonpartisan
person—was in 1982, when Congressman Frank was redistricted against the incumbent Republican of the
Massachusetts delegation, Representative Peg [Margaret] Heckler.
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Of course, Congressman Frank won that race and every single race since. But something I think we could all
agree upon is, Ah, for the days when Peg Heckler represented the Republican Party in the House, in terms of
the kinds of moderate economic policies and belief in global engagement that she was espousing.
So without further ado, I’d like to turn it over to Congressman Frank. [Applause]
Barney Frank:

Thank you, Adam. That was a very generous introduction. I have only one regret: I
thought maybe before I retired I would get the answer to the question, because you
did say that you would introduce me without further ado. And I have, for years,
wondered what further ado would look like. It’s always been an ambition. In my
mind, it involved a man on a unicycle juggling plates and playing a trombone, but
I don’t know what others would do with it. [Laughter]

I appreciate your reference to the Margaret Heckler race. By the way, I am here in Congress today because
of an early forerunner—I was, a week ago—because of an early forerunner of a phenomenon we’ve now seen,
which is the influence within the Republican Party of people who are very conservative.
Margaret Heckler was a moderate Republican from Massachusetts. And then came the Reagan budget and
she was under enormous pressure to vote for the Reagan budget. (This is chronicled in one of the Reagan
biographies, I think by Richard Reeves.) And as a result of voting for the Reagan budget, she lost the support
she’d had from elderly groups, community action groups, union groups, municipal officials and others. And
a race I had expected to lose became one that I won. That, as I said, was an early part of the phenomenon
which has now increased greatly, and it is part of what I want to talk about.
I appreciate your reference to 1997. Yes, I got deeply involved in international economics by choice. When I
joined the Banking Committee, as it was then called, in 1981, I did it because of my interest in housing and
urban issues, and I found that it had jurisdiction over the international financial institutions. Somewhat
illogically, in the Senate, the World Bank and the International Monetary Fund [IMF] and the other regional
development banks—which really implicate American foreign policy much more than American banking—
are in the jurisdiction of the Committee on Foreign Relations. Because the word “bank” is in them—well,
anyway, that’s probably all that was there—the clerk put the World Bank and the other regional banks as
they grew up, into the Banking Committee. And it’s an anomaly of which I became quite fond and strongly
defended, because, by choice, when I was able to be a chairman of a subcommittee, I took over the one that
had the international financial institutions.
I’m very proud of some of the work we did. It basically is an example of the viewpoint I’ve had that Adam
talked about, and I think one of the successes. When I took over as chair of that subcommittee, we were in
the midst of what some of you will remember as the “Fifty Years is Enough” campaign, when there was a very
large, very popular movement in America on the left to—not just have America withdraw—but to defund the
World Bank, the IMF and the other international institutions.
It was partly conspiratorial in nature, but it was probably based on attitudes, and it came to a climax during
the Asian debt crisis when there was what I believe to be inappropriate pressure on the Asian governments to
deal with budget deficits—which were not the cause of the problem—rather than the liquidity issues. There
was the famous picture of Michel Camdessus [managing director of the IMF], arms folded, standing over the
president of Indonesia, as the cover I guess of Newsweek or Time, and that was not very helpful.
One of the things that I am very proud of is that that is no longer the case. The left wing opposition to
those institutions has largely dissolved, because they have evolved themselves. The World Bank, for example,
has a great set of institutions which enforce environmental sensitivity. There’s an inspection panel; there’s
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openness; there’s a whole range of things that is helpful. I felt particularly vindicated (being a little immodest
I know).
You know, people tell lies in daily life. One lie which I no longer have to tell is, “Oh, I love to campaign.” I
actually never said it. If you listen as someone tells you how much he or she likes campaigning for office, you
are probably listening to either a liar or a psychopath. It’s really a very unpleasant business. It’s something
you do, and I did it for 40 years. But I’m happy now not to have to do it.
But one thing that everybody tends to lie about is to say, “I don’t like to say ‘I told you so.’” Now in my
experience, not only does everybody like to say, “I told you so,” it is one of the few pleasures that clearly
improves with age. I can now say, “I told you so” without taking a pill before, after, or during the process.
What we have seen is an increased sensitivity to distributional issues, which is what Adam was talking about,
but also, frankly, a weakening of—not just distribution issues, but a weakening of the notion that good
economics—forgetting about distribution—was a very rigid free market approach. And as a result of that,
there is no more “Fifty Years Is Enough.”
Now we have a new problem with the [World] Bank and the IMF that I’ll get into. But this liberal and left
activism, the union opposition—which was significant—has diminished, in part because they were listened
to. And the most recent favorable thing, from my standpoint, was the decision by the IMF to explicitly
endorse the legitimacy of capital controls appropriately employed—not as a protectionist measure; they said
that, and I’ve been speaking actually to the Obama Administration, because I have argued with regard to
the treaties—again, there was an effort during the Clinton Administration. The Treasury Department was
proposing to make capital controls illegal and wanted to amend the IMF Charter to make them illegal.
It’s a nice evolution in my judgment, both good economics and better social policy to say “no.” And I have
been told by [Treasury] Under Secretary [Lael] Brainard that the Obama Administration—they are about to
send me a letter, and may have sent it, saying that a country which complies with the IMF’s capital controls
will not be in violation of American treaties, as long as they are not being done for blatantly protectionist
reasons. Those things are very important.
So yes, there has been progress in the international institutions. There’s been much less progress on the
American side. Adam summed it up. Yes, globalization—from my viewpoint—clearly creates a great deal of
wealth. But I was frustrated until recently with an attitude among many economists, who acted as if the
relevant actors in all this were only countries. Yes, if you look at countries, then there are all the pluses. When
you begin to look at what happens inside countries, it becomes a different story.
We are now at the point where, if better attention is not given to the distributional effects, if we don’t do
more to alleviate the unhappiness and frustration of a large number of people in this country, support for
international economic activity—both trade and other forms of cooperation—will be in serious jeopardy. I
will tell you that—I think it was still 2010, I was chairman of the committee—there was a serious effort that
almost succeeded in the Senate, and gave us a dilemma; to say that if the IMF continued to participate in
efforts to alleviate the European crisis, the United States Government would pull out. We were able, frankly,
to neutralize that in the House, not by a direct vote. I was afraid to bring it to a vote. But it was a case where
we appropriately chose not to act—we didn’t hide it from people, but we didn’t volunteer the information. I
have two definitions for an honest approach to politics based empirically on how people behave. The honest
people are the ones who tell you the truth and nothing but the truth. For the whole truth you sometimes
need a subpoena.
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The other is my view of what elected officials should do, people who make laws. I don’t know anybody who
obeys every law, but I do believe that at the minimum, you should obey every law that you vote for, and I
think that’s a reasonable standard to which you can hold people. But we had to work hard and maneuver a
little bit to prevent the Republicans from initiating a successful move to cut off American participation in
the IMF.
And now, by the way, with the Republicans in control of the House, that is a current dilemma, trying to
figure out a way—and by the way, this is not a budgetary issue, because the way it works with the IMF, even
the Congressional Budget Office (which is hardly lax) they do not charge us with any liability. Of course, we
put the money in reserve. People borrow against it. The IMF borrows against it. They pay it back. They have
all that gold. We are pretty secure.
But as I said, the left wing opposition to the Bank also diminished. The World Bank has a report they
compile annually called “Doing Business,” in which they rate countries on their business climate. There was
a period when Saudi Arabia looked much better than Sweden by their criteria, quite literally, because things
like vacations and decent wages and healthcare were considered obstacles to the ease of doing business.
There were some legitimate things about how hard it was to get permits and corruption, but hostility to
workers and fairness scored well. We went to work. The International Labor Organization participated, and
a substantial revision, which we worked on in Congress and a lot of the NGOs worked with us, and the AFLCIO, and we have made a substantial revision. So that is no longer the negative factor.
So I think we have been able to build support more on the liberal side for these institutions by their evolving in
ways that I think are both better socially and—I would think with regard to capitalism—better economically.
I think a view of the Asian Crisis that said it was just wild overspending—and not talking about the flows of
hot money—that was wrong. We got it right.
So now the question is, where are we today? I hope to write a book and one of the things I want to address
is the attitude towards government. I believe my fellow liberals make a great mistake—and others, too—by
joining in the denunciation of government. It is now the case, finalized, that the politically easiest course is to
talk about how much you don’t like government. You then pivot into an admiration of various government
policies. But that doesn’t work too well.
You should not be surprised if you have gotten elected to office and have spent all your time denouncing
government, when you then turn around and propose an expansion of a government activity in a certain
area, people say, “Aw, that’s government; I don’t want to do that.” I guess an example of this is when a
program has been around long enough to become popular, but somehow gets dissociated from government.
It’s literally the case that we were told during the health care debate: “Keep government out of Medicare.”
This is not apocryphal. All of us have seen those signs and heard those things.
Actually I want to tell you, if you talk about America, by far the most popular form of medical care in America
administered by anybody—with the consumers of that medical care—is a form of socialized medicine. And
I’m not talking about Medicare. I’m talking about all out, socialized medicine. It’s the medical care given
by the Department of Veterans Affairs. If you go into a VA Hospital, you enter a government building and a
government doctor tells you to lie in a government bed and a government nurse sticks a needle in you. It is
socialized medicine. It is wildly popular with the people who deal with it.
I mean, people have been going to the VA and loving it and who will fiercely defend it and make us keep open
VA facilities when some Administrations want to shut them down, who say, “But we don’t want government
in medical care.” I think part of this problem is, we have to make government more acceptable in general, but
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you don’t do that by verbal gymnastics. I am struck often by people who agree with me who say, “Gee, you
guys, why don’t you say this; why don’t you say that?”
Well, the answer is often, “We’ve been saying it.” And then they say the media doesn’t take it. There’s a certain
amount of rhetorical shadow boxing people engage in, where they one-sidedly deliver all these wonderful
rhetorical knockout punches and then wonder why we’re not equally successful when we have real opponents.
But I think it is important, first of all, morally, but also strategically, for the survival of an international
economic framework of cooperation to do a better job of sharing the benefits of that and of alleviating these
problems. Now we’ve got ourselves in a bind because of our debt. That, I believe, is implicitly Doomsday in
its impact to some, but even if they overstate it, it is clear we’re going to have to diminish it.
And so this is the dilemma: what do you do? How do you preserve American support for things that are in
our international interest, our economic interest through international cooperation? And that is both trade
and the question of the international institutions. The basic thing is that we’ve got to find a better way to
give the average American a sense that things are working for him or her in real terms. And to some extent
that costs money, and how do you do it?
I will tell you what I come to, and I have been arguing this for some time, but now I think it is absolutely
essential. If we do not acknowledge the importance of a reduction in America’s worldwide military
commitments, there is no way we will be able to meet the legitimate needs for a social safety net at home, for
a better sharing of the benefits of globalization, and still get the debt down.
If you talk about increasing military spending, if you set an arbitrary GDP figure or whatever, then you bring
down the debt only at the cost of essentially restricting any effort to improve the quality of life in the United
States. Sometimes you get it backwards, with people saying, “Well, the New York Times, people are worried
about America’s debt because the debt will keep us from playing this major role in international affairs.”
Well that kind of gets it backwards. Our major military role in international affairs is a substantial reason
for the debt.
Over the past ten years—I checked the statistic—we spent 50 percent more on the military than we did on
Medicare. People talk about what is growing the debt, and I get frustrated with this, because the biggest
single increase in our national expenditures and its contribution to the debt, in the current century, are
the wars in Afghanistan and Iraq; and the buildup that has accompanied them. People may not be fully
aware, but we budget the Pentagon the way some of you would pay for your lawyer. That is, you have them
on retainer. But then, if they have to go to court, you pay extra. The Pentagon is on a very large retainer and
then, when we go to war, there’s an extra charge for the war.
We were spending, at some point, over $700 billion a year on wars. We are still spending more than we
need. And I understand there’s an argument, “Well, this is our international obligation.” I have two verbal
differences with the last two Democratic presidents, for whom I have great admiration and whom I was very
proud to support in Congress.
For Bill Clinton, I thought his worst moment was when he said, in the State of the Union speech, “The era
of big government is over.” I asked one of his people when that was, because I probably slept through it. I
don’t remember when we had the era of big government. This notion that government is a bad thing is a bad
thing, because it prevents you from doing things which we need to have done that only government can do.
Obviously there are things that we need done that only the private sector can do, but there are things we
need to do together with pooled resources and that’s called government. I wish you could not be allowed to
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say, “I shrunk government.” I’m a great believer in free speech, so I can’t enforce this, but I wish you’d have to
say, “I made the fire department smaller. There will be fewer roads paved because of me.” Because that’s what
people are talking about when they talk about cutting government. Now if there is something you don’t like,
if you’d like fewer ethanol subsidies, fine. You can say that. But you should have to be specific about what
you would reduce.
In my case, I believe that there are several areas of excess. I didn’t bring it with me—I forgot—but there was a
great article in the Wall Street Journal on the Wednesday after the election, from a man who had been assistant
secretary of defense in the Bush Administration and someone who had been the head of the Air Force—the
Aerospace Industries Association. They were criticizing the Obama Administration for not doing more to
build up the Air Force. And this is the mentality.
It said—I’m giving you the exact sense of it, I don’t have it verbatim—it said, “The Air Force has been a victim
of its successes and is not getting enough money to meet our worldwide need. It is true,” the article said,
“that no American has been killed by enemy air power since 1953 and America has completely dominated the
airspace over every battlefield in which we have been engaged since that time. But that’s not good enough; we
have to be able to provide humanitarian aid elsewhere and, in particular, America’s Air Force must be ready
to respond to any trouble spot anywhere in the world at any time.” That is a literal quote.
And that’s just the Air Force, by the way, because you do know that while the Air Force is by far the largest air
force in the world, the second largest air force in the world is our Navy. Taken together, we have an enormous
degree of power and it’s true, people are worried about potential opponents.
I’m sure some of you are aware that China just got its first aircraft carrier, which they bought from Ukraine
and retrofitted. And actually a month ago they were able to land their first airplane on their retrofitted
Ukrainian aircraft carrier. Now, I don’t like the Chinese government and I want to be able to protect ourselves
and our allies, but the fact is we far overdo this, and this is where President Obama and I disagree. He has
said, “America is the indispensable nation.” No, we cannot afford to be. We cannot afford to be the nation
that is there for every trouble spot everywhere. I would be morally confl icted if I thought that our being the
indispensable nation did a lot of good. The fact is, that also assumes that we can accomplish much more
than we can accomplish.
For one thing, I think we fundamentally misunderstand what a military can do. We have a superb military—
wonderful people and they do great things, and they are well-equipped—but a military is good at stopping
bad things from happening. A military cannot make good things happen. It cannot bring together Kurds
and Shia and Sunni. It cannot end corruption. It cannot deal with bigoted attitudes towards women, and it’s
particularly the case because America carries the baggage that others don’t carry.
It’s unfair, but it’s a fact: there are other countries that can do this work better. And there are comparisons.
Our percentage of gross domestic product going to military is roughly twice the non-US NATO average.
Part of that is because they can rely on us. Harry Truman was a great man and the decision to send troops
into Europe in 1949 was a great decision. We had weak and poor nations after World War II in Central and
Western Europe confronted by the brutality of Stalin, and while Russia had been impoverished by that war,
he was able to put everything into the military; so to keep Stalin and his troops off the backs of the Western
and Central Europeans, we sent in American troops.
Western and Central Europe are now quite prosperous. Stalin is dead; his successors have collapsed. One
element hasn’t changed: We’re still there. But we’re still there for no good reason. And it’s not because that’s
the best jumping off point to places we shouldn’t be going to in the first place.
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I want America to be the strongest nation in the world, so my liberal friends say that’s xenophobic. I want us
to be the strongest nation in the world particularly when I look at the other candidates to be the strongest
nation in the world. If Denmark could be the strongest nation in the world, I would feel very comfortable;
that would be fine. But they can’t handle it, so you look at the other candidates, and it’s got to be us. But we
can be the strongest nation in the world at much less cost.
To get the nuclear treaty with the Soviets ratified in 2010, Barack Obama and the Senate—and they were
extorted into it, because it had to be two thirds—had to agree to billions more for safeguarding and testing
nuclear weapons. We have more nuclear weapons than we need, but we are still ready to defeat the long
since gone Soviet Union in an all-out thermonuclear war, and we have a Triad of ways to deliver it. We have
intercontinental ballistic missiles, MIRVed nuclear submarines and the Strategic Air Command.
I have a proposal. I want to go to the Pentagon and say, “You know those three ways you have to defeat the
Soviet Union? Pick two. Give up one.” We would save billions of dollars by giving up one of those and still
maintain capacity elsewhere.
The point is that if we do not scale back this notion that America must be ready to go everywhere and defend
everybody—maybe I’m getting somewhat controversial. I welcome a Japanese rearmament. I do not think
the Japanese are inherently scarred with some virus that led to World War II and I think it does make sense,
given our concern for this now very democratic nation of Japan, to build up its military so that not all of
the burden of defending Japan is borne by the American taxpayer, prohibiting us from spending money on
things we ought to be doing here to improve the quality of our life.
That’s not isolationism. I want to spend more fighting disease. I want to spend more on our infrastructure.
In fact, I believe that, to the extent that we overspend militarily, we diminish our capacity to do important
international, economic and other kinds of cooperation in other ways.
So I would repeat what I said. I think both for its own moral sake and to continue to have, in the United
States, a broad degree of support for international cooperation, you need to alleviate some of these distresses
that we have in our economy and be better able to provide a safety net. The single best way to do that is by
reducing the extent to which America overspends militarily.
Now I said I was going to get to one more point and it is this: While the liberal and the left opposition have
diminished, you now have a serious problem with the dominant forces in the Republican Party repudiating
the internationalism that had marked their party.
There was a very interesting op-ed piece in the New York Times about a month ago from a former assistant
secretary (or perhaps general counsel) at the State Department, blaming Obama for the failure of the Senate
to ratify the Convention on People with Disabilities. It got 61 votes instead of 67—even with Bob Dole sitting
on the floor of the Senate. It got only 5 Republican votes. And he said he acknowledges that the Republican
Party has a very anti-internationalist—and that a substantial number of Republicans are now suspicious of
international treaties and international cooperation.
There was a race for chair of the Republican Conference in the House. There was a very conservative candidate
and a mainstream conservative candidate, Congresswoman [Cathy McMorris] Rodgers. One of the most
important points in Congresswoman Rodgers’ approach has been to get the US out of the IMF. That’s the
more moderate position.
Now I know you’re not supposed to be partisan, people say. Although I think that’s a great error. I think, as
a once and future political scientist, that you cannot find a democratic, successful, self-governing polity in
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the history of the world, where you didn’t get political parties—not because somebody planned them, but
because they evolved, because you need some form of organizing principle. And there have been in most
democratic societies.
Civilized parties recognize that you need a public sector and a private sector, and they will differ as to where
the line is drawn. We have a group today controlling the Republican Party who do not accept that, who do
not believe in the need for the public sector to play a role, and that’s both domestic and international. And
there is a great suspicion about what’s going on internationally.
That’s got to be addressed. And I have to say here—and I’ve said this to my friends in the financial services
community—I know that the people in the financial services community said that we pissed them off with
the [Dodd-Frank] reform bill. Frankly, I think they were annoyed less by the substance. I think we hurt their
feelings. I mean this quite seriously. I felt that one of the major things people want from us in public life is
psychic income. They want to know that we appreciate what they do.
They work hard. They do it not just for selfish reasons but they feel constructive and people said “fat cats”
and, “don’t fly in those planes,” and it hurt their feelings. As a result, there was massive support from the
financial sector and others in the business community—not all; technology and others were a bit more
moderate—for the Republican Party. The problem is that the Republican Party that they supported, and this
is factual, is trying to undermine the Federal Reserve. I believe that the Federal Reserve’s policies, under Bush
appointee Ben Bernanke, have been very constructive.
The House passed a bill over my objection that would have the Congress require the GAO [Government
Accountability Office] to audit the deliberations of the [Federal Reserve] Open Market Committee—not
just transactions, but the actual setting of monetary policy. You would have people being grilled about their
thought process and effectively end our independent central bank.
They want to get rid of the IMF. Both the Fed and the IMF have been strongly criticized by my colleagues
on the Republican side for what they’ve done with regard to Europe. I think what they’ve done on currency
swap agreements with regard to Europe is to help diminish what was the greatest single threat to America’s
economic strength here. It hasn’t cost us money, it hasn’t added inflation, but I say that those are two things.
I look forward to going back to a time when there was legitimate debate between mainstream conservatives
and mainstream liberals, both of whom recognized that the private and public sectors are important, that
we debate about where you draw the line and what the impact would be. But as we have, frankly, built up
support on the left for some of this international activity—throughout the institution—to get the trade, we’ll
still have to do more to compensate people, but I think that’s well within our grasp.
We need first of all, as I said, to scale back America’s military spending so we are the strongest nation in the
world, but maybe by a factor of 6 instead of 11; stronger than any potential combination of enemies against
us by maybe a factor of 4 rather than 8. I mean these proportions are just extraordinary.
And I urge my friends in the business community to talk to their friends and say, yes, there are legitimate
debates about the minimum wage, about the level of taxation, about a lot of things. But whether or not we
ought to have a Federal Reserve that is able to function without this kind of conspiracy theory harping,
whether or not America ought to participate in international economic activity, is very important, and you
guys are supporting politicians who want to end both.
And the last thing—and I’ll close with this—at risk here is what I find to be very important: contrary to some
of my colleagues, we have got to go forward in financial industry regulation in an internationally cooperative
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manner. We tried very hard to do that. During the years I was chairman of the committee, I spent more time
than ever with the EU [European Union], with England, with Japan, with Canada. We made great efforts to
coordinate, and that is essential.
I will say, to some extent I find my friends in the financial institutions—they come to us and say that, oh, the
Volcker Rule is going to drive them to England, and they tell the British that ring-fencing is going to drive
them to America, and then they tell the EU that this is going to wreck them. To some extent, their role model
is the 14-year-old child of divorced parents who has learned to play Mommy off against Daddy. But Mommy
and Daddy talk and we need them to understand that this is an important part of international cooperation.
Clearly there is a very central role for the financial institutions. Being able to enforce the kind of regulations
that allow us the good part, not the bad part, is another part of international cooperation. We’ve got to scale
back America’s military budget to the point where we are very secure, where we can help those that really
need our help, but we do not believe that we are the indispensable nation and get called on to go everywhere
to try to do everything, much of which will backfire and much of which will make things worse.
Secondly, I do think it’s important for the mainstream conservative business community of America to tell
the party that should be the mainstream conservative party that their extremism is dysfunctional. With that,
I’ll be glad to respond to any questions or comments. [Applause]
Adam S. Posen:

