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JAMES K GALBRAITH VS. PAUL KRUGMAN

SYNOPSIS: Squabbling over the significance of math and models in Economics

From: James K. Galbraith
To: Paul Krugman
Posted: Tuesday, November 5, 1996, at 4:30 p.m. PT

Jacques Derrida
Ain't no wrida
Then again, ain't no reada
Eida. 

MIT, at the pinnacle of professional prominence, has an ideological flavor ... and also a stronger team orientation than
most places. The problem is not conditions at the pinnacle but the inferior results when lesser places try to replicate
the coverage without the people. And when good people in niches cannot find steady employment because second-
and third-rate departments lack the courage to hire them.

Evidently Krugman ain't no reada, eida.

Krugman's main point is that he represents the "nerds" of economics, whereas I and the distinguished writer Robert
Kuttner are "literati," who would like the profession to be less mathematical than it is. Leaving Kuttner to speak for
himself, this view also totally misrepresents not only my position but also Paul Krugman's own professional one.

This may come as a surprise to outsiders, but Krugman is not a mathematical theorist (and I have heard him admit
this, to a knowing audience). Krugman's mathematics are not deep, and he has no interest in complicated
manipulations of data. He owes his fame, instead, to an exceptional grace and lucidity of formal presentation. With
these gifts, Paul has expanded the range of neoclassical economics in several notable directions, especially
international trade theory. Krugman's professional work is mathematically literate, of course. The point is that it is also
literate, and, for many economists, that is its appeal.

My own work is mathematical when it needs to be. In recent years it has become very much so, in papers that are just
beginning to appear (one came out this year) and working documents that I or co-authors have presented recently at
Harvard, Berkeley, and to the physics department (of all places) at Texas. I have nothing against math, and when my
topic (inequality, in this case) is mathematical, then so am I.

So if the issues between Krugman and myself are neither hermeneutic nor mathematic, what are they? The actual
issues are philosophical and theoretical.

Paul's worldview rests on the belief that useful implications for important questions of public policy can be derived,
essentially from first principles, with the help of a well-structured logic. Well-structured deduction from metaphysical
first principles is the Krugman forte.

I don't accept that much of use can be learned about policy in this way. When the world deviates from the principles,
as it usually does, the simple lessons go astray. This is not a complaint against math. It is a complaint against
indiscriminate application of the deductive method, sometimes called the Ricardian vice, to problems of human action.
Mine is an old gripe against much of what professional economists do; not against science but against scientism,
against the pretense of science. To combat it, I spend my research time wrestling with real-world data, and I spend
much of my writing time warring against the policy ideas of aggressive, ahistorical deductivists.

Within economic theory, our differences can be stated even more simply, for those who know the jargon. Paul is a
moderately liberal neoclassical economist, formed at MIT. I am an unreconstructed and very thoroughgoing
Cambridge Keynesian. Paul's main mentors are, I would judge, Paul Samuelson and Robert Solow. Mine were
probably Nicholas Kaldor and Joan Robinson, not to mention the influence of my own father. This accounts for many
differences between Krugman and myself, on issues ranging from the role of the market to the role of the state,
differences that are rooted in deep disagreements over economic ideas.

In the final analysis, Krugman's argument is that there is a simple distinction between the "serious" economists--who
agree with him--and the "critics," who are, by definition, not serious. It is true, of course, that economic-policy
discussions are magnets for cranks. But from this it does not follow, and is not in fact true, that all "serious" economists
hold to some single position. It is even more absurd to suppose that one gains access to this wisdom by passing an
exam in algebra. In this respect, Krugman's argument is so shallow, so actually illogical (a fallacy of induction, in this
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case), that it is evidently aimed at rubes. I hope not many will be taken in.

(Many of my articles, including the original target of Krugman's critique, "What Is to Be Done [About Economics?]" are
accessible online. Also available, a paper entitled: "Linear Decomposition of Time-Series" [for anyone interested in
checking out my linear algebra ...].)

From: James K. Galbraith 
To: Paul Krugman
Posted: Tuesday, November 5, 1996, at 4:30 p.m. PT

I am grateful to James Galbraith for two things: the relative civility of his letter, and the link to his article on doing
economics. That way we need not throw quotations at each other--readers can go look at his piece and see if I have
gotten the spirit of it right.

