                                                                                                                                 June 11, 2006

LIBERAL ECONOMIC DOCTRINE: DOGMA & REALITY

Bruce et al,
 

We are all indebted to Bruce for his candid, undoctrinaire and penetrating pieces treating diverse topics of international political-economy.  His solicitation of comments also opens a unique chat room.  I availed myself of it back in April to inveigh against what I argued were the biases and distortions of neo-liberal dogma.  On that occasion, I used Germany's economic performance, and its treatment in orthodox commentary, as illustration.  I am moved to generalize and extend those remarks by some dubious comments, quoted in Bruce's latest, from economic experts.   What drew me up short, and set off the line of thinking that follows, was this from Adam Posen: "this whole export weltmeaister concept is complete self-delusion.  Germans don't get that having the most exports has no correlation with productivity or economic growth."  (Bold added)
 

Let's leave aside the condescending tone and hyperbole that have been an uncivil intrusion in the discourse on the German and French economies.   It is utterly bizarre to divorce export performance, for an economy where over 40% of its GDP is bound up with international commerce, from growth rates.  As to productivity, the heart of the criticism leveled at Germany (and others of its ilk) is that heavy labor costs and rigid labor markets greatly handicap business by making them less competitive.  No amount of enhancement of product design, or innovation in the organization of work, can offset it - or so we are told, ad nauseum. So what, in Adam Smith's name, is Posen getting at?  It seems that he is just emoting, perhaps a form of productivity envy.   His supposed analysis really is itself an observable datum crying out for behavioral interpretation rather than the expression of considered thinking with any analytical merit.
 

Much of the discourse in this vein is lacking in historical memory.  The question of Germany's sustained export strength has been around for 35 years; that is to say, since the upward revaluations of the Deutschmark and the introduction of flexible exchange rates in the 1970s.  Those events had economists predicting dire things for German capital goods industries and wonderful things for declining American exports.  Neither ever came to pass over three decades of turbulent exchange markets.  Obviously, there are features of the market that make German goods attractive to buyers independent of price fluctuations.  A bit more attention to this subject would be welcome.
As to an overall appraisal of the German economy, permit me the liberty of reiterating a few points made in my earlier e-essay.  
· Appraisals of Germany's economic performance should take account of the enormous sums invested in infrastructure in the eastern Laender since 1991, approximately DM/Euros 1.5 billion.  Think of a proportional $3.5 - 4 billion sunk into infrastructure in northern Mexico.
· US consumption gets a subsidy of $2,500 per capita from the rest of the world thanks to others' acceptance of deficit dollars.  Interest rates can be kept correspondingly low.  No such boons are available to Germany. There, the problem clearly is low consumption, only secondarily investment and not at all productivity.  
· Yet, Germany racked up a record level of exports last year - indeed, it is the world's largest exporter ahead of the US, China and Japan.


This is what Angela Merkel, a few weeks ago, inanely called a "basket case" economy.  US industry should be so fortunate as to have this productivity grounded competitive strength. 

A low German disposition to spend is understandable.  Isn't it the sensible response to the message being drilled into the German public that it is their patriotic duty to celebrate the job insecurity promised by labor market 'reform' with the prospect that the resulting economic 'progress' will ensure that salaried workers see zero increase in their real disposal income for the next 30 years - as in the much heralded USA that serves as model and inspiration.  Indeed, their real income will decline as their contributions to medical insurance and medical bills rise in accordance with legislation passed by the current government in the name of fiscal reform.
Productivity is one of those topics that bring out the worst in economists.  They rely on statistics whose validity and value depends on the accuracy and completeness of the data fed into their models.  Those models are suited to handle only ‘hard’ data; thus, either the relevant universe of data is kept methodology friendly or numerals are given to ‘soft’ data - based on assumptions.  Those assumptions are often misleading or downright wrong.

