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A PERFECT STORM
BROUGHT ON BY TRE FINANGCIAL CRISIS



PRELIMINARY OBSERVATIONS ON
THE PERFECT STORM

- We are facing the longest recovery period of
jobs/employment in modern history. Unemployment
rates do not tell the whole story; wages & job growth

continue to fall.

- We are facing unprecedented wealth (and income)
inequality. And that distortion in wealth has a profound
effect on the economic & political agenda of democratic

countries (Piketty).

- We are hollowing out the middle class with a divergence
between the stock market and the ‘real economy’ ...
skill-based technological change and the spreading of

earning capacity (MIT’s 2"d Machine Age)

= There is great volatility in the US and global economic

system.

> We seem bent on believing in an economic recovery

(GDP and productivity), rather than a transformation of

the industrial state.

+ We continue to believe that increasing technological

innovation is the most assured pathway to better times

(contrast the 2" Machine Age).

- Global climate disruption/environmental issues remain

unaddressed.

- Reform of the financial system remains illusory.

+ We have an unresponsive political system.

Copyright© 2020 Nicholas A. Ashford




WRAT IS THE NATURE OF TlRE CURRENT CRISIS?
THE PERFECT STORM: REINFORCEMENT OF BAD OUTCOMES
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Wawves of Creative Destruction

Expectations vs.
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When Workers Began Falling
Behind

Until the 1980s labor productivity, real GDP

per capita, private employment, and median
family income all rose in tandem in the U.S.

Then median income started to trail, and

around 2000 job growth slowed.

Source: FRED Bank of St. Louis.
Updated and adapted from Bernestein and Raman (2015). The Great Decoupling: An Interview with Erik Brynjolfsson and Andrew McAfee. Harvard Business Review.



https://www.businessinsider.com/manufacturing-output-versus-employment-chart-2016-12



https://www.businessinsider.com/manufacturing-output-versus-employment-chart-2016-12

Source: Peter Frase. Available at http://www.peterfrase.com/2011/04/manufacturing-output-around-the-world/



http://www.peterfrase.com/2011/04/manufacturing-output-around-the-world/

“9 4 percent of the net employment growth in
the U.S. economy from 2005 to 2015
- appears to have occurred in alternative work

; arrangements.”
-’ i Katz, L. and A. Krueger (2016). The Rise and Nature of Work Alternative
» A in the United States, 1995-2015. Available at

. <: Job Polarization http: / /arks.princeton.edu/ark: /88435 /dsp012z5s25xb933
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The conventional
full-time job is

poae

disappearing

Source: adapted from Autor (2014).
Polanyi’s paradox and the Shape of
Employment Growth
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https://www.bloomberg.com/news/articles/2018-06-21/america-s-millennials-are-waking-up-to-a-grim-financial-future
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Skills premium driving
income inequality
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Source: Autor (2014) Polanyi’s Paradox and the Shape of Employment Growth



In the Age of
Automation...as
production
becomes more
capital intensive,
the distribution of
earning will
become more
capital intensive




Source: Wingfield et al., (2018). Amazon, Berkshire Hathaway, and JPMorgan Team Up to Try to Disrupt Health Care. New York Times, January 30, 2018.



Non-
tradeable/services
(e.g. childcare)

Tradeable/
manufactured
goods (e.g. with
import
competition
like TVs)



https://seekingalpha.com/article/4232964-chart-day-century
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Joseph Stiglitz S@]y@&
Stanclard Economies s -
Wrong. Inequality and
Unearned Income Kills

ihe Econeomy

The rules of fhe game can [be
changed fo reverse inequalify


http://evonomics.com/joseph-stiglitz-inequality-unearned-income/
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TRE TWO RHOCKEY STICKS
The past 1,000 years The past 55 years
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POLICIES TO REDUCE IMPACTS FROM TRADE AGREEMENTS

* Use domestic policy to compensate (offset the
losses to) negatively affected workers.