When you try to talk about the importance of a mathematical sensibility in doing economics, there are two
misunderstandings that you must immediately confront. The first is that the math must be fancy--that I must be talking
about pages and pages full of squiggles. The second is the charge that if you think that algebra is important, you must
believe that everything about the world can be deduced from equations, and be uninterested in checking your
equations against reality.

What I actually have in mind is something much more prosaic. Economics is at least partly about quantities and their
relationships; so you can't make sense of it unless you are willing to do some arithmetic and even some algebra to
make sure that the stories you tell hang together--and that they are consistent with the evidence. This doesn't sound
like much, but experience shows that there are many influential intellectuals who are prepared to make sweeping
pronouncements on economics without doing the arithmetic. And by the way, throwing around lots of statistics is not
the point: It's a question of thinking hard about how the statistics fit together.

Maybe the only way to explain what I am talking about is to give an example. It involves Michael Lind of The New
Yorker, against whom I have no particular grudge--in fact, part of the point is that he is, undoubtedly, a very smart guy.
That is what makes this particular example so revealing: It shows what happens when someone who is very bright but
does not understand the role of arithmetic in economic analysis tries to make pronouncements on the subject.

Two years ago, Lind wrote the following in Harper's:

Many advocates of free trade claim that higher productivity growth in the United States will offset any downward
pressure on wages caused by the global sweatshop economy, but the appealing theory falls victim to an unpleasant
fact. Productivity has been going up, without resulting wage gains for American workers. Between 1977 and 1992, the
average productivity of American workers increased by more than 30 percent, while the average real wage fell by 13
percent. The logic is inescapable. No matter how much productivity increases, wages will fall if there is an abundance
of workers competing for a scarcity of jobs--an abundance of the sort created by the globalization of the labor pool for
U.S.-based corporations.

Now what should Lind have done before publishing this passage? He should have had an internal monologue--
something like this: "Hmm, do these numbers make sense? Well, historically, compensation of workers has been
around 70 percent of national income. So let's say that initially, output per worker is 100, and the wage is 70. Now if
productivity is up 30 percent, that means that output is 130, while if wages are down 13 percent, that brings the wage
down to around 61, which is less than half of 130--wow, that means that the share of labor in national income must
have fallen more than 20 percentage points. Let me check that out in the Statistical Abstract. ..." Of course, if he had,
he would have found out that the share of compensation in national income, far from declining 20 percentage points,
was about the same (73 percent) in 1992 as it was in 1977, offering a clear warning bell that something was wrong not
only with his numbers--for example, he turns out to have confused productivity in manufacturing with productivity in the
economy as a whole--but with his story. (This was not a throwaway passage marginal to his main argument; the claim
that globalization has shifted the distribution of income drastically in favor of capital was central to his article.)

How could Lind have failed to go through this little monologue? Well, I have had several conversations with
impressive, highly articulate men, who believe themselves sophisticated about economic matters, but who simply do
not understand that if productivity is up and wages are down, this must mean that labor's share in income has fallen.
These conversations are not pleasant: They want to discuss deep global issues, and end up being given a lesson in
elementary arithmetic. But that is precisely the point: All too many people think that they can do economics by learning
some impressive phrases and reciting some gee-whiz statistics, and do not realize that you need to think algebraically
about how the story fits together.
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Presumably, Galbraith will say that this example has nothing to do with him and his friends. But consider the concept
of "deindustrialization," which has been a centerpiece of much economic writing over the past 15 years--in fact, it could
be considered Bob Kuttner's signature contribution to the field. The story is that wages in the United States have
stagnated or declined largely because trade deficits have eliminated high-paying jobs in manufacturing. There is
nothing wrong with this story, in theory--in fact, it is a perfectly good example of what is known as the "domestic
distortions" argument for harm from international trade, which is covered in many undergraduate textbooks on the
subject, mine included. But if you do even a rough back-of-the-envelope calculation--a little more complicated than the
one Michael Lind should have done, but still very simple--and check it against the data, you immediately realize that
the displacement of high-wage manufacturing jobs by imports cannot have pushed average wages down by more than
a fraction of a percentage point. The point is that the deindustrializers have a good story, but lack the instinctive urge
they should have had to see if that story actually adds up.