Thank you very much, Barney. I will stand here as a potted plant, without much
ado, to help shepherd the questions, but I’m going to take the prerogative to ask
the first one, if I could.

One of the few things I was taught about politics, knowing nothing, was where you stand depends on where
you sit. Right? So if you are sitting in Denmark and you don’t have to be the indispensable nation and you
have all this marvelous wealth, you may be very favorable to globalization. If you are sitting in China and the
future is bright—you, too, may be very favorable to globalization. But for some Americans who are voting
for extreme views, that may not make sense for them, or at least seems not to make sense for them, to be
favorable about globalization.
So do you think there has to be some sort of intellectual or ideological argument case to win over some of
these people globalization opponents that you’re talking about in the US Congress? Or is it just a question
of buying them off? And if it is a question of buying them off, how do we tradeoff the fact that maybe they
don’t want social welfare, they want to have another aircraft carrier? How do we you, as a voting member of
Congress, evaluate that? And what should we as pro-globalization people pursue?
Barney Frank:

That’s absolutely right. Two things. I’m talking primarily not about us buying our
constituents off. Which is both morally better and people have a right to it. Here’s
the problem. You have the two levels of people you have to reach. The harder ones
are those that are ideologically opposed to any government welfare, etc. The ones
that we can reach more quickly are those who are well-disposed towards this. Look,
a lot of Democrats who voted against trade bills were very uncomfortable with it.
I was myself. We’re not the isolationists. We do want to help other people. It is
to enable those who want to be more supportive of international cooperation to
survive political attacks when they do that.

And by the way that would also be true on the Republican side. There are Republicans who privately said to
me, “You know, this is crazy, having the GAO audit the Open Market Committee. Oh, of course we need the
IMF.” They were afraid of losing primaries.
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So I would say these two things. To help the left—those of us who recognize the importance of international
cooperation—we need to be able to do things that alleviate social distress. To help the right, the businessmen
have got to come in and say, “We will support you and tell the Republican leadership, ‘You’ve got to stop this.
How can you be telling the Fed not to lend money?’”
When the Fed lent money to the European Central Bank—if that had come to a vote in the House, it would
have been repudiated, which is bizarre. But get people to say to them, “Are you kidding? You can’t do this.
Look at this.” So it would be at that level. And then there will still be some people who don’t do it.
Now, part of it is—and this is the great part—the people said, “Well, why do we spend so much militarily?”
There was an economic argument that says, “Oh, it’s because of the military industrial complex, etc.”
There is some of that. I believe the larger reason we overspend militarily is cultural lag. From 1940 to 1990,
America was imperiled by very bad, very heavily armed people. I think we may have overreacted towards the
end to the Communists, but there were the Nazis, there were the Communists. We did this in response. With
the collapse of the Soviet Union, that fundamentally changed the world. There were still unpleasant people
and people who don’t like us, but none had the capacity, even theoretically, to destroy our society and our
existence as a free people.
And George H. W. Bush and Bill Clinton acted on that, and the military began to go down in the 90s, and
it went down—in fact, I tweaked [Defense Secretary] Leon Panetta—not tweeted, because I don’t do that—
but I tweaked him because he suddenly became Secretary of Defense, “Don’t hollow out the military.” He
says, “America always hollows out the military after a war. We did it after World War I, World War II, Korea,
Vietnam, and we did it after the Cold War.”
Well, when Leon said we had hollowed out the military after the Cold War, it struck me that that was kind
of odd because he was the Budget Director in the immediate period after the Cold War. So he apparently
hollowed out the military. He didn’t hollow out the military. We had a perfectly good military. In South
Yugoslavia and Iraq, was that hollowed out military?
But what happened was, I believe, that neoconservatives were able to use 9/11 to advance an agenda that
they had long had. There were people who believed that America should have this dominant military posture
in the world because it is our mission in the world to preserve order. For some it’s religious; for others it is
greatness in a nation. You know, remember the 19th Century mocking of the Little Englanders, “Oh, you
want to be a nation of shopkeepers? You don’t want to have an empire?”
Yes, I’m for shopkeepers, because those are the people we would want to be. But I think what happened was
you had people who used 9/11 to magnify the terrorist threat. The terrorists are bad people and they murder
people. They murder Americans. They murder Africans in Tanzania and Kenya. But they are not, at their
most potent, the Soviet Union or Hitler.
And you don’t defeat terrorists with nuclear submarines. I wish you did, because we have a lot more nuclear
submarines than any terrorists. So we have to stay with Iraq and Afghanistan. We have to help them because
they don’t have air forces. Well, neither do anybody who is opposing them. Now that doesn’t mean you
ignore altogether, but I think what happened was the neoconservatives built up—and others fell in—the
terrible shock of those mass murders, and then misleading stuff about Saddam [Hussein, leader of Iraq].
And so terrorism became the functional equivalent, the moral equivalent—to repeat William James—of
Communism and Nazism.
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What’s encouraging is the American people now know that’s not true. Barack Obama was the first Democratic
president in memory to debate his Republican opponent and say, “I want less military spending than you
do,” and win. The last Democrat to do that was George McGovern. Mike Dukakis [Former Massachusetts
Governor and Democratic presidential candidate in 1988], a wonderful guy, was told by his advisors, “Don’t
look like you’re soft on defense.” That’s why—Michael’s a wonderful guy—he was in that helmet in the tank
and made to look silly because he was being told by people to project his military commitment.
The American people are ready to do this. I offered an amendment with a colleague in the last Congress
to hold, to cut back, the military budget, reported out by the House of Representatives Armed Services
Committee. My cosponsor, the lead sponsor, was a Tea Party Republican from South Carolina, Mick
Mulvaney. There often is a conservative isolationism there that goes too far, but there is also a coalition that
could be built around ending our overreach.
Now, the second thing is, people say, oh well, but it’s the weapon systems. It is true that the weapon systems—
the argument that “it’s bad for the economy” is out. First of all, the argument is bad. “We can’t cut military
spending because it’s having a bad macroeconomic effect” is really very funny because it comes from people
who believe that government spending in general has no economic effect. These are the people who I’ve
said—Paul Krugman said it too—these are the people, they believe in some sort of armed Keynesianism,
Keynesianism only works with guns but not with housing or roads or anything else.
But I have an easy answer for that. Don’t try to cancel an existing weapons system. Everybody knows it is a lot
easier to stop something in the first place, before it ever starts, than to take it away from people. As I recall,
that’s why Jeremy Bentham was not a socialist because, underneath the utilitarian principle, why doesn’t
that lead to leveling? Because the pain of losing something is greater than the pleasure of getting it. So that’s
the rationale for not being for a total leveling. But I believe we’re ready to do that.
But those are two long answers. The business community has got to tell the right wing and we need to do
some better things for people in the country.
Adam S. Posen:

Thank you. We’ve got a roving mike. The lady over here and the gentleman in back.

Barney Frank:

Hi, Nancy.

Nancy Donaldson:

Hi, Mr. Chairman. I’m Nancy Donaldson with the ILO [International Labor
Organization] and I’ve had the privilege to work with the IFIs [international financial
institutions] and with the US Government in this very dynamic Great Recession
period. What’s interesting to me, and this is really a question to you as a long time
policy maker, is to come back to you and say, “What about the instruments of
global cooperation that can have a deeper impact?” What I saw when the G-20 came
together in response to the Great Recession was some very powerful instructions—
without a secretariat—to the international institutions like mine, to work together.
And some of that dynamism that came about in addition to the work that you did
was because we had to. We had to learn new ways to work together. And I’m very
interested in your thoughts as someone who can help us think about how to do it
more powerfully and have more powerful policy cooperation to move some of these
agendas.

Barney Frank:

I think part of it is the financial regulation. I think the undeniable imperative
to cooperate on financial regulation to prevent this gaming of people moving
here and there. It’s a very important incentive towards a degree of international
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coordination—which is happening some. And I think that also shows some
positives.
In fact I would say this: people who make policy understand it. The problem is the extent to which they are
subjected to domestic constraints against doing it. I mean, obviously, the key example of that is Germany
where [Chancellor] Angela Merkel has continued to maneuver this way. That’s why both of the things I was
talking about would be very helpful, and an America that’s fully empowered to do that, that would be the
best way.
I do believe, at this point, it was back in the 80s and 90s, you had the “Washington consensus.” I believe, as
I said, it was not only socially wrong; it was economically wrong. And I think you have now a much better
degree of understanding about what the policy models are, and I think I would go back, it’s almost the same
as my answer to Adam’s question. We need to do a better job—the electorates don’t have to demand that this
happens. They have to not stop it from happening. That’s the key.
Alessandro Pio:

Mr. Frank, I’m Alessandro Pio from the Asian Development Bank office in
Washington, D. C. You mentioned the role of financial institutions, and one of
the high items on our agenda is environmental sustainability, climate change,
and the impact that growth has in this area. We don’t hear much debate on this
issue here in the United States. Do you see a role for the US, both domestically and
internationally, to play more of a leadership role in this area, considering also the
job potential and the economic growth potential of this.

Barney Frank:

Yes. I’ll make three points, of which I’ll pick up the last point first. First, I do think
that the recent spate of natural disasters has given some impetus to responding
to climate change. I think you’ll find much less skepticism in New York and New
Jersey, even among more conservative elements. I think the undeniable volatility of
what’s been going on, and the violent impact, is important.

Secondly, I’m “Johnny one note” here, one of the problems that I have seen among my friends in the
environmental movement is they have not been sensitive enough to dealing with the jobs tradeoff. You are
right, of course, that there is a long-term job effect, but I would tell you this in politics: the short-term will
beat the hell out of the long-term, five days out of four. And we, again, need to find ways for people who are
losing their current jobs. I mean that, I think, among other things, too, among my environmental friends,
let’s have priorities.
Climate change is clearly a very high priority. Clean air and clean water are high priorities. Preservation of
battlefields, less so. You can’t do it all. And I think if we want to muster our ability to go forward on the
big ones, people are going to have to be willing to make some job-related compromise on the other. But
the biggest obstacle—people who don’t believe in climate change are just all weird—the biggest obstacle
to the specific programs that would help us deal with climate change are the short-term job impacts: coal,
obviously being the biggest, and we need, to the extent that we can alleviate those concerns and provide
better social conditions—you get the support to do that.
James M. Roberts:

I’m Jim Roberts from the Heritage Foundation. A comment about the Disability
Treaty. Actually, the bigger problem with it from our point of view was that it wasn’t
about disability, per se. The US has, as you know, some of the best laws protecting
disabled people in the world. The problem was one of setting up yet another supernational entity and a threat to US sovereignty.
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Barney Frank:

How is it a threat to US sovereignty? I think that’s paranoia.

James M. Roberts:

Really that’s just a sidetrack. My main point is—

Barney Frank:

No, it’s paranoia.

James M. Roberts:

I disagree, but we could—

Barney Frank:

What about, I would ask you....

James M. Roberts:

No, I don’t want to get sidetracked on that. My bigger question is about the IMF
and the Federal Reserve, because I think Americans, justifiably, are concerned when
they see money being sent—maybe by behind-closed-door decisions—to prop up,
bail out a European social welfare spending machine that is broken down. We spent
the morning in this room talking about unsustainability of programs and promises
and debt. And why shouldn’t the American people be….

Barney Frank:

How much did it cost the American taxpayer? You said, “American money being
spent.” How much do you guys estimate it cost us?

James M. Roberts:

We don’t know. But how is it going to be to unravel or unwind the three or so
trillion dollars on the Federal Reserve balance sheet?

Adam S. Posen:

I think we need to save this topic for another day.

Barney Frank:

But I do want to answer it. First of all, I do want to stress, and look, this is the
debate. You know, as I said to the people here, that is the dominant view of the
Republican Party today. As long as it is, don’t expect things to be different.

Secondly I would say, I do believe it is paranoia when you say it impinges on American sovereignty. Nothing
in that Convention would interfere with American sovereignty. And you raise and then you brush it off, I
don’t think there’s anything substantive to it.
Finally, you don’t just sign treaties to improve your own situation. In fact that might be more of an argument
against sovereignty. Part of the reason for a treaty is that you put pressure on other countries to do it. You
sign a treaty because you’re trying to upgrade the level of activity elsewhere.
But now as to the IMF and the Federal Reserve, we didn’t do it behind closed doors. People were free to
discuss it. The IMF’s intervention, I believe, has been enormously helpful. It has not been of the sort to
prop up the social welfare. Anyone who looks at what’s going on in Greece or Italy or Spain or Portugal and
says you’re maintaining the current level of social activity is looking at a different universe. They are clearly
undergoing some retrenchment. Maybe it’s not enough; maybe it’s too much.
I do think, if you’re going to insist on that retrenchment, it is helpful to have ways that ease it as it happens.
But no one is arguing that there is in fact serious retrenchment going on over there. And again, I would
rather you say, how hard is it going to be to unwind it? Not very hard at all.
The people who have taken your viewpoint have been predicting for several years that the Fed’s activity—
quantitative easing, etc.—were going to cause this problem and that problem and the other problem. There is
one other issue that those arguments remind me of: same sex marriage. All of the social chaos that was going
to result from my getting married—you have seen as much of that as you have of the negative consequences
of inflation, etc., etc., that you have seen from this very responsible, thoughtful intervention. Thank you.
[Applause]
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Adam S. Posen:

As some of you might gather, the Congressman was saying largely what I would
have said about the Fed. More importantly, Congressman Frank, we congratulate
you on coming and engaging. We know that you are going to continue to be a
part of public life in this country, whether or not you take a new office in the next
two months. We hope that the Institute continues to be a place for people from
different points of view, as we’ve had here today for this event, coming together
and perhaps as a result bringing public debate back to the more moderate points of
view that the people who founded this place believe in.
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Adam S. Posen:

Ladies and gentlemen, we are going to restart. As I mentioned at the start of the
day, I cannot mention often enough—the Stavros Niarchos Foundation had the
vision to give us relatively untrammeled funds under this broad theme. There are a
few other foundations I could name that form a major part of the life blood of this
Institute. But none has been quite as involved over the last few years as the Niarchos
Foundation.

As I mentioned earlier, and it may come up later, they are doing incredible work in Greece at the moment,
but also here. We are very grateful to have a fully qualified scholar, Stelios Vasilakis, senior program officer
from the Foundation, to moderate the next panel.
A week from today, picking up on the discussion of this panel, we will have another event on inclusive
capitalism on what business and labor can do for quality employment. On that panel, will be Lynn Forester
de Rothschild, who recently coauthored with me the op ed in the Wall Street Journal on inclusive capitalism;
Dominic Barton, global managing director of McKinsey & Co.; [former House Democratic Leader] Dick
Gephardt; and R. Thomas Buffenbarger, international president of the International Association of
Machinists and Aerospace Workers. This will be another very interesting, stimulating event. We encourage
you to attend.
Let me turn it over to Stelios Vasilakis.
Stelios Vasilakis:

Good afternoon. Thank you Adam. On behalf of the Foundation and myself,
I would like to thank the Peterson Institute for inviting me here today for this
exciting conference, and for asking me to moderate this panel. I also would like to
thank Howard [Rosen] and Steve [Weisman] for their wonderful collaboration on
the project. They have been working on this for over a year and a half, and I’m really
happy to see that we are moving forward.