Outstanding Example.  The seeming rise in the productivity of the United States economy has proven elusive to explanation by standard models.   The question’s importance is accentuated by productivity being advertised as the linchpin of superior overall US performance relative to most of Western Europe (along with its canonical ‘super-flexible’ labor market).  Alan Greenspan, a few years back in testimony before Congress, found himself in the awkward position of speculating that it had to do with the huge investment in information technology – even though he knew of no way to demonstrate that.  Thus, a crucial element of performance analysis was secreted in a high-tech mystery cult.* The most telling anomaly has been the US economy’s low productivity relative to other industrial economies.   Figures that measure it on an hourly or daily basis, in those very European economies whose performance is derided, point to markedly higher productivity over there.  That has been a sty in the eye of orthodox neo-liberals.  Now we have a purported answer to the puzzle.  Predictably, it is offered by apostles of orthodoxy whose doctrinal authority is threatened by the anomaly.  Adversity is the mother of invention, so social psychology - of all things, is called in to resolve a dilemma of economic analysis.  We are told that the discrepancy is due to generational differences in the make-up of the workforce.

 

The US economy employs more workers in their 20s and more over 55.  These workers, it is claimed, are less productive than those between the ages of 30 and 55.**  Voila – puzzle solved.  Salvation for neo-liberalism.  Except, do we know that the positive age/productivity correlations aren’t dubious?  There is no reliable data on this.  Understandably so.  What methodology could allow us to track and calibrate how the net work output of one individual in an office or sales floor or consulting room or nursing station or fruit orchard compares to that of another with different age attributes?  What methodology could include the effect on group output in those increasingly common settings where widget making is not the activity?  This is not an analytical breakthrough.  It is the most ingenious attempt to reconcile a preconceived theory with inconvenient data since the Ptolemaics drew elaborate filigreed ellipses to account for Kepler’s empirical observation of the movements of celestial bodies.

 

One can offer an alternative hypothesis, just as credible on the face of it, that the US economy benefits from a workforce that includes comparatively large numbers of the energetic, enterprising young and the experienced, seasoned old.  Looked at that way, real American productivity, adjusted to workforce demographics, does not rise to the high level of the overachieving economies, e.g. France.  Rather it falls to the level of Greece and Portugal – upsetting numerous doctrinal apple carts along the way. 

 

So what are we left with?  Maybe the productivity rise in the US, unexceptional as it is, owes to the strong trend toward uncompensated overtime – whether among technical staff, clerical staff, middle managers, nurses, software writers, produce pickers or UPS deliverymen.  This method of raising productivity has precedents.  The record of Pharonic pyramid builders was terrific; so too was Stalin’s during the forced industrialization of the Soviet Union in the 1930s.  But unpaid extra time escapes standard statistical methodologies, so it is ignored as lacking economic validity.  

 

Conclusions:  

·  In effect, the United States currently is setting unchallenged records for sophisticated capitalist accumulation.    

· The US economy is great at generating oodles of low-wage, benefit-free, insecure jobs for an ever-increasing workforce (much of it made up of illegal immigrants).  It is even better at redistributing trillions in national wealth from the poor and modest to the ultra-rich – helped along by devotees of free enterprise whose all too visible hands have an iron grip on the levers of profane governmental power. 

 

            Let’s hold the applause until the finale.

 

**I first heard this disingenuous idea at a Washington meeting.  It was presented, with a straight face, by a researcher at the Institute for International Economics.  I do not know who the founding father is.  Pity.  Such an inventive flight of intellectual fancy does not deserve to be an orphan.  (I since have learned that it originated ar Groningen University).
 

* Greenspan was less shy about blessing the Bush administration’s irresponsible, inequitable tax cuts.  Then, when confronted with what should have been the obvious result - the reality of huge, chronic budget deficits - the high priest of orthodoxy advocated cutting Social Security and Medicare rather than revoke those generous gifts.  Himself the author of the great compromise of the 1980s whereby payroll taxes were hiked to ensure the former program’s solvency (as they have done), he urged that the money taken out of the bank accounts of salaried workers be permanently kept in the bank accounts of the rich.   Voices of protest by economists outraged over the looting of the trust fund, in the name of fiscal prudence, were few and far between. (Paul Krugman, of course, is the outstanding exception).  We do owe Alan Greenspan something.  The acolyte of Ayn Rand has shown us that the word “shrugged,” in Atlas Shrugged, is an active verb.

  
 
