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Lesson 4:  Trade, Jobs, and Income 
 
I. Trade & Jobs 
 A. Trade reduces some jobs in some industries.  
 B. Trade creates some jobs in some industries. 
 C. The data show no relationship: 

       
 
 D. Yearly job losses & job gains.  
  1. 2014 jobs lost:  55 million – 36% layoffs the rest quits.  58 million hires.  This is normal. 
  2. Reasons for job loss: 
   a. changes in demand patterns 
   b. competition from other domestic producers 
   c. productivity increases (normally approx. 2%) 
   d. technological changes 
   e. international trade (about 3% of all employment separations in recent years) 
  Greenspan quote: 
  “Over the long sweep of American generations and waves of economic change, we simply have  

 not experienced a net drain of jobs to advancing technology or to other nations.” 
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II. Trade & Manufacturing Jobs – Only McJobs are left? 
 A.  Manufacturing jobs fewer but manufacturing output is up.  How?  Productivity increases.  

 Similar to ag jobs. 
 B. Jobs lost in manufacturing and ag have freed the resources to move to services.  
 C. Jobs “saved” with trade restrictions cost other (probably more productive) jobs elsewhere.  A 

 textile job saved costs $140,000.  More skilled workers - $350,000, machine tools; $600,000 in 
 sugar industry. 

 D. Did we hear the “great sucking sound”? 
 
III. Trade & Wages 
 A. Productivity determines wages, not trade. 

More imports,  
Higher unemployment? 

Manufacturing 
production has increased 
dramatically, 
employment in 
manufacturing has not.  
Why? 
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 Labor Productivity & Real Labor Compensation Costs 1960-2007 
  

 
 
 

 
 C. The US exports high wage items. 

What causes real 
wages to rise? 

Is this good or bad 
from the US point of 
view? 
From the less 
developed country’s 
point of vies 

B. The US imports low wage items.  Imports 
shift jobs to higher productivity uses (based on 
comparative advantage) and have the net  
effect of increasing wages. 
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 US wages & Export Shares 
 
 D. The Stolper-Samuelson Theorem - free trade raises the earnings of the abundant factor and 

 decreases the less abundant. 
 E. The magnification principle - the change in the price of the factor will be greater than the 

 change in the price of the good. 
 F. The gap between wages to HS grads and college grads has increased. 
  1. Is this attributable to trade?  Trade in the US increases imports of labor intensive goods  

  (lowering the demand for domestic low-skilled labor) and increases the exports of capital  
  intensive goods (and increases the demand for high-skilled labor). 

  2. The major factor is technological change.  Trade is a minor factor. 
  3. The solution?  Stop technology? 
 G. Two major exceptions to the pattern – US industries compete with low-wage products.  These 

 are in autos and steel.  Why? 
  1. They are both historically unionized industries. 
  2. Unions and rent? 
  3. Protection maintains the high wages and punishes downstream industries. 
  4. With autos, more and more production is done by non-union foreign owned firms in the US. 
  5. When wages are high compared to productivity, the company or industry can survive only  

  with protection – for a while.  Eg, autos in Britain. 
 
IV. Help for Displaced Workers 
 A. Some workers will be displaced by trade even though the number is not a large % of the total. 
 B. Displaced workers tend to be less educated, female, and to remain unemployed longer after lay-offs. 
 C. Trade creates new jobs but normally in OTHER industries.  These other industries tend to be high-

 tech and therefore not available to the low tech workers who were displaced. 
 D. Should there be special accommodations for these workers displaced by trade?  (More than the 

 normal accommodation for all others displaced?) 
 E. Import competing workers normally find work at 10-15% lower pay. 
 F. TAA – Trade Adjustment Assistance – Part of trade agreements since 1962 
  1. If workers are laid off in an import competing industry, they get the standard 26 week UE,  

  then an additional 100 weeks (approx.)!  
  2. Training is part of the program also. 
  3. Not a large program. 
  4. The incentives are questioned 
   a. incentive to wait to get a new job 
   b. the longer the time unemployed, the more difficult to become employed. 
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V. Trade Deficits and Employment – Do Trade Deficits Cause Unemployment? 
 A. No.  The relationship might be negative– as deficit up, UE goes down? 

 
 B. Which causes which? 
 
VI. The International Books 
 A. Terms 
  1. The accounts 
   a. Current – purchase and sale of… 
   b. Capital  and Financial – purchase and sale of… 
 B. Debits and credits 
 C. Balance on: 
  1. Current account 
  2. Merchandise 
 D. The big issue:  Always Balance!  Why? 
  1. current account + capital & financial account = 0 
  2. Explanation & examples 
 E. National savings: 
   Current Account Balance = domestic savings -  domestic investment 

• A current account deficit means that there is a capital & financial account surplus.  Foreigners are 
investing in the US, so domestic investment will exceed domestic savings.  

• The converse if there is a current account surplus – there must be investment in some other 
country to make up the difference.  

 F. The Bretton Woods system – fixed exchange rates – capital mobility limited therefore current 
 accounts were close to Ø. 

 G. Trade restrictions will not close a current account deficit. 
  1.  The Lerner symmetry theorem. 
  2. Savings & Investment, not trade restrictions determine the current account balance. 
   a. Current Acct = S – I.  (It is the amount by which savings is different from investment.) 
 
VII. China and Surpluses  
 A. The issue of the undervalued Yuan.   
  1. Is it?  Probably. 
  2. How does the Chinese government maintain an undervalued currency? 
  3. When a currency is undervalued:  
   a.  Foreigners get Chinese goods cheaper – like a subsidy.  
   b. The surplus of dollars in China means the US Gov’t can borrow at cheaper rates   

   (because the Chinese government buys the US Gov’t securities. 
 B. Does the Chinese surplus cost us jobs? 



Global Economics Notes Lesson 4  
 
  1. Only if you assume that the alternative to Chinese goods is US produced goods. 
  2. In fact, the job loss probably comes at the expense of other Asian countries whose share of  

  the markets have been reduced by the Chinese imports. 
  3. If we restricted imports from China, our exports would decrease (Learner theorem), China  

  would buy fewer US Treasuries, interest rates would rise, investment would fall and we  
  would lose employment here also.  The net effects are unclear. 

 C. The notion that if China just disappeared, all those jobs would come back to the US is naive  
 and unrealistic. 

 