Before I start, I would like to mention that I’m a classicist by training. Therefore, if Professor [William]
Galston said before that he is not an expert, I am definitely not one.
I will try to frame the issue briefly and then turn to the questions for my fellow panelists. The theme of the
panel is “Expecting Ethical Duties from Private Actors.” Since we are discussing globalization, the focus,
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when we talk about private actors, will be nongovernment entities. In particular, we will focus on TNCs, or
transnational corporations. Under this umbrella of private actors, one can also point towards foundations
and NGOs [non-government organizations]. Although they will not be the focus of this panel, I believe that
the conversation will turn to them as well.
In the first panel [“Pursuit of Domestic vs. Global Welfare”], someone said that the distance between national
and international welfare, when we deal with globalization, is not that great. That may be the case. But I also
believe that because TNCs operate in a complex, dynamic and ever-evolving global environment, any debate
about corporate social responsibility must also be addressed by international standards. It is no longer the
domain of a single country. It is no longer an issue of a national government only.
We are dealing with what experts, in many cases, say is “soft transnational law” and not a “hard national”
one. We have, therefore, to address a different set of questions when it comes to the ethical duties of private
actors in today’s global market. What are the limits of corporate responsibility in today’s environment? If we
accept the assumption that corporations play a new role in a new global environment, how do we address
issues of corporate social responsibility?
Many corporations, together with NGOs, seem to have undertaken the role traditionally taken by
governments, and try to implement certain rules. That gives corporations a political role. We have to ask
the question then: what are the consequences of corporations assuming such a political role in a global
landscape?
I will ask the first set of questions to George David, who I believe needs no introduction in this group. The
literature is endless when we talk about corporate social responsibility. There are a number of issues I would
like to bring to your attention. Many argue that the role of a transnational corporation is simply to focus on
maximizing profits and leave regulation to the state. Therefore, transnational corporations have no business
trying to address regulatory issues. Their only business is maximizing profits.
Needless to say, there is a strong reaction to that assumption. Because we have a new set of rules, people
believe that corporations increasingly have to play a much more active role when it comes to corporate social
responsibility.
What should that role be? Should they work together with NGOs and other entities to force certain changes?
Should they self-regulate? When I talked to you earlier today, you thought that we were addressing issues in
an extreme manner, since most transnational corporations follow due diligence, and do what has to be done.
Can you address this please?
George David:

Thank you, Adam. There were several questions, Stelios, inside that broad set of
comments. I am going to try to be brief and focused in my answers here, and not
make any kind of a general statement. Instead I will try to deal directly with your
questions.

First, I think we need to be careful not to put companies or corporations or transnational corporations
(TNCs), as you call them, in the role of governments. That is to say, governments write standards and set
laws and regulations. NGOs can reflect the opinions of societies and people and their own constituencies,
and they can advocate and lobby and they can try to persuade.
But I don’t think we want to have corporations go beyond their narrow scope of shareholder value consistent
with good corporate citizenship—that is, the standard by which we need to run these large multinationals
and not, if you’d like, get diverted to other areas that more properly belong to governments or to NGOs.
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I am going to turn that around and say forcefully that corporations have an absolute requirement to
comply with law and regulation. It’s unambiguous. So I think you will find that most multinationals spend
considerable resources on compliance, not only with law in a narrow sense, but beyond that to issues like
product safety, environmental impacts and employee health and safety.
I’m going to come to details later, maybe in response to a question or discussion, and not take the time
now, but I’m asserting that multinationals generally operate to high standards of compliance. Which is not
what one might conclude from the media we see daily, which report the sensational and not the ordinary
or mundane. In other words, if it’s bad, it gets the headlines, and if it’s not, it doesn’t. We need to look past
the media and at the underlying facts and details to confirm the conclusion of generally high standards of
compliance.
I will give you some examples later on from UTC [United Technologies Corporation], but could I come back
now to wrap up on Stelios’ opening question. I don’t think we should let corporations get put into the role of
governments or NGOs. Their requirement instead is to comply with law and regulation to a high standard,
in some cases to go beyond that, as they may choose to in their sole discretion, and do things that they regard
as reputationally good or nice to do. That’s all OK. But all inside the primary metric of shareholder value.
Stelios Vasilakis:

Thank you. I would like to turn that reply into a question for Professor Sabel, who is
the Maurice T. Moore Professor of Law and Social Science at Columbia University.
There are numerous cases where multinational corporations routinely perform to
standards higher than laws and regulations require. That’s exactly what you have
said. There are also many cases with regard, for example, to labor standards and
environmental regulations, when they do not. What, if anything, should be done
about these cases?

George David:

Can I just be rude for a second? The answer is: prosecute them! Charles, pardon me,
I just couldn’t stop …

Charles Sabel:

No, no. We are in agreement. We are in agreement that it’s an underreported fact
that multinational corporations often exceed local statutory requirements. And
we are agreed that the profit motive, broadly understood, determines action. So
any rule or code of conduct, public or private, that is inconsistent with a broad
understanding of the profit motive is going to be hard to impose effectively.

Given agreement on these two points, let me look at some cases where corporations have come to see that
it is in their interest to impose on themselves, or to associate with each other in jointly imposing, codes of
conduct that were not required by national governments, and did not exist in international laws.
Labor standards are an important example. In the 1990s, NGO-initiated campaigns brought a number
of corporations with brand names that can be jeopardized by association with unsavory or horrendous
practices to subject themselves to regulatory standards that would normally be imposed by domestic law
and enforced by a labor inspectorate.
It is obvious why they do this. The public gives companies like Nike a license to operate, and really unsavory
practices—once exposed to public view by NGO campaigns—put that license in jeopardy. When this
happens, the response is typically the promulgation of a corporate code of conduct promising to eliminate
the abuses. The promises, moreover, are often responsible, in a sense that the corporations making them
do undertake sincere efforts to meet the new obligations. Typically this means constructing internal or
corporate regulatory systems that are better than the regulatory systems in the more advanced countries.
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The Department of Labor in the US doesn’t have anything like the inspection capacity that Nike or HP
[Hewlett Packard] has to scrutinize the labor practices of their first tier of suppliers. So by the prevailing
understanding of what an inspector is, the corporate systems are good inspectorates.
But the inspectorates don’t work. These companies, because they were serious, have assembled a lot of data
about what happens to their own inspectors’ findings of noncompliance. How responsive are the firms? How
stable is the individual firm’s response? What’s the tendency of development of the whole pool of suppliers?
And the short answer is, it’s noise.
The repeated interventions by competent, dedicated, highly trained inspectors produce essentially no net
improvement. The very worst practices are eliminated, but improvement soon hits a very low ceiling. Some of
the leading corporations in this area have given their inspection data to a number of researchers. Everybody
comes to the same results. I don’t think the findings that I have summarized in a very flat-footed way are
contentious in the world of people who look at this seriously.
What lesson should we draw from this experience? The first lesson is that if you have a production system
which is based, as those of the run of the labor-code corporations are, on a radical distinction between
conception and execution—headquarters designs, suppliers execute in off-shore factories, and there’s a
cascade of outsourcing from the executing factories to local subcontractors in countries without a strong
tradition of the rule of law or any domestic regulatory capacity—central authorities have limited capacity to
control developments. And bad, sometimes horrible things happen. Horrible things happen.
The Bangladesh fire [at the Tazreen Fashions factory in November 2012, killing 111 people] is an example.
It is not a singular event. It is an expression of what happens when, despite serious scrutiny of first tier
suppliers, the extended supply chain is under tremendous pressure to meet huge swings in demand without
accumulating expensive inventory. The whole system becomes—in important and sometimes tragic ways—
uncontrollable, the existence of the code of conduct and well-intentioned, well-financed labor inspectorate
notwithstanding.
Note that the dangers inherent in such systems are not limited to developing countries. There was an earlier
exchange [in Session I] about the Triangle Shirtwaist fire [in New York City in 1911]. It was said correctly
that the causes of the problem were not addressed until some 20 years later, under the New Deal, by which
time a different model of production was emerging. The catastrophe-prone model of production (which has
some salient similarities with the extended supply chain) was the sweatshop: The owner of the factory owns
nothing, rents the building, and machines, and pays people by the piece—and therefore has no incentive at all
to take preventive measures to protect workers from harm. The alternative model is mass production, which
requires large investments in special-purpose machinery and facilities. In such a system, the owner regards
labor as a fixed cost—someone has to keep the machines running to amortize the initial investments—and
therefore is concerned about their safety and skills. It was that shift, and the convergence in interest between
firms and regulatory authorities which it produced, that made fire hazards and many other associated
dangers subject to a much more effective regulatory control.
So, generalizing from the limited effectiveness of the labor code systems and this historical flashback, the
issue of whether regulation is best treated as a public or a private responsibility cannot be discussed in
abstraction from the question of how production is organized, and the regulatory challenges posed by
various forms of organization.
The follow-up question most relevant for today’s discussion would of course be: Is there any reason to think
that the production model that gave rise to the Bangladesh fire—and occasioned the development of what
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has proven to be an ineffective standard setting system—changing? If not, then we can talk about this a lot,
but the talk won’t change the prospects for effective regulation, except for an extraordinarily restrictive kind,
such as limiting offshore sourcing to the (usually rich) countries with high rule-of-law standards.
The answer to the question is, at least insofar as the regulatory outlook is concerned, encouraging. The
production model is changing in ways that reduce the separation of conception and execution, reduce the
“length” of the supply chain, and at least begin to make it more reasonable for suppliers to think of employees
as integral to production—and to protect and support them accordingly. The changes are a response to
increases in the differentiation and volatility of markets. They are expressed in developments like the move
to co-location of design and production and, relatedly, a new emphasis on the capacity for prototyping to
scale. In a word: Companies need to introduce differentiated products for big local markets like China and
India in ever shorter intervals, and they cannot do this without co-locating design and production, and
increasing their capacity to test new ideas at scale before releasing them into the market. You can see these
changes in many settings, not least in the beginning of the return of manufacturing to the United States,
where you are seeing high-tech firms wanting to set up production facilities close by in order to achieve such
integration. This is good news, because for reasons you can easily imagine, labor conditions are much more
easily regulated—by the parent company or by the government—under the emergent conditions than under
the prevailing ones.
(There is bad news, too, because the new manufacturing systems are less labor-intensive than the old. They
don’t produce as many jobs. Industrialization is thus not likely to be the high road to economic prosperity
that it has been since the Industrial Revolution made industrialization and modernization synonymous.
But that is a different “labor” problem than the one under discussion today.)
The emergence of this new model of manufacturing goes hand in hand with a shift away from a checklist
kind of compliance, where there is a set of rules and the goal is to see whether the supplier follows the rules—
whether the fire extinguishers are relocated in the right places—to looking for and eliminating the root cause
of the underlying problem, as you would any other problem in a modern manufacturing facility.
This brings me to a final, general point about the nature of regulation. The background question posed to
this panel is: which is better, which provides the more favorable balance of benefits—private regulation or
public regulation? [Former Representative] Barney Frank argued [during his keynote at lunch] for more
public regulation. I want to give a somewhat different answer, or rather to suggest that the question is
incorrectly posed.
If you look into the future, look at regulatory systems that are addressing the kinds of problems that come
up in labor standards, and all the other issues that transnational corporations face as conception and
execution are integrated, you see the emergence of a new architecture of regulation that blends private and
public regulation in a novel way.
Let me describe that novel blend in two minutes with respect to something topical. I’m sure many of you
saw a story in the Times yesterday or the day before saying that the FDA [Food and Drug Administration]
had released rules to implement the Food Safety Modernization Act of 1910. (I’m sure all of you are close
followers of the Food Safety Modernization Act of 1910, so you clicked on the link that showed you what
the rules are!)
Why are the Food Safety Modernization Act and the rule relevant? Food has become unsafe because supply
chains have gotten very long. When supply chains get very long for uncooked foods like leafy green vegetables,
where the pieces are mingled in the salads that we all ate for lunch today, and the individual pieces come from
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all over, the dangers of contamination go up exponentially. There can be cross-contamination of batches of
different greens, and the processing apparatus can itself get contaminated. The result is that the production
system for making the fresh salad mix you buy at the grocery is in effect a Petri dish for culturing the hazards
of globalization. The hazards of leafy greens and food in general are to health, but in other settings they
could be to labor. To belabor the point, you get this kind of problem once you get long supply chains.
The problem was left unresolved under the Bush administration out of the conviction that the hazard was
best addressed privately.
And in fact the California Leafy Green Association—a private body organized by the large buyers of greens—
did respond, because when food is contaminated, everyone stops buying that kind of food. When there is a
spinach scare, no one buys spinach. Under the system they created, no member of the association will buy
greens from a producer unless that farm or factory provides a plan showing the hazards in its production
(where pathogens could enter the process over which it has control); what countermeasures it proposes; and
test results showing those countermeasures to be effective. Inspectors hired by the Leafy Green Association
review the plan and check whether the preventive measures have worked. In addition to verifying test results,
they pull information from all the plans to see whether some plans are omitting hazards that they should
include.
That model, in which the firm has responsibility for identifying the hazards, but there is a collective pooling
of understanding of where the hazards are, and whether they are being successfully mitigated, became the
model for the Food Safety Modernization Act. Firms will have the same obligation to do the ground-level
planning and preventing and testing; but it is the FDA that will do the pooling.
That model is defusing very rapidly in realms of regulation where there’s a great deal of uncertainty. The
government can’t possibly anticipate where all the hazards are, and it writes rules, so it is dependent on deep
private participation. But the deep private participation is subject to a review that pulls the experience of all
the relevant private participators.
Let me end with a telegraphic review of the story of labor standards as I see it. We start in the 1990s with
extended supply chains as the modern equivalent of the sweatshop, and neither the governments by inaction
nor firms by sincere, concerted action, were able to address the regulatory problems posed. We are in the
midst of a shift in production to a form of reintegration of conception and execution that responds to
uncertainty better than the extended supply chain model. The inability to anticipate exactly what the risks
are going to be is associated with the emergence of a form of regulation based on a novel division of labor
between the private sector and the regulatory sector, where neither one is allowed to act autonomously, and
where their relation is not just to agree on rules, but rather to continue to collaborate to update their initial
understanding.
Stelios Vasilakis:

Thank you. I will turn now to Kimberly Ann Elliott, who is also very well known at
this Institute. She has been a fellow at the Peterson Institute for many years. She
is now a senior fellow at the Center for Global Development, where she writes on
trade policy and globalization.

You have worked a lot on labor laws, and you have said that labor standards and trade in a globalized
environment are considered by many as complete opposites. Can adequate labor standards at a global level
and expanded trade coexist? Can adequate global labor standards be enforced in today’s environment?
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I also have a second question that relates to this as well. The debate about globalization is often framed
as a question of whether it constitutes a race to the bottom or the top in terms of labor standards. Which
direction do you think we are heading? What can be done to influence a positive outcome?
Kimberly Ann Elliott: Thank you, Stelios. Those are some big questions. I will try and address them
briefly.
What I’m talking about is mostly based on the book that I did with Richard Freeman several years ago, Can
Labor Standards Improve Under Globalization? [2003]. We concluded that there are positive synergies between
globalization and labor standards, and that they certainly could improve together—not necessarily on their
own without working at it, but that certainly they could. Globalization helps to contribute to the growth
and rising incomes that also allow labor standards to rise. But labor standards are an important part of
making globalization both politically acceptable and more equitable, and therefore in our view durable.
In terms of this race to the bottom question, going back to the comments by both George [David] and
Charles [Sabel]—and I think I am less visionary than Charles—it depends on the form that globalization
takes. Maybe we are moving to this new production model of more consolidated supply chains, but I think
what we have right now is lots of different production models in different sectors. I expect that to continue
for at least some time. I think we tend to see that where there is direct investment, particularly by US or
European multinationals, that they have more control. Clearly, they do have an obligation to abide by the
laws and to uphold laws where they are operating. I think in general, probably they do, and we often do see
rising working conditions in many of those situations. But where multinationals are importers or buyers in
long supply chains, they have less control and there is significant potential for problems to arise.
In addition to trade versus direct investment, I think it also differs by sector, so both of those things matter.
But again, I tend to agree with George David that it has to do with the bottom line and what is going to serve
the bottom line. In some sectors, you see rising wages and working conditions—as we are starting to see in
parts of China now—because you need higher productivity. You see that in relatively more capital intensive
industries, where worker retention and worker skills are relatively more important. Basically it is a market
phenomenon. It is going to lead to some improvement in conditions.
Where we tend to get the problems is in what I think Charles was made explicit, where you have multinationals
operating as traders and buyers. There they have less control, as Charles said. They are operating in these
very long supply chains, which are very difficult to monitor, because they may have hundreds or thousands
of suppliers scattered around the world. You also get to problems from the factory perspective of having to
comply with six or seven different codes, depending on how many different corporations you are selling to.
So as he said, the consensus is, I think, that these CSR [corporate social responsibility] codes and monitoring
systems are probably helpful in a lot of cases. But ultimately, it is really not the solution. I have just put out
a paper on fair trade certified coffee. What is very different about that model is that they focus—for pure
feasibility reasons—on short supply chains, because the only way you can credibly certify something as fair
trade is if you can clearly identify and monitor all the key participants.
But the other thing that is key—that’s very different from the corporate social responsibility model—is that it
is a conscious objective to change the relationship between the buyer and the producer. I think the problem
with corporate social responsibility—I would have really argued that it is misnomer, because I don’t think
the multinationals are really taking responsibility—is that they want to protect their reputation, their brand
name, and so they set up these codes and they set up this monitoring. Quite often, they are not even paying
the cost of monitoring. They leave that to the factory to pay the direct cost of the monitoring itself.
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But fundamentally, what they are not doing is changing their buying behavior. If you look at the Apple
Foxconn example, you are going to have people working huge amounts of overtime 24 hours a day. If you
say, “I have to have this new screen for my Apple next week,” it simply can’t be done without having people
work overly long hours that could be damaging to their health.
In that sense, I think that is the one thing that has been missing from the conversation. Corporations, for
the most part in these monitoring efforts, have not been willing to change what they do control, which is
their buying behavior.
In talking about the role of private actors, we also have to understand that this is an enforcement problem,
not for the most part a legal or a standards problem. Developing countries have pretty good labor laws on
the books, but they are not enforced. Ultimately, in the long run, that has got to change and governments
have to do it.
In the meantime, private efforts can help. But the other thing that has got to change is the role of workers.
Rather than trying from outside to protect workers, we should be trying to empower workers, because they
can then bargain over what matters most to them. Is it having a nice dorm or is it getting higher wages so
that they can send them back home to their families in rural China? There are now complaints from the
Foxconn workers: “Well, we want to work more than 49 hours a week because we need that money.”
You are going to get the most efficient outcome if workers are in a position to bargain over what matters
most to them. Second, in terms of that enforcement, of course they are the ones that are on the factory floor
every day. It’s not a monitor coming in once a year, if that often, and going down a checklist.
Both in terms of setting the standards at the factory level and in terms of monitoring it, I think that we
should be talking about how we empower workers to protect themselves. Thanks.
Stelios Vasilakis:

OK, thank you.

George David:

Stelios, I think both these prior sets of comments have fundamentally run to
control and monitoring of contractors’ behavior as compared with assurance of
environmental health and safety in owned and operated facilities. I certainly endorse
and agree with the requirement to monitor and oversee and require standards in
performance and behaviors from contractors. But I just wanted to note that these
comments are in a special space of third party control, when (to me) we also need
to pay attention to the primary instance or first instance of first party control—that
is, your own operations. Just a point of information.

Stelios Vasilakis:

That was certainly the case with the fire in Bangladesh, where we know for a fact
that an NGO in charge of inspection has said that fire regulations were in place.
That, obviously, did not work.

One of the issues that is regularly discussed when we talk about transnational corporations is self-regulation.
A lot of people make the argument that corporations should be allowed to self-regulate. I want to turn to
Sir Evelyn de Rothschild, who is also very well known at this Institute and needs no introduction, and ask a
couple of questions. One relates to self-regulation and the other relates to the concept of “strategic ethics.”
Should transnational corporations be allowed to self-regulate when it comes to rules and standards? How
effective is self-regulation? I would also like you to consider the concept of “strategic ethics,” which basically
relates to the notion that socially responsible operating behavior by companies results in good business. If
that is the case, is it enough on its own to legitimize corporate social responsibility?
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Evelyn de Rothschild: Thank you. I think we could be here until sunset on that question.
Stelios Vasilakis:

A couple of hours, I think.

