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Roadmap 

 

• Current state of the US economy 

• Why does economic weakness persist? 

• The rest of the world: The Eurozone, 

China, and beyond. 

• Looking ahead:  Temporary and long-term 

trends 
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Long-term trends I: 

Productivity and wages 



Long-Term Trends II: 

Household income 





Persistent Effects of the Great 

Recession  
• Recovery from a big financial crisis and 

asset bubble takes time (e.g., Reinhart 

and Rogoff) 

• Inadequate stimulus; state, local anti-

stimulus 

• Without stimulus and Fed policy, a Great 

Depression might have ensued. 

• Finance and Banking were not fixed after 

the crisis of 2008. 



Across the pond: The Eurozone’s 

institutional problems 

• 17 countries, one currency 

• Different economies, cultures, and 
economies. 

• Limited mobility of labor. 

• No common fiscal policy 

• Fragmented bank supervision and deposit 
insurance. 

• Weak Central Bank (similar to Fed before 
the Great Depression) 



Imbalances: Germany vs the 

Periphery 



Varieties of failure in the 

eurozone 
• Periphery’s increase in debt (public and 

private, in varying proportions). 

• Greece: high public debt 

• Spain and Ireland: high private debt 

(housing bubbles there) 

• Ireland’s problem: its banks 

• Portugal, Italy: low growth, contagion  



Eurozone policy responses and 

their effects 
• Reduction in public expenditures and  

increases in taxes (i.e. Austerity) 

• No monetary easing (contrary to US). 

• Effect: Severe economic contraction in the 

Periphery with no end in sight. 

• Some movement towards banking union 

and common fiscal policy. 



Eurozone’s future prospects 

• Close to recession overall, but deep 

recession in peripheral countries 

• Stark choice: Complete political unification 

vs breakup. 

• Plans for neither choice. 

• Risks of not just deep recession but of 

unforeseeable outcomes. 

• Effects on the rest of the world. 



China’s condition 

• Entering lower growth period. 

• Problems with its banking system and 

domestic inequality. 

• Needs to divert its growth engine from 

exports and investment to consumption 

demand. 

• Important role of social insurance reform. 

• Geopolitics and globalization 

 



What about the “Fiscal Cliff?” 

• More like a fiscal “slide” 

• Could be politically more palatable to 

revise it after January 1? 

• Danger of “Grand Bargain” along the lines 

of the Simpson-Bowles commission (non)-

recommendations (also known as the 

“catfood commission”) 



Looking Ahead: Economic 

issues competing for attention 
• Debt and deficit 

• Banking and finance regulation: Too big to fail 

problem 

• Social Security 

• Health care costs and Medicare 

• Security Costs (Defense, proliferation of 

intelligence agencies) 

• Unemployment, wages, and inequality 

• The future of Globalization and Democratic 

control 

 



Taxes and expenses as % of 

GDP 





Federal Debt largely due to: 

• Wars  

   (latest estimates of the Iraq and 

Afghanistan war costs:  $4-6 trillion – 

Stiglitz and Bilmes, 2012) 

• 2011 Tax Cuts 

• Health Care Costs 

• Since 2008 due to the Great Recession 



The U.S. can never be “Greece” 

• The U.S. has its own currency 

• Greece is ¼ the size of California 

• The US issues the world’s reserve 

currency. 



Excursus on Social Security 

• Greenspan Commission in early 80s largely 
settled the problem. 

• Since then and up to last year, payroll taxes 
have been greater than payments to seniors. 

• Surplus accumulates in the Social Security Trust 
fund; bonds in the fund just like other US 
government bonds. 

• If problems, no earlier than late 2030s; can be 
fixed with increases in income ceiling on payroll 
taxes. 

• Persistent attempts to obscure the issue. 



Why Increasing Wage Inequality? 

Some possible reasons: 

• Globalization (in trade, finance, tax 

havens). 

• “Skilled-biased” technical change. 

• Legislation, enforcement of labor laws and 

tax policies. 

Productivity vs compensation 

Symptom of a bigger problem (discussed 

later) 



The Bigger Picture: Globalization 

and Democracy 

• Globalization in Trade initially reduced the 

wages of the less skilled but incomes of college 

graduates were going up; now college graduates 

are affected too. 

• Globalization in Finance, especially short-run 

movements of “hot money”, reduced 

maneuvering ability of governments. 

• Tax havens allowed hiding of capital income 

($31 trillion according to one estimate). 

• The rise of a global elite: The party of “Davos.” 

 

 



The Bigger Picture: Globalization’s 

net effects 

• Reduction in taxation of high incomes. 

• Favorable (non-)regulation of finance; increased 

bargaining and political power of finance.  

• Reduction in the bargaining and political power 

of those who depend on labor for their living. 

• Cognitive capture of regulators, media, and 

politicians; lobbying and campaign finance. 

• Reduction in legitimacy of politicians and 

political systems almost everywhere in the West. 

 

 



What Could Be Done 

• Additional stimulus with help for state and local 
governments 

• Health care costs – expand medicare? (It would 
reduce costs.) 

• Complete overhaul of the financial system: 

 -Separation of “utility” banking from fancy 
banking. 

 -Regulation of derivatives. 

 -Financial transactions (“Tobin”)  tax 

 -(Really) Clamping down on tax havens. 

 -Strengthening of SEC and other regulatory 
agencies.  



What Could Be Done II 

• Breakdown of lobbying networks. 

• US Campaign Finance reform; repeal of 
Citizens United.  

• Partial reversal of Globalization (in trade, 

finance, and politics). 

• Return to ethic of public service for 

politicians and government employees.   



Concluding Remarks 

• Employment and wages need to increase 

(even for the sake of the rest of us).  

• Downside Risks:  

 -Low growth, recession in ROW 

 -Implosion of the eurozone 

 -Another financial crisis. 

• Need for a “New-Deal” approach. 

• End of globalization as we know it? 

 

 


