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Ambivalence

Determining what Trumpeconomics may mean is fraught with 
ambivalence.

Yet some of what he wants can be identified with the classic 
aspiration of Milton Friedman to roll back the frontiers of the state 
and a parallel rejection of globalisation.

What this presentation submits is that in the former he is wrong, 
yet on the latter is right in principle, but for the wrong reasons.

Also that his alleged remedies will not work. But that the US no 
longer is the global financial and political hegemon and that other 
alternatives still are feasible.



Mistaken Globalisation Theory

Part of the problem has been a mistaken perception of 
international trade since David Ricardo (1817) in the theory of so-
called ‘comparative advantage’.

This assumed that there would be no capital mobility between 
countries whereas it was foreign direct investment in the British 
and Dutch East India companies that had created fortunes for 
Ricardo on the London and Amsterdam stock exchanges. 

This theory has been repeated by Samuelson in an alleged 
Hikscher-Ohlin-Samuelson theorem which has been presumed to 
be axiomatic by the IMF, the World Bank and the WTO despite 
assuming no capital mobility either of finance or direct investment 
between economies, which is entirely false.



Ricardo versus Adam Smith

• Ricardo was challenging Adam Smith who rightly had claimed in In his
Glasgow Lectures of 1763 that:

• ‘The cotton and other commodities from China would undersell any made 
with us, were it not for the long carriage, and other taxes that are laid upon 
them’ (Smith, 1763, 141-142.). 

• Smith also had observed in the same lectures that a key restraint on China 
gaining this advantage was that it was ‘inward looking’. Whereas now, for 
decades, it has been encouraging inwards investment, and the low cost of 
what it can produce is out competing much to most of the rest of the world



Then and Now

• Ricardo’s theory was developed by Heckscher and Ohlin on the basis that 
countries would tend to specialise in the production – and exports – of 
those goods in which they had a greater factor intensity, i.e. developed 
countries in those with more capital and less developed more labour.

• This reflected the pre WW1 colonial era. But with post colonialism, 
independence and the emergence of China and India, Asian economies 
for decades have combined both capital and labour intensity and are 
fulfilling Adam Smith’s prediction that, when they did so, they would out 
compete the West.

• By 2010 half of the exports of China were from foreign firms investing in its 
vast industrial zones.



Compromising Protection

• This compromises Trump’s caims that by a 35% external tariff he can 
protect US workers and jobs against ‘unfair’ low cost imports from 
China since the imports are mainly from US firms in China or 
elsewhere in East Asia.

• The cost of an iPad produced in China is just over $16 dollars. It has 
been sold in the US for over $600  With a Trump protective tariff it 
either would need to sell at over $900 or massively cut Apple’s 
profits.



Compromising Protection 2

• This gets worse for intermediate products such as steel on which 
George W. Bush had to withdraw protection because of protests from 
US steel users.

• i.e. many US firms are importing components from either US firms in 
China or Chinese producers, and the tariffs would raise their costs and 
thus reduce their competitiveness when they export.

• if the United States succeeds in stopping imports from, in particular, 
China, the result will be that companies will shift production to 
Vietnam and other low-wage countries – rather than create ‘good 
jobs’ in the United States.



Compromising Exchange Rate Changes

• Unlike Ricardo and Samuelson, Ohlin (1933) had recognised that 
foreign direct investment and production could substitute for national 
production and exports. 

• While Ohlin only suggested this, it now has major implications for 
whether balance in global trade can be achieved by the managed 
exchange rate changes which underlay Keynes’ proposals for the 
Bretton Woods system.

• There are three main effects which now qualify dollar devaluation –
or Renminbi revaluation - as a means to balance US trade



The Three Effects

1. There will be an ‘export substitution’ effect if companies which had been 
exporting from one country then invest in, produce and export from others. 

2. If companies are producing in other countries and then export to the 
country of investment outflow, this will increase its imports, with an ‘import 
promotion’ effect.

3. For such companies to follow through a devaluation or depreciation by 
any country with lower prices in others would be to compete globally against 
themselves or an ‘own competitor’ effect.



Foreign Direct Investment and the US Trade Deficit

• Export substitution and import promotion effects in large part explain 
the long standing postwar US trade deficits. 

• Since, for decades, it has been the most multinational of all 
economies, with foreign production by its firms more than four times 
its visible exports. 

• Robert Lipsey and Irving Kravis showed in 1985 that exports from the 
US by American multinational companies had fallen by the later 70s 
to less than half their total exports from other global locations. 



The US Deficit is Structural not Cyclical

• The US therefore cannot assure that devaluation of the dollar will 
increase its overall exports rather than, in principle, increase the 
competitiveness of those of its companies which are national rather 
than multinational many to most of which do not export at all. 

• Export substitution and import promotion effects from foreign direct 
investment and production also are central to explaining structural 
imbalances in trade between the US and China.  



Not only Trump

• Trump is not alone in ignoring these effects. Mainstream economists 
and the IMF, World Bank and WTO have done so.

• Combined with the displacement of capital mobility in theories of 
comparative advantage from Ricardo through to Samuelson (2004) 
this misled both Bill and Hilary Clinto into endorsing trade 
liberalisation, such as in the North Atlantic Free Trade agreement.

• Several economists warned that this would mean, for example, that 
many US firms would move jobs to Mexico, which they did, and which 
Trump exploited in his presidential campaign.



Limits to Fiscal Policy

• Fiscal policy means many things. But its main meaning is cutting or 
lower taxes either to restrain inflationary pressures or to promote an 
economic recovery.

• This was one of the main arguments made by John Maynard Keynes 
(1936).

• But as Keynes also stressed this depends n the level of confidence in 
firms – i.e. psychology.

• It also depends on income distribution. If people have low incomes 
they may only save rather than spend the increased income they have 
fro a tax cut



Global Implications 1

• What is needed is a new paradigm – and new institutions - for global 
economic governance-

• This should not be  based not on the myth of maximising welfare 
through comparative advantage but on recognising that foreign direct 
investment is generating vast surpluses but with asymmetric trade 
and welfare outcomes and the need to recycle global surpluses to 
offset this. 

• Not least since with low growth in the US and Europe now risking 
recession, the exports of most of the BRICS have slowed and China 
itself is not immune. 



Global Implications 2

• This implies:

• not relying on a recovery of private sector confidence nor only on 
exchange rates changes even by major global players such as the US 
and China;

• doing so through long-term public investments such as the China 
Investment Corporation has called for after making losses on shorter 
term investments in the private sector in the West;

• moving beyond short term quantitative easing, which has not 
promoted either a sustained US or European recovery, to promoting 
social investment led global recovery by recycling international 
surpluses.



Global Implications and Europe

• There is a key potential role in this regard for Europe.

• Emmanuel Macron understands that a European recovery is feasible 
thrugh social investments without new institutions, Treaty revisions, 
fiscal federalism or national guarantees (Holland, Beyond Austerity, 
Spokesman ebook 2016)

• Martin Schulz also has supported Eurobonds for recovery on the 
same lines even if recently downplaying this.

• Much therefore hangs on the outcome of the forthcoming French and 
German election.