Evelyn de Rothschild: It’s a huge, huge problem. I think the most important thing, which you were
touching on, is the whole question of confidence and whether confidence exists. J.P.
Morgan made a speech in 1932, when he said, “If you are a good banker, you have to
behave toward your customer in a measured way and look after them correctly and
ethically.” That was a different world in the 1930s, whatever you may think that has
happened since.
Of course, there have been endless books written about the problems that have faced the banking industry
and the financial world and the question of how you contain the principles of confidence for the customer. I
am sure everyone in this room probably has bank accounts, and maybe some of you have lost confidence in
the banks you are dealing with or not.
The result, though, is that one has to look back at what has happened in relation to the movement of banks
and the financial world from, if you like, being locally involved, whether it was in the United States, locally
in the United Kingdom, France, or Europe throughout. I think globality was the biggest change that took
place, when people moved across from one country to another and perhaps thought that the regulation in
one country would be adequate to cover them in the other country. And they have pretended, if I can use that
word, that self-regulation existed, and that it was all right. But of course we all know that it was not all right.
In a very short space of time, we saw the differentials.
The other thing that happened—and of course some people’s memories are good on this and some aren’t—
commercial banks basically were making a return of above 11 or 12 percent on their capital, and investment
and banks were making 20 or 25 or more percent. And there was a self-involved jealousy effect, if I can use
that expression, of why should those fellows across the road be making all the money, and we are struggling
just lending money to boring things, when they go out and do exciting operations in taking over companies
and being investment bankers.
The regulators, I don’t think, understood it when you look back 40 years. It was probably in the late ‘70s
when this started to change, certainly in the United Kingdom, and it moved very much faster than people
realized.
The other point, which I think is terribly important, and I bring you up to date today, is that if you are a
regulator—and I have to be careful because I’m sure there are some in this room—you certainly have got
to know what you are regulating. In the case of the United Kingdom, again the FSA [Financial Services
Authority] was a failure. It did not regulate the banks correctly. One of the reasons why it did not regulate
them is because the question of money comes into it. Money comes into the question I’ll talk about in a little
while, the question of ethics.
But in the case of regulators, you have to pay people to regulate people who are paid 50 times more than
the regulator. Now, we all know what that means. I’ll give you a parallel, and you may think it’s funny.
Many, many years ago in soccer, which is played in England and played partly here, all the soccer teams were
refereed by amateurs. They weren’t paid anything. And then they suddenly realized that the soccer players
were earning up to £100,000 a week for kicking a football, and they realized that maybe the referee should
be paid too. They started paying them a decent fee because they realized that the soccer players couldn’t care
less what the referee said to them when they kicked the ball the wrong way or knocked someone over.
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If you take the same example in banking and the financial world, this is what happened. Today, I still think—
and I put a proposition forward the other day and I still believe it—that all banks should, by a percentage
system of working it out, put money into a pool, which the regulating system or the central regulator would
be able to indulge in hiring people with a decent salary to do the regulation. That’s a very important factor,
which I think caused a lot of problems, and we saw that.
And then you get to the question of ethics. Well, the question of ethics goes back in history. It’s not for me to
say, but imagine people are brought up in a disciplined family with tradition. They think and they reflect and
at the same time, they take on a job, whether it is in the financial field or in the industrial field, or wherever
field they’re going into, and they see the opportunity of working for the company in the best sense of the
word. But at the same time, someone might see the opportunity of making more money if they worked
outside and did other things.
And the money factor gets more and more important. And we’ve seen that again, too, with the traders on the
floors. The traders were much more interested in making money. They were rather like footballers, because
they used to be moved across from one company to another. If another fellow made $50,000 this week, and
the fellow came up to you and said, “Look, if you come to me, we’ll make $100,000 next week,” they moved
across.
Now, is that ethically right? No, but it has happened. And I’m not here to talk about certain companies. But
there are two recent examples of the same sort of thing: one is UBS and the other is Wegelin, both Swiss
banks that inveigled on the point of convincing US citizens that if they opened accounts with the banks,
they would not have to pay US tax. It is public knowledge, and they have all been held up. And one of the
banks, Wegelin, which is probably one of the oldest small banks in Switzerland, is closing down. You had the
same situation in the United Kingdom, where we had operations of some of our banks. I’d be careful to say,
with Adam [Posen] here—who probably followed it more closely than I did—where they were offering money
for people to do things that they shouldn’t.
And how do you stop it? Do you stop it by private regulating, which is what you suggested, and maybe we
should discuss? No, you have to have central, proper regulation done by a combination of the government
of the country and the central bank. The two have got to work together.
Another example I’d give you, where it’s failed in my opinion—and many years ago I suggested something
should be done—I think hedge funds are an absolute disgrace to modern finance. They have never done
anything for the community. They have only done it for themselves, indulging, making a lot of money. And
hedge funds should have been licensed.
What is the difference between a hedge fund and a man brokering in the corner of his office in a bank?
Personally, I don’t see any difference. Even the bookies on the race track are licensed. To my opinion, the
hedge fund is not much better than the bookie on the race track.
But all these things come down to the fact of whether you are bought up with the standard of understanding
what your discipline is in life. The highest, highest form of ethics in the world, without a doubt, is medicine.
Doctors are probably the best example of really good ethical behavior, and they are licensed. And if anything
goes wrong, we know what happens. Bankers are not the highest form of behavior, and I’m not saying that
I’m against banking. But I believe that they have to be taught and I have to be careful what I say.
But the other thing, if I may—and then I’ll shut up in relation to this country—you have a much bigger
problem. It is to do with ethics, but of a different sort. You have trespassed into the electoral system by
allowing people to pay billions of dollars to become president of the United States or to become elected
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to your Congress. We have very, very strict rules. I think that is, for the younger generation and future
generations, one of the most dangerous things that’s happened to America. I would say maybe 80 percent
of the people are honest. But you only need to have that huge sum of money being spread around to gain
political advantage being used unethically. And I am very sad to think, because we love this country and we
know what a great country it is, that no one stands up to change this or to control it.
Many, many years ago, I went to Washington with a very important American industrialist with a plan and
put it forward saying, “Why don’t you just look at what we do in England?” And they just threw it out of the
window. They weren’t interested. But I think that, if you don’t set an example on ethics at the top, how do
you expect people at the bottom to behave correctly?
Stelios Vasilakis:

Thank you. I want to come back to a different issue that relates to the Niarchos
Foundation as a nonprofit organization. I would like to encourage all four of you to
comment on this issue. It is clear now that transnational corporations exceedingly
find themselves operating in very unstable environments, whether they are political,
social or economic environments, whatever the case may be. One of the outcomes
of operating in such an unstable environment is that safety regulations—especially
when it comes to labor laws and the environment the way we understand them in
this country—simply do not exist, or they exist and they are completely inadequate
and degraded.

One approach is to ask corporations, in this instance, to self-regulate and make sure that they apply the
highest standards possible. A different approach is one where you exceedingly ask them to get involved with
government—because they have the power to influence policy—to get involved at a different level and make
sure that all the proper laws and regulations do take effect.
We as a Foundation have to face a similar situation in Greece. We do a lot of philanthropic work there.
We have just announced a €100 million initiative to support people suffering from the crisis. Because the
government is not functioning properly and the social welfare state is in complete retreat, we have been
asked exceedingly to influence policy, to make sure that things change and the right decisions are made.
We firmly believe that we cannot replace the government. We cannot replace the state. Where we make
sure that all the right steps are made when it comes to supporting NGOs, we firmly avoid getting involved
with policy decisions. A lot of people think that this is an ethical question, that the Foundation has an
opportunity now to influence certain decisions. And I believe that that applies to a lot of transnational
corporations today as well. And I would like to raise this issue and ask: is it ethical to just self-regulate or is
it ethical to take the right action and decision and make sure that the proper steps are taken? That’s open
to all four of you.
Charles Sabel:

Let me venture to answer the question you raise, which goes back to the question
posed to this panel: is regulation best done by public or private actors? I think that’s
simply the wrong question when the fundamental problem is that nobody knows
the right thing to do. If we think someone might know the right thing to do, we
can argue about who that government agency, firm or NGO is. If no one knows the
right thing to do, then we have to organize a joint investigation. This would be true
even if Sir Evelyn was not quite right in pointing to the moral limits of highly paid
professionals. Under conditions of high uncertainty, local knowledge is necessary
but not sufficient to finding solutions.
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Put another way, the central problem for governance or regulation today is organizing collaborative problemsolving that combines local and pooled knowledge. This is certainly not just a problem related to labor
standards. I think that the case you raise of government collapse, this would be the dream of certain NGOs
and foundations—finally somebody has the courage to ask us to come and impose what we know to be right.
And I think the worst thing they could do is accept such an invitation—and so should the rest of us, if anyone
is foolish enough to extend one.
George David:

Stelios, I heard two questions there. First of all, what about self-regulation by
TNCs, as you call them, or multinationals? And second, what about going beyond
self-regulation to get involved with governments to cause performance by others? I
have, I think, crisp answers on both.

The second one first. And the answer is no. The charter of public companies, for-profit entities, is to conduct
their affairs consistent with law and regulations in the societies in which they operate. They may choose to
set higher internal standards. That’s all OK, and they could do that. That is a voluntary matter. But they
should never be drawn into trying to replace the role of governments. Governments do what governments
do and NGOs do what NGOs do, and that’s enough.
Second, the issue of self-regulation. I believe very strongly in that. It does not mean self-regulation replaces
external regulation or external standards. To the contrary, it means that it reinforces and extends, by which I
mean that you start from a fundamental proposition. You will comply with law and regulations wherever you
do business. I’ve relied for years on the fundamental rule that we will comply with the higher of local or US
standards, whichever is higher, and that we will audit, inspect and require performance to those standards.
And if you do all that, you actually get some remarkably good results.
So to me again, the short answer is, you can’t get TNCs involved in the affairs of governments, and you need
to rely upon self-regulation, but inside the framework of laws and regulations and standards set by others.
Kimberly Ann Elliott: Let me just add a little bit more on that in the context of labor standards and
environment as well. In the case of labor standards, there is the International Labor
Organization, and there are lots of multi-stakeholder kinds of initiatives. I would
agree with George. I think that a foreign corporation getting engaged in politics in
a country would not be viewed as legitimate, even if they are doing the best thing in
the world for everybody involved.
It is just a very difficult situation. Assuming that it is a democracy in the country where you are operating,
it is potentially a problem for the government and clearly a problem for the company. I think that doesn’t
necessarily say that there is nothing to be done at all. I would say, look for a multi-stakeholder initiative,
something that brings in lots of different parties. It is sort of going to what Charles was saying: try and
organize that conversation around what we want to do, and how we best get there collectively.
Evelyn de Rothschild: I can only speak in relation to two experiences in my life. One is being a director
in one of the world’s most important mining companies, where obviously you
worked with government and private sectors. So it was a combination of public
and private. You had your self-regulation of the mining world, hard rock and
safety requirements and all the necessary need for mining in one sort or another,
whether it was offshore or on land. And also, you had to pay attention to the local
government regulation. So it was a sort of multi-attitude which had to be taken.
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The other one which, more recently, I was involved in was building a new town in England between London
and Birmingham. Now it houses 300,000 people, and we built 4,500 houses every year. And there, you had
the planning rules and regulations which were laid down by the government. But then individually you
were responsible for being a self-regulator to make sure that everything was carried out according to what
you knew. And you could not deviate away from it. As far as I know, we did not trespass into areas which we
shouldn’t have trespassed into, and we were very careful to watch over it.
I think it’s very hard to say that you can be a self-regulator without being combined with the government of
the day or the country in which you were involved. Obviously, there are some countries in the world where
there isn’t good regulation, say, and you have to be much more dependent on yourself to make sure of things
like safety, fire precautions, all the necessary insurance liabilities. But once that is done, hopefully you will
have a success story at the end of the day.
Stelios Vasilakis:

In the first session today, the gentleman from The Nation [magazine] raised the issue
of not enough being done in this country in relation to the fire at the garment
factory in Bangladesh. Charles Sabel has been working for years in what he calls
“experientialism in transnational governance.” He can explain that concept to
people who want to know more about it after the session.

But for transnational corporations to have access to local markets, to US or European Union markets, one
issue is whether they have to follow public health and safety laws and laws that protect the environment at a
transnational level. If you are found negligent in Bangladesh, should you have access to local markets here?
That’s again open to each one of you.
Charles Sabel:

Again, let me say something. This is not speculation. With regard to the
environment, the current WTO [World Trade Organization] law has clarified very
recently—something all of you are following closely—the US-Tuna II decision of
June of last year.

The process/product distinction has broken down. When the WTO was created, the idea was regulating
exchange of goods and features of goods. You could exclude goods that harmed your citizens by virtue of
the features of the good itself. You could not exclude a good because the process by which it was produced
harmed the environment, or harmed people in the country who produced it. Hence the distinction between
product and process.
That distinction has broken down in a long series of cases. It is now completely acceptable in WTO law for
countries to impose environmental restrictions on the way tuna is harvested to protect dolphins, or the way
shrimp is harvested to protect sea turtles. Goods can be excluded if they do not meet international standards
for the relevant environmental protection, providing those standards are made in an open and transparent
way.
The question is: will this environmental “process” exception to the WTO rule of fostering least-traderestrictive measures be extended to labor? The issue is not: will the WTO reject all restrictions on the way
products are made if the products themselves do not create hazards? The question is, what features of the
way they are made will be subject to WTO regulation? And there, labor is much harder than the environment.
There is no doubt about that.
Let me also address a couple of points about the reorganization of production. Kim [Elliott] was nice and
said I was being “visionary” in my idea of a shift in production models. Visionary is the polite word for crazy,
idealist crank. I don’t think so. Any careful reader of David Marsh’s excellent reports in the Financial Times
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will see supply chains are going in the direction of this reintegration. George has made a big point, and
correctly, saying that when production is vertically integrated, there is reliable control. But we have been
through a period where production was very dramatically disintegrated.
We are now moving back, not to vertical integration again, but to more intimate forms of coordination.
As that happens, corporations will be held more liable for the labor performance. Whether or how that is
regulated and becomes acceptable as a basis for discrimination of goods under the WTO is an entirely open
question, but not an entirely speculative one.
Evelyn de Rothschild: I think the biggest advancement that’s been made in my lifetime—and I am sure all
of you would agree—is food. When it was bought when one was young, there was
nothing on the package of food that said what was inside the package. The WTO
has played a big part in defining very carefully: are they peanuts or hazelnuts or
whatever the nuts are in the packing? And where they come from, and what is their
life, and how long they last. And I think that is a big step forward.
The area which maybe we are not here to discuss, but I think on the environment, the biggest worry today
on the environment is not to do with the human side but is the animal side in wildlife in Africa. If you look
at what is going on there, where there are no controls in some of those countries, where elephants are being
killed, tusks are being illegally cut up and shipped out, and all the material is taken out of animals and sold.
Japanese like to, I don’t know, eat the milk from a rhino or whatever they do, I mean it is quite extraordinary
what is going on. And it’s very, very dangerous.
That sets an example which worries, because if it can happen in a country, how does the rest of the country
control what it calls its essential harvesting, its essential goods? That is, I think, the next big step in
environmental problems, as well as obviously the rain forest and all the rest of it. But you have got to link the
environment to the natural habitat, because the two do come together in the sense of intellectually making
people aware of discipline. They have gotten away with an awful lot of undesirable activity. I think that is a
subject worth registering, even if it isn’t a priority of the WTO.
George David:

Stelios, I might just take a moment and introduce an additional theme, which I
think is rarely talked about in topics or conversations like this: the idea that we
are not necessarily a system in tension or in opposition. A lot of the words we have
heard today from three panels so far, and likely the fourth as well, is that we have
opposing interests. When somebody wins, somebody loses. I think that is true in
large parts of life. Then again, it is not true in other large parts of life. I want to
throw a couple of examples out here by way of reinforcing the idea that compliance
and responsible corporate behavior that minimize the impact on an environment,
maximizes employee welfare, and things like this, are actually good for profitability.
If you like, it is goodness times two. It is good for the environment and others and
it is good for the bottom line.

I am going to give you two very quick examples. One is the energy consumption by this big multinational,
United Technologies Corporation. It is a $60 billion company with 200,000 employees. It is three times
larger now than it was 15 years ago, and the energy consumption is 30 percent less—three times larger and
energy consumption in kilowatts and BTUs is 30 percent less, and so is carbon footprint. By the way, energy
costs money, so that is goodness times two. It is less environmental impact materially, and it is less expense
as well.
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Other things—water consumption is down by half. A third is lost workday incidence. A safe place to work is
an absolutely fundamental requirement. People need to come to work every day with the expectation that
there is an uncompromising standard of a safe place to work. In our case, the lost workday incidence rate in
the United States is down from just under three, per hundred, per year in the early 1990s to today at threetenths, per hundred, per year. That drop is in the range of 85 or 90 percent. And we need to note on the
profitability side that lost workday incidence cases in the United States cost $30,000 per case.
And so if you get rid of the lost workday cases, you make a safe place to work, and you clearly recover the
expenditures to make a safer place to work from the fact that you don’t have the injuries in the first place. I
just want to make a strong, unqualified statement that we are not a system in tension or opposition. If you
look for goodness, goodness will often pay for itself.
Stelios Vasilakis:

We now open it to the floor.

Lynn Forester de Rothschild: Thank you. I wanted to go a little bit further into the discussion that
you started with. You started with ethics and then you went into corporate social
responsibility. I really don’t think that those two things are equivalent. I distinctly
remember a conversation with a spouse of a leading person in one of the LIBOR
[London Interbank Offered Rate] scandal banks, saying: “We are being attacked for
this, but nobody recognizes that we give £30 million to charity.” So they really don’t
replace each other.
But I think it gets a little more complicated. Another British scandal which I would like your view on: the
British are very upset that, in particular, Starbucks, Google, and Amazon have made millions of pounds
of profit in the UK and have in some cases paid a few hundred thousands, I mean tens of millions, a few
hundred thousand million dollars in taxes. And of course, it was all perfectly legal and it goes back to
Professor [Thomas] Pogge’s point about transfer pricing, which is totally legal. Perhaps paying taxes is really
corporate social responsibility. You can so easily decide your tax rate as a multinational that you decide what
you owe a country and you make an ethical decision about that.
George David:

OK, I’ll jump into that frying pan easily, Lynn. Of course, it’s my familiar theme.
Compliance with law is fundamental. Secondly, if there is a problem with tax
regulation and tax collections in a society, I’d represent that two sides are potentially
responsible. That is, you may have the offender, or you may have the person that
understood the tax code, and then you have the people that wrote the tax code and
the people that enforce the tax code.