* Stop pursuing new trade agreements that protect
returns to capital while undercutting wages

* Re-orient international policy away from
regressive trade agreements and toward
measures that will benefit workers in the U.S.
and in other countries.



Average CHG foelprint and income per persen

Source: Adapted from Ummel, K. (2014). Who Pollutes? A
Household-Level Database of America’s Greenhouse Gas Footprint.
Center for Global Development Working Paper No. 381.
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o INEQUALITY IS NOI INEVITABLE, I ISTA'CONSEQUENCE
OF THE WAY GROWTH!IS TAKING PLACE

Piketty (2014) — the main driver of inequality is the tendency of
capital return in developed countries to exceed the rate of

economic growth, which will cause wealth inequality to increase.
[Also Atkinson for the UK]

Solution: Redistribution through a progressive tax on wealth

Stiglitz (2015) — misaligned laws, regulations, and institutions
have determined unequal shares in the benefits of prosperity

Solution: Strengthen workers’ rights, raise taxes on capital gains and dividends,
and increase transparency in all financial markets

Eurofound (2017) — unemployment has been the main driver of
growing inequalities during the Great Recession

Solution: The welfare state can prevent a greater increase in inequalities by
cushioning growing market income inequalities




FUNDAMENTAL QUESTIONS IN APPROACHING: ™
SUSTAINABLE TRANSFORMATIONS

What are the visions for a
sustainable future? (open up
the 'design space' to achieve

multiple goods)

What are the causes of
unsustainable industrial
systems?

What or who is standing in the
way of achieving that future?
(open up the 'participatory
and political space’ for
ensuring that all relevant
voices have influence in the
processes of change?

What are the carrots and
sticks that need to be
fashioned to achieve that
future?
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Is Inequality an inevitalble
oy=product of econemic growih?

Will grewing inegualities
eventvally hincer growih?



WHY IS GROWTH TAKING PLACE IN ITS
CURRENT FORM?

Gilens and Page (2005) “Inequality and Democratic
Responsiveness.” Public Opinion Quarterly 69(5): 778-796.

Actual policy outcomes strongly reflect the preferences of the
most affluent - there is “virtually no relationship” between

policy outcomes and the preferences of poor or middle-income
citizens

Put differently, there is a vast discrepancy in government
responsiveness to citizens with different levels of income

The research revealed the negative effects of inequality on
democracy and governance




* Income and wealth transfers to the poor
* Progressive changes in the taxation of income and wealth (~Piketty) -
* tax excess profits

guaranteed minimum income (UBIl)/negative income tax

Pay those doing unpaid work such as child rearing/care of the elderly

Tax pollution and energy, and reduce the per capita tax on labor

Jump start the economy by Keynesian spending

* Limit the import of goods/services to increase domestic employment and reduce energy
and material content

* Prohibit elimination of jobs (~Germany’s Kurzarbeit); supplement the shortfall in paid
wages during economic downturns

* Increase labor’s claim on profits from production/services by designing work back into
production and services.



* Meet essential needs of consumers in a different way (shift to product services; a shared economy
thru broadening ownership and investment in social goods) — lowering consumption,
environmental impacts and costs to consumers

* Educate workers/consumers for the economy of the future; change the nature of demand

* Encourage the design and production of essential goods and services and discourage others —
regulate advertising; tax the “bads”

* Invest in labor-intensive production and services
* Adopt a four-day workweek but maintain workpay parity

* Change workers into owners — thru changes in business ownership and corporate structures by
allowing them to acquire capital with the (future) earnings of capital (two-factor economics)

* Tax Corporations that shift production/services/ownership abroad

* Extend and expand anti-trust law and enforcement

* Advance/extend the coverage of labor law to contract and temporary workers

* Strength unions and encourage collective bargaining

* Encourage technology bargaining with unions before introducing new technology
*~Subsidize education and health care; and essential goods and services

* Change the nature of deficit spending
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