The answer is, yes, people should pay taxes. But they should not pay taxes as a voluntary act. They should
pay taxes in consequence of compliance with law and regulation. And it’s two parties. It’s the regulator
or the statute or tax code writer. Also, by the way, I’d like to rebut, I heard it a couple of times today, that
transfer pricing is somehow an unregulated space into which people can take a long dive and have a great
outcome. The answer is: categorically not. Transfer pricing is very strictly regulated, reviewed, supervised and
inspected by competent tax authorities all over the world. And there are rules and procedures by which you
actually do transfer pricing. And it is subject to extensive audit and review and sanction.
Lynn Forester de Rothschild: What is happening for Starbucks [inaudible] paying no tax and taking out
so much money from people?
George David:

I think we need to refer to the specifics of that instance. That is, are they paying no
tax? And if not, why not? Then I think somebody may wish to speak to the Inland
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Revenue, I think you call it, or to the Parliament about their statutes and regulations
and enforcement. I don’t think we should, you can’t expect corporations to adopt
voluntary standards in excess of applicable law. You cannot do that. That is simply
a diversion.
Big companies are not charities. Big companies exist to foster innovation, to employ people, to supply
products, to achieve ever higher standards of product safety, product reliability, to advance the frontiers
of civilization. That’s what they do, but they do it inside a framework that is established, written, codified,
confirmed and enforced by others. You asked for a direct answer, pardon me for being quite direct.
Kimberly Ann Elliott: Just a quick addition to that. This is what we see again and again in labor standards.
It is a collective action problem. Some governments feel like they have a competitive
problem if they raise labor standards. I agree with George that a lot of times good
labor standards are pro-productivity. It would actually be in their interest. But
in the short run, there’s the fear, “Well, we might lose this or that export sale.”
Same thing with corporations, where I think it is the fear that, “Oh, if we are not
maximizing profits, our share price is going to go down.” It is just very difficult for
corporations individually to act, and sometimes governments individually to act.
So I think we need to find ways to get around that collective action problem.
George David:

By the way, Lynn, if Inland Revenue did not tax Starbucks and Amazon, I am
confident the United States government did. You can’t escape.

Unidentified Speaker: When corporations use their bottom line to buy the rules from government that
they want, how is that different from self-regulation?
George David:

If I understood the question, I think I heard a presumption of an answer. The
presumption was that corporations buy governments? Well, I’d like to reject that
flatly. Corporations don’t buy governments.

Unidentified Speaker: Is there any other answer?
Unidentified Speaker: I think you lobby governments on regulations.
George David:

Yes.

Unidentified Speaker: That’s the question.
George David:

Lobbying is different from buying.

Unidentified Speaker: That they lobby on to their own regulations. They are lobbying on the regulations
that are going to regulate them. Is that ethical?
George David:

I’d rather not get drawn into my own viewpoints about lobbying. I am distinctly
outside corporate America on it. I oppose lobbying. I am strongly in favor of public
campaign finance and strongly oppose special interests.

Stelios Vasilakis:

I think this was raised when we asked the question of whether or not corporations
that have the ability to influence policy, should do it or not. I think the answer here
on the panel was not, if I remember correctly. Maybe it was phrased in a different
way. But I think that was essentially the question that was asked before by me and
I think the answer was not. One more question please.
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Unidentified Speaker: I would like to follow up on the woman who preceded me. We may say that lobbyists
do not bribe, and we can talk about the fiction of the lack of influence of money
and so on. That is a fiction, as we know in Washington. Politicians are human
beings, and as we saw, the last “fiscal cliff ” bill, which had only the most basic issues
included, had a lot of little cherries for specific industries.
I did want to go back to what Mr. David was talking about in terms of corporations’ responsibility to their
shareholders. I think there is a tension between short-term and long-term benefits to shareholders. If you
think of the financial sector, the error is on the extraordinarily short term.
I also would like to distinguish, based on the prior intervention, the difference between tax avoidance and tax
evasion. One is technically illegal and the other is because you have a very skilled accountant and attorneys
that are able to skate and do loops around the tax law, even if you did write it or helped to facilitate and
provide technical assistance on a purely advisory level.
Given this reality, what is the possibility of preventing regulatory capture, especially in the financial sector?
Charles Sabel:

Yes, of course, since I’m here to say crazy things, look. I’m going to just recall Sir
Evelyn’s plea that our democracy is in jeopardy because of the current system.
Whatever happens in individual cases, there is a feeling—I think a justified feeling—
that people are trying to buy our democracy. Just leave that aside.

As long as you have a system of laws, where the law is made once in a frantic moment, and people can lobby
in the midst of that moment and get a series of rules which, with the help of skilled advisers, can then be
further tailored to their needs, there is going to be this form of corporate self-regulation. It is despicable and
makes a mockery of democracy.
Now, I think it’s a fortunate accident of the current situation that it is increasingly hard, and seen to be
increasingly hard, to legislate once and for all in that manner. What you are seeing more and more, is the
legislators confess their ignorance and try to induce other actors—the states, or actors in civil society—to
help overcome them. The Affordable Care Act is a good example. It says, “We don’t know how to do this, and
we don’t know how to do that, and we’re going to start a pilot program.” The bill is not an elegant thing. But
it is a clear expression that even the most befuddled legislature we know cannot avoid the realization that it
is very hard to write rules that are going to be stable once and for all.
If you can’t legislate in the classic way, you need some process for ongoing rule-making and revision (beyond
that available in the very broken administrative agencies). That process involves feedback from the regulated
entities and that creates a form of transparency which was not previously there. I think the large shift in the
nature of lawmaking will be a help in this grievous problem of avoiding capture.
George David:

I’d like to just broaden the response for a moment. I think there is a presumption to
the question, and to the discussion so far. The answers have left that presumption
unchallenged, which is that businesses are the only people that lobby in Washington.
And that is simply not true. There are lobbyists from all different corners of our
society. They are all well-funded and they all have their own special interests and
include organizations as well known as the NRA [National Rifle Association] and
the NEA [National Education Association].

To extend my earlier comment, I think the way to deal with this is not to land on one of those multiple
constituencies that lobby and say, “You are bad because you lobby.” The answer is, instead, to deal with the
95

generalized problem itself, which is to get rid of special interests and to get rid of private campaign finance
and move to a more UK or European model to elect our officials. That’s the answer, and not to land on one
constituency.
Adam S. Posen:

I want to thank our panel, all of whom were forthright, clear and crisp, not just
George, although especially George and Stelios, for doing such a wonderful job of
guiding it at a higher level. We have one all-star panel to go. Michael Froman has
just joined us. We have had Dani Rodrik and Andy Moravcsik with us all day. We are
going to give you one last coffee break. The next panel will start promptly at 4:00
PM. Thank you very much.
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Trade and Worker Rights in Bangladesh: Forget
the Twig and Use the Giant Carrot
by Kimberly Ann Elliott | January 10th, 2013 | 10:54 am

The author participated in the PIIE conference on Jan. 7 on “Ethics and Globalization:
the Tradeoffs Underlying Our Policy Choices.” In Session III: “Expecting Ethical Duties
from Private Actors,” Ms. Elliott addressed the subject of this posting as a panelist.
On Jan. 8, the US Trade Representative issued a call for comments on a petition to
withdraw, suspend, or reduce Bangladesh’s benefits under the Generalized System of
Preferences (GSP) over its failure to improve labor rights. There is no question that
working conditions in Bangladesh’s garment factories are abysmal and that efforts to
organize workers to protect themselves are suppressed. Several months before the
tragic fire that killed more than 100 workers at Tazreen Fashions, a labor rights activist
was found tortured and killed. It would be tough to make a case that Bangladesh meets
the GSP eligibility condition of “taking steps to afford internationally recognized worker
rights.”
The problem with this “stick” is that it is a tiny one since Bangladesh receives virtually
no benefits under the GSP program. Clothing, the sector that most often generates the
appalling headlines, accounts for more than 90 percent of Bangladesh’s exports and is
not eligible for duty-free treatment under the GSP program. Through the first 10 months
of 2012, Bangladesh received GSP benefits on only $30 million in exports to the United
States, less than one percent of the total, while the rest were levied an average import
duty of 15 percent. (All numbers are from the US International Trade Commission’s
Trade Dataweb.) So withdrawing Bangladesh’s GSP eligibility could signal American
displeasure, but it would have little or no impact on the country’s clothing sector.
This is a case where US trade negotiators have a powerful carrot that might work better.
Three years ago, a Center for Global Development (CGD) working group criticized the
United States for being one of the few rich countries that did not provide complete, or
nearly complete, duty-free, quota-free market access for all least-developed countries
(LDCs). Although full market access is one of the elements of the global partnership
called for under the eighth Millennium Development Goal (MDG), the United States
provides such access only for eligible African exporters under the African Growth and
Opportunity Act. Today, the United States even lags some of the large emerging powers
that launched programs of their own that are more generous than what the United
States provides, particularly for 14 poor Asian exporters, including Bangladesh.
Duty-free, quota-free access remains politically difficult in the United States for reasons
I discussed here. While our working group argued that the feared costs of extending
market access to all LDCs were exaggerated, our recommendations have thus far fallen
on deaf ears. But what if that access could be used to leverage better lives for millions
of poor young women in Bangladesh’s garment factories? Along with the ever-nearer

2015 deadline for implementing the MDGs, this is just one more reason that the Obama
administration and Congress should move on duty-free, quota-free market access for all
LDCs.
Kimberly Ann Elliott, visiting fellow at the Peterson Institute, is a senior fellow at the
Center for Global Development. This posting also appeared on the CGD blog, Views
from the Center.
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Steven R. Weisman:

Thank you for staying throughout the day to this last panel on Ethics and
Globalization. This session will no doubt recapitulate points made in the earlier
panels, with emphasis on “Governance and Local Accountability.” Those words
may be off-putting for some, but they get to issues raised throughout the day
about solidarity, loyalty, cosmopolitanism—what loyalty we owe, and obligations
we have, to different levels of authority in society. Are we citizens of the world? Are
we citizens of nations? What do we owe to each other?

Congressman Barney Frank’s presentation earlier referred to the difficulties of sustaining support for
international governance institutions—in particular, the Big Three: the IMF [International Monetary Fund],
the World Bank, and the WTO [World Trade Organization]. It was interesting that he said that the left had
enormous skepticism, perhaps even hostility, going back to the late 1990s, during the East Asian crisis, the
Battle in Seattle, to these institutions, but they had reformed since then. Today, he said, it is conservatives
who are most critical of these institutions.
Despite what Barney Frank said, I think there remains widespread skepticism about the legitimacy, the
accountability, and the efficiency of these important institutions. We are going to encourage some debate
about that. We are also going to talk about whether this has resulted in a pause in global economic
cooperation.
A couple of the panelists have observed already that people are nervous about growing economic integration
and the legitimacy of these institutions. We have a great panel to discuss that. It will culminate with Michael
Froman, who is the practitioner at the White House, and who will bring us back down to earth after the first
three panelists talk about what should be and ought to be.
It’s a pleasure to start with Andy Moravcsik, professor of politics and director of the European Union
Program at Princeton’s Woodrow Wilson School. I’m not going to rehearse all of the bios. You have them.
Andy will talk first about the issue of the legitimacy and accountability of the institutions, and describe
his view, which I think can be summarized as one holding that they are more accountable, democratic, and
legitimate than is often perceived.
Andrew Moravcsik:

Thanks, Steve. If Mike is going to bring us back to Earth, I suppose it’s my job to get
us out to Pluto as quickly as possible. So I’m going to get going right away.
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Today there is a real concern about global governance being democratically illegitimate. These are big words.
But the bottom line is that people feel like they are giving up something precious in domestic life when they
commit to international institutions. Institutions seem to degrade peoples’ autonomy to govern themselves
in local societies. Some think this tradeoff is worth it, that we get more economic efficiency and things like
that. Others believe it’s not worth it. But almost everybody agrees that this kind of a tradeoff exists, because
global decision-making seems to be—by its very nature—distant and diffuse, out of the control of individuals
and individual nation states.
I believe that this concern about democratic legitimacy is not as well-founded as it may seem. If we think about
it more carefully, we can find ways to be critical of the places where concern and criticism are appropriate,
but also recognize the many ways in which delegation to international institutions can not only maintain
the values and ideals of democratic politics the way we practice it at home, but actually enhance them.
Global governance can be democracy-enhancing.
The starting point for understanding how global governance can be democracy-enhancing is to think about
joining an international institution or committing to global governance as very similar to a commitment
to the principles of a domestic constitution at home. Modern democracies are not plebiscitary or populist.
They are constitutional democracies. We believe, as all modern democracies believe, that committing to a
constitution enhances democracy in various ways. Constitutions provide common ideals in democratic life
that are not possible if we simply seek to maximize public participation in politics. Constitutions permit us
to achieve these common goals by pre-committing in advance to a set of underlying common norms.
Thus the proper questions to ask about global governance are the same questions we ask about our own
Constitution: Why do we accept it? What do we look for in it? What constitutes a democratically legitimate
Constitution? And when does a Constitution pre-commitment become a problem?
Today I will focus on just two broad ways in which a constitutional commitment to global governance
can enhance domestic democracy, increasing the ability of citizens to engage in meaningful self-rule and
expanding accountability and control over our own lives.
The first of these ways to enhance democracy has been discussed more today in previous panels, so I’ll touch
on it relatively briefly. Engaging in global governance, like committing to our Constitution, expands the
set of possible policy outcomes. On the surface, this seems a purely pragmatic consideration. Citizens can
achieve greater economic welfare or control over certain regulatory outcomes—regulate banks, fight disease,
combat terrorism, whatever it is—by cooperating within international organizations. Yet we can also think
about this type of commitment as an expansion of democratic legitimacy or choice.
International cooperation is not just an increase in policy effectiveness for which citizens surrender some
sort of demographic control to some gnomes in Brussels or Geneva. Rather they are exercising one of the
fundamental democratic rights of a people, namely the collective right to contract multilaterally and to
expand the scope of the group. This was the right that the American Founding Fathers and the citizens of
individual states invoked 225 years ago when they created a Constitution amongst the states of the United
States to secure certain advantages—creating a larger space and a larger collectivity.
In establishing global governance, democratic citizens engage in a reciprocal transaction. The citizens of
each country give up some discretion over domestic laws in exchange for other people in other countries
giving up discretion over decisions that affect you. Trade is an obvious example where citizens surrender
a measure of control over protection of import-competing industries in order to gain, most importantly,
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access for exporters to foreign markets by restricting the discretionary actions of foreign countries that we
would not otherwise have access to.
Presumptively, the result is a net increase in democratic control over individual lives of a ruling majority of
citizens in each member state, since one wonders why else countries would agree to it in the first place. We
should assume that since most international organizations are unanimously agreed to, the result is a net
gain in democratic control—unless there are domestic or international power asymmetries so grave as to
render the choice illegitimate.
As Barney Frank pointed out, we can expand this to other kinds of advantages, including the expansion of
democracy itself. International institutions have become one of the great carriers of democracy promotion.
They empower people in foreign countries and even in the United States, formally and informally, to consider
options for democratic participation that they did not previously possess. This isn’t just formal democracy
promotion, but also informal democracy promotion, as when an international legal norm like a ban on
the death penalty applied to minors alters the range, for example, of legitimate judicial norms that a court
considers in the United States.
So this is the first form of democracy enhancement: reciprocal exchanges of control over sovereignty. And
every sovereign people has a democratic right to negotiate them.
A second way in which global governance, by analogy to a constitution, might be thought of as democracyenhancing, is by promoting necessary democratic goals other than pure responsiveness to immediate
popular will. Recall that in designing a democratic polity, we don’t simply seek to maximize participation
or responsiveness to majority opinion as reflected in elections, referenda, polls, or even legislative debates.
Indeed, we believe it would be both imprudent and unethical to do this—because we seek to achieve at least
three other goals on which most modern societies agree. They are the protection of individual and minority
rights, suppressing special interest “factions”, and providing for more informed decision-making. Properly
designed, constitutions—and thus global governance—can enhance domestic democracy by helping to
realize these ideals.
The first is the guarantee of human and minority rights. Constitutions assure a minimum standard of equal
treatment for individuals and groups beneath which we will not go—even, indeed especially, when majorities
would do otherwise. Constitutions make such rights majority-proof.
International institutions are actually quite good at backstopping domestic efforts to promote human
rights, including the right to domestic governance. Not by chance, international institutions have specialized
in human rights. If you read the conservative press, you may read about people in the UK being upset at
regulation by EU regulators or by European human rights institutions over how they handle the rights
of asylum, due process, or equal protection. Such external intervention is often termed “undemocratic.”
But that is because, in all modern societies, such disputes are handled by non-democratic means. British
democracy is improved by such oversight, just as American democracy is improved—on a good day—by
constitutional oversight for human rights.
The second democratic goal that global governance institutions, by analogy to constitutions, can promote
is to combat powerful special interests that tend to capture open participatory processes. The framers of
the US Constitution called these special interests, “factions.” They thought the advantage of the larger US
jurisdiction was that it helped citizens overcome special interests that tended to capture local jurisdictions.
The obvious parallel in global governance is to trade, where we seek to create a larger realm in which we can
overcome protectionist interests, in part by insulating decision-makers from them and in part by crafting a
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deal which is larger than just the interest of the single member state’s constituency. Of course one cannot
and should not insulate trade interests indefinitely, and it is just that the global trade liberalization process
has slowed over the decades as the benefits to marginal increases in liberalization have decreased and other
cross-cutting public concerns have come into play.
The third democratic goal that global governance institutions, by analogy to constitutions, can promote
is more informed competent and deliberative decision-making. In designing the US Constitution, the
Founding Fathers did not believe that all citizens would necessarily care or know, or would be expert or
informed enough about all decisions, to be able to make them competently. This is obvious in the case of
issues such as complex legal adjudication or medical approvals, but it applies to many other issues about
which the public is apathetic. By expanding the jurisdiction or expanding the players, we can sometimes
improve the handling of such issues by bringing in more interested or informed parties. This is an argument
that I think my colleague, Chuck Sabel, made quite brilliantly in the previous panel with regards to the way
that the European Union makes regulation.
Now all this about the ways in which global governance can enhance domestic democracy by expanding the
scope of the polity, or by improving human rights, suppressing factions, and improving informed decisionmaking, may seem very abstract. But it has everyday relevance. It permits us to talk about policy issues in a
“critical” way—that is, in a way that distinguishes “good” from “bad” multilateralism—that is, multilateralism
that enhances domestic democracy and multilateralism that degrades it. Here are two quick rules of thumb.
One good rule of thumb is that we should consider international institutions to be presumptively democratic
if and only if they preserve at least as much direct popular control as functionally similar domestic
institutions do—unless there are offsetting gains in terms of human rights, combating professional interest,
or more competent and informed decision-making.
Most international institutions are surprisingly open to a welter of different influences. They tend to be
consensual, super majoritarian, full of different nooks and crannies. It takes them a very long time to
make decisions. Take the European Union. Despite its reputation for being distant and insulated, in most
decisions, almost every type of politician—directly elected Euro-parliamentarians, national parliamentarians,
national leaders, ministers, bureaucrats, European officials, interest groups, judges, etc.—are involved in
every decision. Where such institutions in trade are not open to social forces, or where they are deliberately
insulated—such as in “fast track” negotiating authority in the United States—it is often with the deliberate
intent of freezing out special interests that would block it. One can argue whether fast track is a good thing
today, but it was essential to postwar global trade liberalization: without it, the US would be a protectionist
country to this day.
We should not go too far. This standard implies, however, that we can and should be critical of international
institutions that have the opposite effect. Consider the European Central Bank, for example. The ECB is
more independent—and, thus, more anti-inflationary—than any existing domestic central bank in Europe
or elsewhere, with no obvious democratic or technocratic justification. (We know the real reason—German
power at the time of negotiation, and a temporary but misguided ideological consensus in favor of neoliberal macroeconomics.) Today Europe has reaped what it sowed. The commitment to austerity, rigor and
anti-inflation is, as it stands, unsustainable in half of Europe. That suggests that, in fact, when international
institutions do not meet the criterion of being as democratic as what they replace, they tend not only to be
questionable from a democratic legitimacy standpoint, but unworkable as well.
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My second and final practical suggestion would be that global governance would be presumptively
democratic if and only if it incorporates standards that incorporate an explicit balance between universal
and local goals. It is surprising, as we have seen today, how much in this direction international institutions
have evolved in this direction in recent decades. The discussion started off this morning—those of you who
were here—with the kind of stylized discussion of international institutions seeking global goals and nation
states as opposing them.
Yet, as the day continues, we increasingly heard examples of the international institutions reforming
themselves to take into account, to a greater and greater extent over time, specific and varied national
differences. A good example is the WTO, which increasingly is focused precisely on drawing a balance
between the goal of free trade and the legitimate regulatory exceptions to it within the organization, not just
as a political compromise between the organization and member states. Barney Frank quoted the case of the
International Financial Institutions [IFIs].
Again, a more democratically suspect contrast to this would be the euro zone, where the institution was
constructed without such an explicit compromise within it, and which is only now struggling in a very
brittle way to try to achieve it.
Those are only two of many different ways in which global governance is very much like the constitutional
compromises we view as democratically legitimate at home. Thanks.
Steven R. Weisman:

Thank you, Andy.

Professor Dani Rodrik of Harvard, I think Adam Posen mentioned this morning that the book the Peterson
Institute published of yours—Has Globalization Gone Too Far?—remains one of the all-time bestsellers here.
Very few people have been tougher and more thoughtful, in a sympathetic way, to globalization, in discerning
its limits and problems.
Dani, I’ve heard a joke that cosmopolitans are from Venus and nationalists are from Mars. Andy said he was
from Pluto. Where are you from? Do you have the view of global institutions we’ve just heard from Andy?
Dani Rodrik:

I’m clearly in space though somewhere. I’ll figure out where I am by the end of my
comments.

But let me say that I actually agree very much with Andy’s presentation. Andy has a piece with Bob Keohane
and Steve Macedo called “Democracy-Enhancing Multilateralism”, which is one of the most insightful pieces
I’ve read on this question, much of which Andy talked about to summarize the argument in that piece.
I will build on what Andy said. I think, in fact, our conclusions are fairly parallel. It will be useful for what I
assume is mostly an economics-oriented group to make a distinction between “democracy-enhancing global
governance” versus “globalization-enhancing global governance.” Once we see that distinction, some of the
slippages between democracy and globalization that Andy mentioned at the end will be more evident.
A quick preliminary first. When talking about what democratic governments do, if we are going to say that
whatever a democratic government chooses to do by way of entering into an international agreement is
democratic by virtue of the fact that a democratic government has chosen to do it, then we might as well stop
talking. What democratic governments choose to do cannot be simply justified by the fact that they have
chosen to do it. That does not necessarily make it prima facie democratic in the deeper sense of the quality of
democracy.

103

So to be clear, when we are talking about the nature of democratic governance, we are talking about the
quality of that democratic governance. And sometimes democratic governments do things that, internally as
well as internationally, can be more or less democratic. And I think we need to understand global governance
in that same context.
Now, on to my three quick points. The first point is that most of our global economic problems actually
require better domestic governance, not better global governance. Most of our global economic failures are
on account of poor domestic governance, not on account of inadequate global governance.
Second, I want to argue that there is only partial overlap between the type of global rules or global governance
that would enhance economic globalization versus those that would enhance national democratic
governance. This is the point about the distinction between democracy-enhancing global governance versus
globalization-enhancing global governance I started out with.
Finally, a set of global rules or global governance arrangements that are specifically targeted at enhancing
democratic governance—as opposed to simply enhancing economic globalization—are as likely to expand
domestic policy space as to narrow it. When we look at what needs to be done globally from the perspective
of enhancing governance, we are no longer looking at purely restricting the space through common rules
and harmonization. We are actually potentially looking also at ways of empowering democratic governments
to do the job that they have to do.
That’s the skeleton of my arguments. I want to just very quickly pick out some of these issues.
First, I said that most of our global economic problems require better national governance, not greater
global governance. We’ve run through some of the big issues here, things like excessive trade protectionism,
agricultural subsidies, global financial crises, immigration restrictions, uneven patterns of economic
development in the world. Each one of these things and each one of these areas where failure occurs, occurs
primarily as a result of domestic policy failures, not lack of adequate international cooperation or the
absence of appropriate global rules.
We tend to think about the world economy as a global public good. Too often we make an analogy with
something like climate change, with the argument that, if not everybody does what is good for the world as
a whole, then we’re all collectively going to suffer. The world economy is not like that. Because in all of these
areas I just checked, what is good globally is actually good nationally. When we make the argument for free
trade, we do not make it on the basis that countries ought to pursue free trade policies because it is good for
the rest of the world. We say it is good for each country, for its own national interest, to pursue those.
When we say, in the case of agricultural subsidies, that they are outrageous, the cost of these agricultural
subsidies are borne disproportionately by domestic consumers and taxpayers, not the rest of the world. If
we have had a succession of global financial crises, it is not because countries have wanted to export their
financial problems. It is because they have not pursued adequate models of financial regulation domestically.
And therefore, they have borne the cost of those crises first and foremost at home. With respect even to
immigration restrictions, of course that would have big effects on the rest of the world as well. But again,
the basic economic logic is that relaxing immigration restrictions or relaxing rules on labor flows is good for
each country in and of itself, in terms of its own economic logic.
So if we are experiencing global failures in these areas, the first-order culprit isn’t really because we don’t
have the appropriate global rules. It is because we are either, from a strictly economic perspective, not doing
the right thing at home, or there are alternative non-economic objectives—other things that are entering into

104

the democratic or other governance mechanisms at home that suggest that we are reaching other kinds of
solutions.
Now, of course, there are exceptions. For example, in trade, the example of using trade policy for terms-oftrade purposes—using trade to extract terms-of-trade monopoly rents from other countries—that is precisely
the reason why you have a rationale for something like a GATT [General Agreement on Tariffs and Trade]
system or a WTO system. You are using a policy that is explicitly beggar-thy-neighbor. But in fact, for most
of these—including trade policy—I would be hard-pressed to make the case that trade policy is being driven
by beggar-thy-neighbor, as opposed to domestic goals.
So that’s really the first problem. If we are looking at it from an economic perspective, our failures are
domestic, to the extent that there are, in fact, failures. We don’t know, because the broader social or political
calculus might suggest that some of these policies might be desirable domestically.
Let me come to my second point. There is only partial overlap between global rules that would enhance
globalization and those that would enhance national governance. Again, here the distinction is between
what Andy and his coauthors call democracy-enhancing multilateralism—or what we might call in this
context democracy-enhancing global governance—and globalization-enhancing global governance.
Think for a second about what hyperglobalization would require. I think Arvind [Subramanian] mentioned
the notion of hyper-globalization. Think about a world of hyper-globalization that would eliminate
practically all or nearly all transactions costs associated with national borders. What does that require for
the conduct of domestic policy? What kind of restrictions would that actually require?
Well, full globalization in that sense, in that sense of hyper-globalization, would of course require
governments to forswear the imposition of any transaction costs at the border. It would require them to
fully harmonize their regulations with those of other countries so that these jurisdictional discontinuities
do not exert additional transactions costs. And finally, it would require governments to irrevocably commit,
not to deviate, from only those rules. Because any lack of irrevocable commitment would create uncertainty,
and, therefore, transaction costs that block trade.
Now, the question is, to what extent in fact a hyper-globalization of that kind is compatible with a democratic
governance? And my argument would be that in fact it would not be, given the extreme narrowness of the
democratic decision space that that model of hyper-globalization would require. Now, it is absolutely right,
as Andy stressed, that democracies delegate. They undertake commitments. But not all delegations are
democratic.
And in the domestic sphere, we know that delegation occurs under very limited conditions. Often the chain
of delegation can get too long and create democratically unhealthy results. Just like in the previous panel,
we were talking about how the supply chain getting too long can endanger the health of workers and safety
of products and I think the chain of democratic delegation can be too extended as well from the perspective
of democratic health.
Let me contrast, for analytical purposes, two kinds of commitments or delegations, one of which is
unambiguously good from a democratic standpoint and the other that is not so. The standard form of
democratic delegation that is good is when you delegate to avert a time consistency problem. For instance,
think about two political parties. Both of them suffer from high inflation. And they would rather commit
to an independent central bank and delegate power to an autonomous body to set monetary policy. Both of
them end up being better off. The democratically elected executive is reducing his or her ability to act. But as
Andy said, the quality of democratic performance is improving as a result of that commitment.
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But here’s another model of commitment where in fact one party in power commits to a set of global rules
so as to effectively disempower the party that is not in power. In other words, it is using commitment as
a way of redistribution. This does not actually have the kind of democratic qualities that the first kind of
commitment has. If you are undertaking commitments, whether domestic or international, to counteract
time inconsistency, that is one thing. If you are undertaking them to cement redistributive policies, I think
that is another thing altogether. And from the quality of democratic governance perspective, that, to me,
looks much less acceptable.
In fact, we have a lot of examples. Andy mentioned how, through delegation, we can in principle offset
factions. We can protect minority rights. We can enhance the quality of democratic deliberation. Of course,
we can find in each one of these instances examples that go exactly the opposite way as well. The TRIPs
[Trade Related Aspects of Intellectual Property Rights] example has been mentioned often, where in fact an
international agreement has been used essentially to empower a faction rather than restrict a faction. We can
talk about the inadequacy of Basel [banking regulation] standards, where the standards have been essentially
captured by financial interests—not necessarily in a way that would restrain a faction, but empower it and
so on.
So let me get to my final point. Having said that democracy-enhancing global governance and economic
globalization-enhancing global governance aren’t the same, my final point is that a set of global rules or a
global governance architecture that asks the question, not how do we maximize economic globalization,
but how do we enhance governance, whether democratic or not. Such an architecture is as likely to expand
domestic policy space for governments as to narrow it.
Why do we need the expansion of domestic policy space? Well, we need it because democratic governance has
important functions. Barney Frank talked about them. It came out in a lot of the earlier panels. I think the
main challenges for advanced countries are to recreate the kind of social bargains that have frayed. That’s
going to require a provision of social insurance. It’s going to require a combination of tax policies and
labor rules, which require somewhat greater room for policy maneuver than what hyperglobalization, either
presently or going forward, would impose.
Similarly, developing countries require an ability to restructure their economies in order to grow and in fact
leverage their economies to take advantage of economic globalization. Call it industrial policy or whatever.
Clearly for the kinds of policies that East Asian countries and China have used to such good effect, once
again—a narrowing of the policy space would preclude many of the kinds of policies that East Asian countries
and China have used to very good effect.
Governance-enhancing multilateral would do what its name says, which is to improve the capacity of national
democracies to generate the policy outcomes that are consistent with the preferences of the citizenry. And
here, I would say that there are differences between different types of rules. Restrictions that are placed on
the pure harmonization of policy outcomes are much more problematic and would need to pass much
higher threshold in terms of the overall efficiency gains provided, compared to global rules that operate
purely at the level of procedural norms.
So I would say that international agreements that emphasize universalizable democratic norms—such as
transparency, accountability, representativeness, evidence-based decision-making—these are OK because
they are universalizable norms. But they do not necessarily require each individual country to arrive at the
same policy conclusion at the same regulatory structures.

106

If we start looking at mechanisms of global governance from the perspective of enhancing the ability of
governments to do what they need to do, then we are going to be focusing much more on these universalizable
norms of democratic governance, much less on working on getting a common system of financial regulations
or reaching deeper into the industrial and regulatory structures of different countries. So let me just stop
here.
Steven R. Weisman:

Thank you, Dani.

Howard Rosen, my colleague and dear friend at the Peterson Institute, is, along with Stelios Vasilakis, the
godfather as it were of this whole exercise. It is an honor to turn to him to address some of the issues
that we’ve just heard. Howard has been a thoughtful proponent of introducing ethical considerations into
globalization. But Howard, we just heard Dani say that the failures elucidated today have been failures of
domestic governance more so than international governance, and that if anything, domestic governing
authorities need more space to address some of these issues. Do you agree?
Howard Rosen:

Thank you very much, Steve. And thank you also to all the others on the panel.
I want to pick up where Dani left off and speak about the fact that a lot of the
problems come from the failure at the local or national level. The question is, how
do we correct these failures? My bottom line is that I believe we need more action at
the national level bound by international commitments.

First, I want to respond to the question that Bill Galston asked this morning, which is: how are we defining
the ultimate outcome or objective? I want to make it very clear that at least for my comments, I consider
poverty reduction and equality to be measures of equity. I prefer to use the term “equity,” which I define
as economic wellbeing, as my ultimate objective. So the question is, what is the effect of globalization on
economic wellbeing—not just on equality and not just on poverty reduction, although those are all parts of
the question. I prefer a much broader definition of equity.
With that, I’m going to step back about 30 years and start with a book written in 1975, which many people in
this room will remember, by Art Okun [former chairman of the Council of Economic Advisers in the 1960s]
called, Equality and Efficiency. It was written when the United States was debating policy choices between
unemployment and inflation. In it Okun wrote,
“The contrast among American families in living standards and in material wealth reflects
a system of rewards and penalties that is intended to encourage efforts and channel it into
socially productive activity. To the extent that the system succeeds, it generates an efficient
economy. But the pursuit of efficiency necessarily creates inequalities. And hence, society faces
a tradeoff between efficiency and equality.”
He then goes on to write:
“The presence of a tradeoff between efficiency and equality does not mean that everything
that is good for one is necessarily bad for the other. Nonetheless, there are places where the
two goals confl ict, and those pose problems.”
Okun concluded his essay:
“In both equality and efficiency, if both equality and efficiency are valued and neither takes
absolute priority over the other, then in places where they confl ict, compromise ought to be
struck. And in such cases, some equality will be sacrificed for the sake of efficiency and some
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efficiency for the sake of equality. But any sacrifice of either has to be justified as a necessary
means of obtaining more of the other.”
The second citation I’d like to make is from comments Stan Fischer made at a conference on June 8, 1998,
while he was the IMF’s first deputy managing director. The conference was entitled “Economic Policy and
Equity.” In response to a question he posed to himself—why do equity considerations matter to the IMF—he
answered:
“First, as a matter of social justice, all members of society should share in the benefits of
economic growth. … Second, there is also an instrumental argument for equity. Adjustment
programs that are equitable and growth that is equitable are more likely to be sustainable.”
First, I’d like to remind you that although Art Okun wrote Equality and Efficiency immediately following the
first oil shock and a significant recession, the book came after 15 years of 4.4 percent average real economic
growth in the United States. At that time, believe it or not, although trade was a very small part of the US
economy, the United States was running a current account surplus of 1 percent of GDP.
Stan’s comments were made in 1998, a little bit closer to our time. In the United States, we had already
experienced 29 consecutive quarters of real economic growth averaging 3.5 percent and the economy would
post another 10 quarters during which real economic growth would reach 4.4 percent. Nominal world GDP
had doubled over the previous 15 years and annual growth was 3.5 percent. As we remember, though, 16
months after Stan made these comments, there were riots in the streets of Seattle during the WTO ministerial
meeting. And I would dare say that World Bank-IMF meetings have not been the same since.
I would argue that today we also gather at a very interesting time, a time that has been characterized as “no
ordinary time.” We are approaching the 70th anniversary of the Bretton Woods Conference and, despite
incredible growth and expansion in wealth, technology and reduction in poverty, probably the most in
human history, there is growing anxiety about economic wellbeing and globalization in many places around
the world—maybe not all, but in many. And it is increasingly difficult, if not impossible, to pursue further
multilateral liberalization in trade and investment.
I do not want to get into a debate over measurement, but there is evidence that the distribution of income, at
least in most industrialized countries, has deteriorated in recent years. In addition, the International Labor
Organization included charts showing the relationship between developments in wages and developments
in productivity in its recent “Global Wage Report.” I consider these charts to be a really very good indicator
of efficiency and equity—how well productivity gains are being shared with workers through wages.
I just want to highlight the experience in a few countries. In Figure 11, the chart for the developed countries,
Japan and the United States are the outliers. In addition, Germany experienced relatively high productivity
gains and low wage gains. Figure 18 shows that Thailand, India, Hong Kong, Sri Lanka, the Philippines
experienced declines in wages despite improvements in productivity gain. Figure 22 shows small wage gains
despite significant productivity gains in Nicaragua, Colombia and Panama. The United States recently
signed free trade agreements with the last 2 countries, where it appears productivity gains have not led to
wage increases. Other examples of economies in the Middle East and Africa in which efficiency gains have
not led to equity gains are presented in Figure 24 and Figure 27.
As we know, the world has not yet fully recovered from the global financial crisis and the worst economic
slowdown since the Great Depression. In the advanced economies, economic growth averaged 1.5 percent in
real terms over the last two years and the prospect is for a little more than 2 percent over the next five years.
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In the United States, although we celebrate the fact that employment increased by 150,000 in December,
which is a great achievement, even if employment continues to increase by 150,000 each month, which is
above the average over the last 30 years, it will still take two and a half years to get us back to the employment
level that we had prior to the recession. And as Danny Blanchflower mentioned earlier today, the employment
population ratio is currently 6 percentage points below what it was back in 2000.
It has been 20 years since the last successful multilateral trade negotiations were completed. In addition, I
would argue that trade policy has been balkanized by the proliferation of bilateral and regional agreements,
which may have contributed to the end of any future large scale multilateral agreements.
As my colleague, Arvind Subramanian, has pointed out, there has been a shift in the balance of economic
power reflecting the challenges that the United States and Europe are having in setting the international
economic policymaking agenda, another sign that we are coming to the end of the Bretton Woods era.
The people at the 1998 IMF conference ignored the importance of what the previous two speakers have
talked about—the importance of economic, political, and social institutions in sharing the benefits from
economic liberalization and growth with workers and their families and society in general. In fact, some of
the speakers at the conference actually railed against these institutions.
I believe that these political, economic, and social institutions play a critical role in determining the effect
and the effectiveness of economic policies. These institutions span everything from the form of government
that a nation might have, the degree to which people have a voice in that government, the nation’s education
system, the independence of its central bank and how its monetary policy is implemented, the progressivity
of its tax system, and yes, the existence and enforcement of minimum wage policies, other labor standards,
as well as labor market policies, such as an unemployment insurance system.
I believe that these economic, political, and social institutions are the glue that keeps societies together and
form the social contract that is believed to be the foundation of democratic societies. And herein lies the
problem.
The people who met at Bretton Woods almost 70 years ago came together to address a collective action
problem—the need to reduce very high barriers to the exchange of goods, services, and capital. The actions
and the organizations that they set up to deal with that problem slowly morphed into what we now call the
international economic system. But this system does not have any of these economic, political, and social
institutions at the international level to bind the system together. And as I said before, the IMF and the
WTO have actually argued against the need for these institutions, have not played any constructive role in
incorporating them into the system and have even periodically fought them being incorporated into the
system.
And so, as someone mentioned earlier today, we got the “Washington Consensus” calling for fiscal discipline,
liberation of trade and finance, and reorientation of public expenditures and tax policy, all aimed at
promoting further economic efficiency at any expense, and virtually no calls for the adoption of economic,
political, and social institutions to address equity. In my mind, this amounts to international trickle-down.
Instead of taking the lead in addressing these equity concerns, following Stan Fischer’s own admonition that
not doing so may make the system unsustainable, the multilateral organizations—including the IMF and
the WTO—have instead taken a hands-off strategy, in most cases hiding behind what they call “subsidiarity”
or national sovereignty.
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Let me take just one simple example. The other handout shows the distribution of unemployment insurance
programs around the world. We have one in the United States, and most industrialized countries have
systems. Although we tend to think the whole world has them, in fact only 78 out of 186 countries in the
world have unemployment insurance systems. And the distribution of those systems is quite troubling. The
industrialized countries have these infrastructures in place, but as we go down income levels, less countries
have unemployment insurance programs. In fact, 5 of the 19 countries in the G20 [Group of 20 leading
nations] do not have unemployment insurance systems, including India, Indonesia, Mexico, Saudi Arabia,
and Turkey.
In the United States, presidents have had to ask Congress to establish emergency unemployment insurance
programs during each of the last eight recessions dating back to the 1950s. So much for what we call the
“automatic” stabilizer. And just last week, President Obama requested that Congress renew the emergency
program for the ninth time. How many times do you have to renew something that is an emergency in order
to appreciate that there may be structural problems with the program itself?
So let me conclude. I would argue that the United States, Europe, and China should take the lead in getting
all countries—big and small, advanced and emerging—to commit to a timetable for adopting and reforming
positive adjustment measures aimed at ensuring that the efficiencies gained from economic liberalization
are better shared with all of society.
These measures might include, but not be limited to, minimum wage and other policies that ensure that
wage increases are more linked to productivity gains, (I note parenthetically that the United States is guilty in
this regard also), unemployment insurance systems, active labor market programs to enhance labor market
flexibility, and adoption of the core ILO labor standards. The ILO [International Labor Organization], OECD
[Organization for Economic Cooperation and Development], and the World Bank could provide technical
assistance in this endeavor and the IMF could provide some initial financing when and if necessary.
All international and regional institutions should include commitments to a timetable for adoption of these
measures as part of their negotiations with countries. Furthermore, developing a timetable for design and
implementation of these programs should be a prerequisite for any future lending. Ironically, I might call
on the WTO to actually provide the institutional infrastructure for negotiating this international agreement
on positive adjustment measures.
I want to make it clear that there are efforts to do this in some countries, but much of it is voluntary and
advisory. What I am suggesting in response to Andy and Dani’s comments is that we no longer have the
luxury of just letting these efforts remain voluntary. We need to start putting some commitments and
timetables in place. And since countries have not been able to do it on their own, I think that commitment
must be enforced at the multilateral level, just as we call on countries to commit to trade liberalization.
Let me finally say that membership in the international economic system has its privileges, but it also has its
responsibilities. Thank you.
Steven R. Weisman:

Thank you, Howard.

Michael Froman, you just heard the panelists speak about their ideal aspirations for the economic system to
achieve greater democratic accountability, greater economic justice. You have been on the frontlines in this
administration at the White House. You were also on the frontlines in the 1990s when these institutions
were taking a beating in their public perception. You have had the responsibility not only of guiding them
toward these ideals, but also stabilizing and keeping them going and keeping the world economy going. Tell
us how to marry some of these ideals with the practical realities that you confront every day.
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Michael Froman:

It sounds like I should get back to work. Well, first of all, thank you, Steve, for having
me. And it’s a great pleasure to be here at Adam’s first conference as president. Like
many of you, I really wanted to be here for this conference in part to ensure that
Fred [Bergsten] had actually retired. I don’t see him here. So I guess that that’s been
achieved.

I am supposed to provide the practitioner’s perspective, which I gather means I’m not quite as smart as these
other guys. I will just try and supplement what they have said.
Let me start by saying that I believe that there is no inherent reason why global governance should be
irretrievably at odds with local accountability. I think both must be pursued together. And I think if pursued
correctly, they can be mutually reinforcing.
Let me start with trade policy. Trade policy has such broad ramifications, not just macroeconomic but
regulatory and distributive, it has to be grounded in local accountability. It cannot be just the product of
a few corporate interests, but must represent the outcomes of a process that reflects broadly shared values
and a diverse set of interests. And as Howard and Dani said in their remarks, the only way we are going to
be able to build and maintain a consensus of support for trade policy is if we recognize the distributional
consequences of trade and take actions to ensure that the benefits of trade liberalization are broadly shared.
So I share their perspective on that very much.
Traditionally here in the US, we have maintained that support for trade through a process of consultation
between the executive and Congress that is more robust and more extensive than in virtually any other area
of policy. Our negotiating positions are shared in virtually real time with members of Congress and with
their staffs. Members of Congress have access to all of our drafts, negotiating texts. And cleared staffs on the
relevant committees do as well, as well as dozens of cleared advisers representing a diverse set of business,
labor, and NGO [non-government organization] interests.
And at the end of the day, any agreement we negotiate ultimately only goes into effect if it passes with the
majority of votes in both houses of Congress, although as Dani said, the fact that democracy has approved it
doesn’t necessarily ensure that it is enhancing democratic accountability. I’ll come back to that in a minute.
Let me also say that we are not alone in this regard. Much has been written about the democracy deficit,
particularly in Europe. From my understanding, we have some EU colleagues and one of the renowned
experts on the EU here on this panel. My understanding is that in any week in Brussels, there are 200 meetings
between representatives of the member states and members of the [European] Commission reviewing
every Commission proposed action at every stage in its drafting. And when you add that to the ministerial
meetings of each semester and to the now increasingly frequent head of state [European] Council meetings,
it is hard to say that the process of coming up with decisions at the European Union—not to mention the
role of the European Parliament—doesn’t reflect a strong degree of accountability.
And from personal perspective and personal experience—when President Obama convened the leaders of
the euro zone and leaders of the European Union in Los Cabos, in Camp David, to talk about the euro
zone crisis, certainly there was a great appreciation in the room of domestic, local, political constraints and
drivers of policies even at that pinnacle of global governance. So my sense is that while there is no guarantee
that a democratically elected government—whatever they do—makes sure that it’s a democratic process, the
linkage between how leaders see their democratic politics and their local accountability constraints, and
how that plays into local governance, is really quite strong.
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Let me go back to trade, though, for a moment. Notwithstanding already a very robust process for consultation,
this administration and this president decided that we wanted to make it even more deliberative and more
democratic. And I think this goes to Dani’s point about the quality of democratic governance. We worked to
ensure that the various trade advisory committees weren’t just groups of lobbyists, but represented a broad
array of interests, from business to labor to nonprofit and NGOs as well. We sought to increase stakeholder
involvement in all of the negotiations from Colombia to Panama, Korea, and of course, with the Transpacific
Partnership [TPP].
And let me say a word about the Transpacific Partnership because, here, we’ve pursued an unprecedented
degree of involvement of stakeholders. In addition to the outreach the USTR [United States Trade
Representative] has done—as they always do—with businesses and farmers and ranchers and workers across
the country, we’ve had nearly 150 meetings with our trade advisory committees. We’ve posted 110 documents
for review by our cleared advisors.
More than that, we have actually structured an opportunity for the stakeholder community to come to the
negotiations to be present at the now 15 rounds of negotiations and provide direct feedback, not just to us,
but to the negotiators of all the other countries as well. So when we gathered in Leesburg, Virginia, last year,
we had 255 stakeholder groups present at the meeting in sort of a college fair type environment with all of
the negotiators from all of the countries involved in TPP. I think this will be seen in retrospect as the most
transparent and participatory trade negotiation in history.
The commitment to ensuring that global governance supports local accountability is not just a “process”
commitment. I think it goes to the substance. And here a number of things that Dani said about democracyenhancing globalization or universalizable norms of global governance I think are really very much at the
forefront of what we are trying to do in TPP.
Take for example, regulation. This is an audience that knows well that trade liberalization is not just about
tariffs. It is about the non-tariff barriers and more and more about regulatory barriers. We are fully committed
to ensuring that countries can pursue bona fide regulation in the interest of the health and safety of their
people. But we are equally determined to ensure that those regulations are not used as a disguised barrier for
trade. That is why coherence around regulations and regulatory process, good regulatory process, has been
so central to everything we have done from APEC [Asia Pacific Economic Cooperation forum] in Honolulu
to the TPP negotiations to the conversations that we are currently having with the European Union.
We are pursuing an agenda that calls for transparent, accountable, and rules-based regulatory processes. This
is not intended to dictate the outcomes of those processes. It is not an effort to say that every country has to
adopt US regulations. But it is an effort to say that countries should be transparent about what they intend
to do about regulation and offer opportunity for the public and stakeholders to provide input into the
regulatory process and apply some widely held recognized rules, governed by science, into the formulation
of the regulations.
I think this makes what Dani said about focusing our global governance efforts on improving the quality of
local governance of democratic participation all the more important. And it is all true what Andy said about
the rule of factions, because it is a mistake to think of sovereignty and local accountability as the same thing.
We know in our own system, we know in other systems, that the rule of special interests—and I heard a little
bit of the last panel what seemed to be a strong stand against special interests—that when special interests
can play a role in the legislative or regulatory process securing rents for themselves at the expense of less wellorganized forces in society, then that is not democratic local accountability. And to the degree that, through
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negotiations like TPP, we can reach agreement on disciplines around transparent, participatory, rules based
regulatory processes, it can actually counteract the impact of special interests and create greater true local
accountability.
Let me mention two other examples of that. One struck me this morning when a former trade minister came
to visit and talked about how the G20 transparency exercise—the G20 requiring or calling on its members
to be transparent about the trade-restricting measures they adopted—played a very important role in that
minister’s country in terms of disciplining the role that special interest could play in seeking protectionist
measures. Not that it achieved 100 percent of its objectives, but it at least imposed a cost on countries
allowing special interests to hijack the regulatory or the legislative process for protectionist purposes. And
given the crisis that we have gone through, I believe the G20 exercise achieved a remarkably low level of
protectionism, all things considered.
The third example of this is something that we launched two years ago called the Open Government
Partnership [OGP], which now has 47 members and another 11 countries that want to join. Here too this is
a plurilateral effort at global governance designed specifically to enhance local accountability, transparency,
and democratic participation by requiring the countries that participated—it’s voluntary—to come up
with action plans for making their systems more transparent, for publishing their budgets, for providing
a real opportunity for democratic participation in decision-making. And the fact that more countries are
demanding to come in as a stamp of good approval by the international community shows the power that
some of these global governance mechanisms can have on enhancing local accountability.
Let me say a word about the role that these sorts of plurilateral efforts play, because Howard mentioned the
balkanization of the international trading system and certainly of multilateral trade liberalization. We all
recognize that [multilateral trade liberalization] would be the best outcome if we could possibly achieve it.
But here, I think—and maybe this is the practitioner speaking—we ought to be quite comfortable with the
80–20 rule when the G20 represents 80 percent of global GDP and 80 percent of the global population or
the Major Economies Forum [MEF] represents 80 percent of global greenhouse gas emissions. It strikes me
that those organizations taking action in their respective areas are striking an appropriate balance between
legitimacy and effectiveness, provided there is an adequate degree of diversity and representativeness within
their membership, as there are in those organizations.
Now, I think it’s much easier for the G20 to take action in areas where the G20 themselves are the major
shareholders of institutions like the international financial institutions, where their decision to act can be
translated through shareholding into decisions by the international financial institutions. It is less easy for
them to take action in trade or in climate change, where the relevant organizations—whether it is the WTO
or the UNFCCC [United Nations Framework Convention on Climate Change]—are one-country-one-vote
sorts of institutions.
But perhaps that’s the point. There are roles for global governance through plurilateral forms that are less
than fully representative—whether that’s the G8, APEC, the G20, or the MEF—provided that they operate
in their greatest areas of legitimacy. And that is what we are saying in the trade front. Whether it’s APEC
that started off with the information technology agreement and now has taken steps to reduce tariffs on
environmental goods and services, or what we are seeing in services, where the group of what we call Very
Good Friends in Geneva are developing a plurilateral platform for liberalization of services with the hopes
that more countries join over time.
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That’s what TPP is all about, creating a high standard agreement that could potentially serve as a platform
that other countries can join and that can introduce into the bloodstream of the multilateral trading system
new disciplines including around transparency and accountability. That is what the OGP is about.
And yet, there are still areas where multilateralism is alive and well and necessary. I would just point out
one, and that’s the area of trade facilitation. We’ve successfully turned the page on Doha [trade negotiation
round], not ended the mandate, not killed Doha, but simply reached agreement multilaterally to pursue
fresh and innovative approaches to address its objectives. And one of the most promising areas is the area of
trade facilitation, which is a win-win for the entire world. It is hard to see what the legitimate public purpose
is in maintaining red tape or different customs organizations. By the way, it is the least developed countries
that pay the biggest cost of these obstacles at the border. By some measure, I can’t remember whether it’s
a Peterson study or otherwise, 5 percent GDP is lost in Africa in terms of revenue because of red tape and
corruption at the border.
Last year at the G20, it was Benin, representing the African Union, and Cambodia representing ASEAN
[Association of Southeast Asian Nations], who argued most strenuously that trade facilitation was in
the interest of the LDCs [least developed countries]. But right now in Geneva, you’ve got middle income
countries, particularly India, who are standing in the way of a multilateral agreement because they believe
it is something that the developed countries would benefit from, and therefore, they should get paid for it.
This is going to be a real test of the multilateral system in my view. If we can’t reach agreement on something
that everybody recognizes as a win-win for the entire global economy, it’s a little hard to see what we can
reach multilateral agreement on.
Let me conclude with just three points. One is that I believe global governance can be pursued in a manner
consistent with local accountability. Two, local accountability can actually be strengthened through initiatives
through global governance. And three, with the goal of increasing local accountability, we should continue
to explore all methods for strengthening global governance, plurilateral and multilateral. Recognizing that,
on one hand, plurilateral forums are more legitimate in some areas than in others, and on the other hand,
if multilateral forms become deadlocked over even the lowest common denominator agreements, further
attention should be paid to maximizing the chances that plurilateralism can provide a positive contagion
for the multilateral system.
Steven R. Weisman:

Mike, I want to quickly come back to your point with a question. And then Andy,
before he has to go, maybe you can respond too. Despite the hopeful outlook you
have for expanding trade and other aspects of globalization, there is a sense that
has run through the last three or four years that it is tapped out, that we are stalled
because of a public perception about the ethical and accountability issues we have
been talking about.

From inside the administration, do you see it that way? Or do you see it as just a collection of special
interests in the emerging markets stalling this? Do you see a real perception problem about the legitimacy
and fairness of the system?
Michael Froman:

I would not term it as stalled. I think what has happened is that much of the lowhanging fruit has been harvested over successive multilateral rounds. Two things
are happening. One is, we are getting to the more difficult issues like non-tariff
barriers, regulatory divergences, and how to ensure that the benefits of liberalization
are broadly shared.
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On the other hand, you have the emergence of countries like China, India, and Brazil, who would like to
maintain their status as developing countries and put less on the table in terms of liberalization. Yet in many
respects they are fully globally competitive with the developed countries, with the industrialized countries.
And therefore, industrialized countries—at least ourselves—are not willing to unilaterally open up a market
without some degree of reciprocity on the other side.
I think those two issues have made it hard to achieve multilateral liberalization. At the same time, you’ve
seen a thousand flowers bloom regionally, bilaterally, plurilaterally. And those may be the most ripe areas for
progress right now, as someone said, provided that they feed into and help support the multilateral trading
system over time.
Andrew Moravcsik:

There are surely some opportunities for liberalization, probably of more modest
scope than in the past—but I do think that the history weighs on us. I agree with
Dani that TRIPs [Trade Related Intellectual Property Rights] is a good example of
something that does not pass the prima facie test of being democratically legitimate.
But I disagree with him about the reason why. This is not because it involved a
redistributive transfer. All trade agreements involve redistributive transfers, and we
can’t distinguish the good ones from the bad ones somehow by singling out “nonredistributive” ones.

Rather, I would call the democratic legitimacy of TRIPs into question because, as was mentioned earlier
today by Arvind Subramanian—who was in Geneva at the WTO at the time—it was negotiated in such a way
that the parties in the developing world were ignorant of its effects and taken advantage of, and also because
it cannot easily be reversed. Moreover, there is substantial fundamental disagreement about limitations on
how much intellectual property should be regulated in different areas, going all the way to the notion that
some restrictions (for example, in the medical and pharmaceutical areas) constitute violations of human
rights. So that left a bad taste in people’s mouths that impedes future progress. Until that is unwound, I’d
be surprised if developing countries will be very enthusiastic about this.
The Obama Administration sometimes waxes optimistic about trade negotiations. Yet trade negotiations
are not working today in large part because developed countries are unenthusiastic about opening their
markets to developed country goods—with the exceptions of raw materials and goods produced through
foreign direct investment. So TRIPS and other such efforts at export expansion are often justified by the
developed countries by citing quantitative economic studies about the great benefits that will accrue to
developing countries. So if we want Indians to liberalize, they find an economist who says the Indians should
favor this because they gain 5 percent of their GDP in consumer surplus. A lot of economic studies would
confirm this conventional wisdom among economists that the primary beneficiary of trade liberalization is
the liberalizing country.
The problem is that few producers see it that way, so this logic is irrelevant to the real-world politics of
trade negotiations. Few countries—since the repeal of the Corn Laws in 19th century Britain—have liberalized
primarily to benefit consumers. The political purpose of domestic trade liberalization for most countries
is to open corresponding export markets elsewhere in the world. Indeed, the GATT and the WTO were
traditionally organized this way, namely with export market shares—not gains to consumers!—being traded
off among major economies. That’s the politics that make it work. And so the Indians are actually quite right
on the politics, given the way trade negotiations traditionally function, to say that if there is a great gain to
Indian consumers, it means from a political point of view there is a great gain to somebody’s exporters and
we want to be paid for that. And only if you get the politics right can we expect progress in the future.
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Steven R. Weisman:

Dani, I want to ask you about your comment that we need to enhance domestic
policy space for countries in the global financial and trading system. Does that
mean that we should pause now before we expand that system? Are we at this
stalling point? How would you characterize it?

Dani Rodrik:

I think there are many areas that most of the gains have been eked out of. I think the
Doha Round was an excellent example of having spent undue amounts of time and
political capital on a set of negotiations where the returns at the margin were really
quite meager. And that’s an example of where a lot of time and political capital were
wasted.

I would say that that’s not true of all areas in the international economy. The question of temporary labor
mobility has come up before. If you ask any economists where the greatest unexploited gains of globalization
are today, they clearly would be in the expansion of temporary mobility, labor mobility schemes. That is
where the big gains are. Now, of course, it is going to be not necessarily immigration, but temporary labor
mobility in a generalized form and in a way that expands both low skill and high skill worker mobility.
I view the global labor regime today as somewhat similar to where the trade regime was in the late ‘40s
and early ‘50s, where basically the system had all closed up, and the efficiency gains to be had relative to
redistribution was actually quite large. The issue with trade is we know that as the barriers get small, the
ratio of redistribution to efficient gain enlarges. So it is where the barriers are the largest, such as in the labor
area, where the amount of distribution relative to the efficiency gain is relatively small.
That is not to minimize, obviously, the kind of distributional conflict that labor mobility creates as well. But
there is one thing actually, in benefit of labor mobility as opposed to outsourcing, which is that when you
are expanding international commerce through bringing labor in, at least you are providing labor rights for
the workers that you are bringing in, because they are coming and operating under the same kind of labor
regimes as at home.
Whereas when you are outsourcing—in other words taking advantage of cheap labor through outsourcing as
opposed to bringing them in—you are potentially running into the kinds of problems that we talked about
in the previous panel, which is that in long supply chains, these workers might end up being employed in
highly unsafe, hazardous, and kinds of odd jobs where their rights are unprotected. I would say that’s an area
where in fact we haven’t gone far.
In fact, it’s a question of setting the agenda. In the WTO, I would much rather see discussion about the
rules of dispute-settlement, rather than this eking out the last efficiency gains on industrial tariffs. I think
in financial globalization, we are going to be seeing a certain amount of deglobalization. I think the name of
the game there is going to be managing that process. We are only at the beginning of that.
Steven R. Weisman:

Howard, do you want to make a quick comment on that?

Howard Rosen:

Although the Obama administration may not have made a formal announcement,
to some of us it appeared that the administration’s strategy over the last four years
was to focus on strengthening the domestic economy, including healthcare and
unemployment insurance reform, before initiating any big ambitious international
agenda. The administration was successful in strengthening the domestic economy
and is now prepared to move forward on an international agenda.
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Is that a strategy we might have for the rest of the world? Instead of forcing more negotiations on countries
that may not be willing to liberalize, say our agenda is going to be to help every country improve their
domestic infrastructures. If my impression of the administration’s strategy is correct, might the next step be
to broaden it out internationally?
Steven R. Weisman:

Mike Froman, how realistic is it to expand the agenda for globalization in the way
Howard and Dani just said—labor mobility across borders, which is going to be
addressed by the administration as immigration reform. Are there other aspects?
How realistic are those possibilities?

Michael Froman:

Without wanting to preempt or preview anything, let me share a few thoughts.
One is, starting at the Pittsburgh Summit at the G20 [in 2009], we pressed the
G20 to reach an agreement to phase out inefficient fossil fuel subsidies. It’s good
economics. It’s good climate policy. It’s good health policy. It’s good all-around
policy. I’d say we made modest progress, not huge process. I think the latest figures
were about $500 billion was spent on inefficient fossil fuel subsidies in 2011,
91 percent of which did not go to the poorest. So to the degree that these fossil
fuel subsidies are justified as they need to make sure that the poor have access to
affordable energy, 91 percent of it is being wasted.

We are trying to reformulate that argument a bit—because it’s obvious how difficult it is politically to do
fossil fuel reform—to say that we really need to ensure that countries have in place decent social safety nets
that would give them the political space to be able to reduce fossil fuel subsidies, reduce food subsidies,
other wasteful subsidies, to have targeted social safety nets that really get at the most vulnerable in society.
And if there were an international economic institute that wanted to do some work on that, that would be
very much welcome. I’m not sure that it’s fully responsive, Howard, to your suggestion, but it does go to the
issue of—
Howard Rosen:

You already presented them?

Michael Froman:

Yes. We are talking about it at the G8 or at the G20. We are talking about it in a
number of different forums. We certainly don’t have, as you pointed out, a monopoly
on wisdom here. Mexico and Brazil have implemented successful conditional cash
transfer programs, there is a lot of very good experience out there. The World Bank
has a lot of very good experience out there. If we are looking at countries like Egypt
and Jordan, who are in serious financial straits in part because of the share of their
budget that goes to inefficient fossil fuel subsidies, it would be nice to be able to
provide them with an alternative.

Steven R. Weisman:

I kept my promise to Adam to start on time and that means that we’re going to end
on time, in about five minutes. There are a few questions from the floor. Please keep
them succinct to make sure that they are questions, not statements. Let’s take two
or three at the outset and have them answered. Yes, Stelios first.

Stelios Vasilakis:

Yes, this is for Professor Rodrik. You spoke about issues of immigration, and you
mentioned that certain failures have to do with failures in domestic governance
rather than international. If you look at what is happening in Europe today, and in
particular in Greece, you can clearly see the failure to address the immigration issue
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there. It’s a failure at the European Union level, where the national and domestic
policies are preventing a solution at the EU level.
Ulrich Steinvorth:

Thank you. A question to Howard Rosen. What do you understand by economic
well-being? You said a measure of a progress would be economic well-being. What
do you understand by economic in this context?

Wade Jacoby:

Wade Jacoby at BYU [Brigham Young University] and Center for Transatlantic
Relations. A couple of questions about Europe. Andy, your constitutional take on
what’s going on in Europe—when I hear constitution, I think of a fairly long, slow,
deliberative processes. Now we are rushing full speed toward fiscal union and a bunch
of other things. What’s your take on how you do high-speed constitutionalism?

And for Dani Rodrik, a question about banking union. If I take your point about the gradual deglobalization,
what is your take on this rush towards banking union, where the presumption—just to go back to Chuck
Sabel’s point—do we know what is the one best system? And if we do, is it wise to get there as quickly as we
are planning to get there?
Steven R. Weisman:

Dani, why don’t you answer the first and third question and as efficiently as you
can?

Dani Rodrik:

Yes. I’m glad the issue of EU came up in connection with the things that I
said because the EU, and in the euro zone in principle, is the exception to my
argument. You can imagine expanding economic integration with a simultaneous
transnationalization of the political community, so that you avoid these kinds of
tensions. And ultimately and ideally, we could imagine the euro zone where each
individual country becomes a member of a single economic market. But their
politics have also become federalized at the level of the union.

And one interpretation of what is happening in Europe and euro zone until a crisis not of its doing hit it was
that it was in a slow progress towards that ultimate goal. And the misfortune of the euro zone was that it got
caught midway in this highly difficult integration process, both economic and political, where the political
institutions were highly incomplete to begin with.
I think the choice that the euro zone faces is: either it goes towards much more complete political union, in
which in its case it does make sense to think of a common banking system, common financial regulations,
and a significant mutualization of debts and so forth. Or if that’s not going to work out, if more political
union isn’t going to happen, ultimately you’ll end up with less economic union too. So either more political
union to sustain a true single market, or less economic union to face up to the reality that you are not getting
the political integration that is required.
I think the difficulty that Greece is facing today is precisely that it’s an example of what happens when
countries give up the policy—give up or narrow the policy space, without a compensating increase in the
democratic rights that go beyond the national borders. That’s really where the imbalance in the democratic
deficit of the union, I think, shows up in a major way.
Steven R. Weisman:

Andy and then Howard.

Andrew Moravcsik:

Europe needs “high-speed constitutionalism”…that’s a great place to end. But I’m
going to disagree a bit with Dani on this one, just because we haven’t disagreed on
much so far.
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A lot of people think Europe faces a dilemma: either it moves towards some centralized European-level
solution, or the euro will collapse. I disagree. There is no centralized European solution on offer. Why?
Because no one could transfer enough money to keep Italy and Spain solvent.
The real dilemma is convergence or collapse. (So, you might say I don’t think Dani is being “Rodrikian”
enough.) The underlying question is: are these economies convergent enough and maybe made similar
enough to live together under the same monetary and macroeconomic arrangements? Only then do they
think about centralizing to the modest extent required amongst more convergent economies. This is the bet
that was made originally in the euro zone, when it was created: namely that these economies would converge.
They were not convergent then, they have not converged, and it does not look like they are going to. Now, we
are all stuck with the consequences.
Why? It is very, very difficult to get the policies in question to converge. On liquidity issues like budgetary
oversight and even banking regulation, and IMF-style oversight of crisis, I feel the EU has actually done a
pretty good job, given where they started. They did not have a lot to work with legally, and from zero, it is
pretty impressive.
But for long-term solvency, you need convergence. And the bellwether country is, in my view, Italy. Italy
is the second largest exporter in Europe, and, despite how the numbers may look in a recession, Italian
fundamentals are going in a completely different direction competitive wise from Germany. That needs
to be fixed and, much as all of us who know [Prime Minister of Italy] Mario Monti wish him well, how
many people really think that will happen? What are we talking about policy-wise? We are talking about
fundamental reforms in corporate governance, wage-setting, unions, education, the relationship between
the tradable and non-tradable sector, pensions, and much more. None of this can be fixed by a common
regulation in Brussels. It’s too diverse across countries, and too politically sensitive. It must be fixed in Rome.
And so the big question is: will that happen? Here we are up against a basic limitation on Mike Froman’s
proposed solution of looking for areas in which there are common interests and shared technocratic
solutions, and then advising and assisting others with reform. That might work well if you are dealing
with something discrete like oil subsidies, where there is a very focused issue and you can look for the best
practice. That is the Chuck Sabel issue where people are thinking about the same thing.
But when you are dealing with a lot of different and diverse economies, and with macroeconomics, where
every part of an economy and polity may be touched, I think it is very difficult to have even a sensible process
where people learn from each other—because Italy is so different from Greece, which is so different from
Portugal or Spain—let alone Germany. All this makes me rather pessimistic about the long-term prospects
for the euro—even if I believe Europeans can muddle through for some time in a Japanese type of way. They
might be better off pulling back to the core European Union policies, which are in fact a great success.
Steven R. Weisman:

Howard, I’m sure it’s impossible to answer all these questions in 60 seconds or less,
but you’re going to have to do it.

Howard Rosen:

I don’t have any specific measure in mind. It includes different indicators including
poverty reduction, employment, unemployment and wages. My point is that I am
emphasizing economic measures, not improvements in technology. I think the
relationship between productivity and wages is a good indicator.

Steven R. Weisman:

I am grateful to all of you for staying, some of you all day. Thank you very much.
The last word of benediction goes to Adam Posen. Adam, thank you for convening
us for this most interesting and unusual day.
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Adam Posen:

No, no, thank you, to all those of you who stuck with us all day, and those of you who
have been in and out. Obviously, a huge debt to Steve and Howard, who shepherded
this project and got many of the great people here. A huge debt particularly to
a senior official, Mike Froman, and Congressman Frank, who made time to give
us the reality check and engage. A huge thank you to the Niarchos Foundation,
because, as I’ve said twice today, and this is the last time, they gave us the freedom
and the space and the encouragement to allow us to do this. And that’s how we do
our best work with a committed guiding partner like that, and we’re very proud of
that.

Thank you to the New Republic for we hope bearing fruits of this wisdom forward for us in the coming days
and weeks. We are looking forward to that partnership. But I also know that many of the people including
some distinguished friends on the panel have their own blogs. So feel free to promote the wonderful things
we did and talked about today each in your own way as much as possible.
Most of all, thank you to all our speakers, many of whom did travel and go to some sacrifice to be here, and
really put themselves out in a very frank and forthright way. I’m not going to give you much of a benediction.
But dearly globalized: Let us come together. Let us be the big tent church of globalization, as it were. We have
a world that is proceeding down that path. We have a role for this Institution and all the stakeholders in it
to engage and think about the ways to keep that path forward—not blindly, not heedlessly of consequences,
but in the practical sense.
And I think today was a beautiful example of that via Chuck Sabel’s remarks or George David’s or Mike
Froman’s or Dani’s now that we are talking about—not the sort of global big picture—is globalization a good
thing?—but how in a given issue area, for a given country in a given trade negotiation, with some ethical
concern in mind, to make things progress and make it better for all those involved. I’m happy to take Mike
and others’ research suggestions. We’ll be doing our part on that. And so with that, this session is closed.
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In 1975, in the midst of a national debate over what should be the primary
target of economic policy, Arthur Okun wrote an essay entitled, Equality and
Efficiency. In it he wrote
The contrast among American families in living standards and in material
wealth reflect a system of rewards and penalties that is intended to
encourage efforts and channel it into socially productive activity. To the
extent that the system succeeds, it generates an efficient economy. But
that pursuit of efficiency necessarily creates inequalities. And hence
society faces a tradeoff between efficiency and equality.
He goes on to write
The presence of a tradeoff between efficiency and equality does not mean
that everything that is good for one is necessarily bad for the other …
Nonetheless, there are places where the two goals conflict, and those
pose problems.
Okun concludes
If both equality and efficiency are valued, and neither takes absolute
priority over the other, then, in places where they conflict, compromise
ought to be struck. In such cases, some equality will be sacrificed for the
sake of efficiency, and some efficiency for the sake of equality. But any
sacrifice of either has to be justified as a necessary means of obtaining
more of the other.
In his opening remarks at the IMF’s conference on “Economic Policy and Equity”
on June 8, 1998, Stan Fischer, then the First Deputy Managing Director,
provided a two part answer to the question, “Why do equity considerations matter
to the IMF?” He said
First, as a matter of social justice, all members of society should share in
the benefits of economic growth.
Second, there is also an instrumental argument for equity: adjustment
programs that are equitable and growth that is equitable are more likely to
be sustainable.
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Although it was the first oil shock and subsequent recession that primarily
motivated his book, Arthur Okun’s comments about the tradeoff between equality
and efficiency followed 15 years during which the US economy grew by an
average of 4.4 percent (in real terms) each year. And although exports and
imports constituted a very small part of the overall economy, the United States
was running a current account surplus equal to a little more than 1 percent of
GDP.
Likewise, Stan Fischer’s comments came in the midst of one of the longest US
economic recoveries in peacetime history. The US economy had already posted
29 consecutive quarters during which real economic growth averaged 3.5
percent. The economy would go on to post an additional 10 quarters during
which real economic growth would average 4.4 percent. World GDP had more
than doubled in nominal terms, growing on average by almost 3.5 percent
annually, in real terms, over the preceding 15 years.
Just a year and a half after Stan Fischer made those comments a WTO
ministerial meeting in Seattle was disrupted by riots and it is probably fair to say
that subsequent meetings of the World Bank and IMF have not been the same
since.
We gather during a period that has been characterized as “no ordinary time.”
 We are approaching the 70th anniversary of the Bretton Woods Conference.
Despite the greatest expansion in wealth and technology and significant
reductions in poverty probably in human history, there is growing anxiety
about economic well-being in many places around the world making it
increasingly difficult, if not impossible to pursue further multilateral
liberalization in trade and investment.
o Although there is great debate over measurement, it is pretty
clear that the distribution of income, at least in most advanced
economies, has deteriorated in recent years.
o A comparison of developments in real wages and labor
productivity included in the ILO’s recent Global Wage Report
provide evidence that equity gains have not necessarily followed
efficiency gains in many economies.
 The world economy has not yet fully recovered from a global financial crisis
and the worst economic slowdown since the Great Depression.
o Economic growth in the advanced economies averaged less than
1 ½ percent over the last 2 years and the IMF expects it to be a
little more 2 percent annually over the next 5 years.
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o Although it looks like the US economic recovery is finally
underway, it is still going to take years for some people to restore
their living standards back to what they were before the crisis.
Even if it continues to increase by 150,000 per month, the level of
US employment will not reach its pre-crisis level until March 2015
and another 6 months later if the increase falls to 125,000, the 30
year average.
o The labor force has continued to grow throughout this period, by
something like 60,000 to 80,000 people per month, causing the
employment-to-population ratio to fall 6 percentage points below
the peak it reached in March 2000.
 It has been 20 years since the last successful multilateral trade
negotiations and trade policy has been “Balkanization” by the proliferation
of bilateral and regional agreements, which may have actually put an end
to truly multilateral agreements.
 The shift in the balance of economic power, documented by my colleague
Arvind Subramanian, reflects the challenges the United States and Europe
face in setting the international economic policymaking agenda, signifying
a true end of the Bretton Woods era.
Most of the speakers at the IMF conference in 1998 ignored the important role of
economic, political and social institutions in sharing the benefits from economic
liberalization and growth with workers and their families and society in general.
In fact, some of the speakers at the conference actually railed against them.
These economic, political and social institutions play a crucial role in determining
the effect and effectiveness of economic policies.
These institutions include the form of government and the degree to which
people have a voice in that government – at the local and national levels, a
nation’s education system, the independence of its central bank and the
implementation of monetary policy, the progressivity of its tax system and yes,
the existence and enforcement of minimum wage laws and other basic labor
standards, as well as other labor market policies like an unemployment insurance
system.
I believe these institutions are the glue that keep societies together and form the
“social contract” that is believed to be at the foundation of democratic societies.
And herein lies the problem:
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The people who met at Bretton Woods almost 70 years ago came together in
order to address the “collective action” problem of removing high barriers to the
flows of goods, services and capital. Their efforts slowly morphed into what we
now call the “international economic “system,” but this system does not have any
of the economic, political and social institutions at the international level to bind
the system together.
In fact, some multilateral groups, like the IMF and the WTO, sometimes argue
against the need for these institutions and have played little or no constructive
role in incorporating them into the system.
And so we got “the Washington consensus” calling for fiscal discipline, the
liberalization of trade and finance and the “reorientation” of public expenditures
and tax policies all aimed at promoting further economic efficiency, at any
expense, with virtually no calls for economic, political and social institutions to
address equity.
In other words, “international trickle down.”
Instead of taking the lead in addressing equity concerns, following Stan Fischer’s
own warning that addressing equity concerns contributes to the sustainability of
pursuing efficiency gains, the multilateral organizations, including the IMF and
the WTO, have taken a hands-off strategy, hiding behind what they call
“subsidiarity” and national sovereignty.
One example is the lack of unemployment insurance programs around the world.
Unemployment Insurance Programs
Classified by Country Income Levels

Low
Countries with
mandatory UI systems
(percent by income
group)

8%

Country Level of Income
LowMediumMedium
High
35%
54%

Total
High
80%

42%

Average coverage
(percent of labor force by
income group)

2.9%

18.1%

38.4%

69.2%

30.6%

Average recipiency rate
(percent of unemployed
by income group)

1.3%

3.6%

10.4%

38.8%

12.9%
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In fact, 5 of the 19 countries in the G-20 do not have unemployment insurance
programs, i.e. India, Indonesia, Mexico, Saudi Arabia and Turkey.
In the United States, presidents have had to ask Congress to establish
“emergency UI” programs during each of the last 8 recessions, dating back to the
1950s. So much for the “automatic” stabilizer.
And just last week President Obama insisted that Congress renew the
emergency program established in 2008 for the 9th time. How many times do we
need to extend “emergency” measures in order to appreciate that there are
structural problems with our unemployment insurance system?
Conclusion:
The United States, Europe and China should take the lead in getting all countries
– big and small, advanced and emerging, to commit to a timetable for adopting
and reforming positive adjustment measures aimed at insuring that efficiency
gains derived from economic liberalization are better shared within all societies.
These measures could include, but are not limited to
 Minimum wage and other policies to ensure that wages increases are more
closely linked to productivity gains
 Unemployment insurance system
 Active labor market programs to enhance labor market flexibility
 Adoption of core ILO labor standards
 The ILO, OECD and World Bank can provide technical assistance.
 The IMF should provide some of the initial financing, if necessary.
 All international and regional financial institutions should make this commitment
a standard part of all their negotiations. Furthermore, developing a timetable
for design and implementation of these programs should be a prerequisite for
any future lending.
 Ironically, the WTO might provide the institutional infrastructure for negotiations
of an International Agreement on Positive Adjustment Measures (IAPAM)
Membership in the international economic system may have its privileges, but it
also comes with responsibilities.

Unemployment Insurance Programs
Classified by Country Income Levels

Low
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Medium
High
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80%
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