I have no doubt that Galbraith can do linear algebra, probably better than I can. That is not the point, because we are
not talking about fancy math. In fact, there is a familiar tendency of some basically anti-mathematical intellectuals to
reserve a small pedestal for people who do very complicated math that seems to refute orthodoxy--like the
correspondent who told Steven Pinker, the author of The Language Instinct, that "[w]e don't need natural selection,
because now we have chaos theory," or the one who assured me that global savings don't have to equal global
investment, because the world is nonlinear. (I call this tendency the "Santa Fe syndrome.") I suspect that this perverse
affection for confusing math owes less to any expectation that it will clarify matters than to a sense that it absolves us
from the need to understand simpler models.

Finally, notice how utterly false is the charge that people like me believe that the world can be predicted and
understood entirely by a priori reasoning. On the contrary, both Lind and Kuttner have, whether they know it or not,
been making arguments that are straight out of standard undergraduate textbooks on international trade--Chapters 4
and 10, respectively, of mine. I don't start from the position that what they are saying cannot be true in the light of
orthodox theory--it could be, but I have looked at the evidence, and it isn't. But that is a quantitative, arithmetic
assessment--which is why they didn't notice that problem for themselves.

From: James K. Galbraith 
To: Paul Krugman
Posted: Wednesday, November 6, 1996, at 4:30 p.m. PT

Clearly, Paul Krugman's response narrows our differences. I do not criticize him for the simplicity and elegance of his
math; my linear algebra is not fancy either. We agree that journalists should be careful with numbers. And while I'm
quite certain that my own work also contains mistakes, it is gratifying that so far, Paul hasn't found them. His reply also
does not repeat the canards about "deconstruction," "anti-academic writers," "lit-crit style," and "intellectuals who can't
stand algebra" of his original attack.

Paul's own past work is probably not available online, so readers may have to go to the library to check whether there
isn't, after all, just a hint of that Ricardian vice on his record. Readers should also stay tuned on the great questions of
trade and wages that are the subject of the rest of Paul's letter. The real issue here, still very much unresolved
between academics, is not the division of income between wages and profits. It is the effect of trade on inequality
within the wage structure. It is whether trade has displaced relatively low-wage manufacturing jobs, not high-wage
jobs. My present view is that the actual effects of trade on wage inequality are stronger than Paul appears to believe,
that they worked mainly through the exchange rate, and that they are, nevertheless, not as strong as the influence of
high rates of domestic unemployment. For more details, however, readers will just have to wait--I'm still checking the
numbers.

From: Paul Krugman 
To: James K. Galbraith
Posted: Wednesday, November 6, 1996, at 4:30 p.m. PT

This debate is getting more civil by the minute--can it be that we will actually end up agreeing?

I think my first reply to James Galbraith effectively answered much of what James Devine had to say. (Hi, Jim.) I have
never argued, or believed, that economic theory proves that markets always get it right; the truth is that economic
theory allows lots of possibilities, and is always up for revision anyway. But your story must hang together; and you
must be willing to do some arithmetic to see that it does. Moreover, the kind of arithmetic involved does not come
easily to people who are unfamiliar with economics. Everybody here seems to be invoking the ghost of John Maynard
Keynes; perhaps I should simply note that he wrote at one point that "[e]conomics is a difficult and technical subject,
but nobody will believe it."
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Let's talk for a minute about the substantive issues, then go back to the nature of economic discourse. I agree with
Galbraith that the serious intellectual issue regarding trade and wages is how much of the widening inequality among
workers can be explained by growing trade; everyone agrees that trade has played some role, and the question of
how much is, well, "difficult and technical." Some of the studies that seemed to show that trade played a very large role
have turned out, on closer inspection, to be deeply flawed; but I am quite willing to agree that trade has widened the
gap between college- and high-school-educated workers by 2 percent or 3 percent. (See my article in Brookings
Papers on Economic Activity last year.)

But when Galbraith says that this is the "real issue," I wonder what he means. If he means that statements like the one
by Michael Lind that I quoted are silly, or that we need not take seriously the claim that wages have fallen because of
the displacement of high-wage jobs by imports (as opposed to the displacement of low-wage jobs that has contributed
to growing inequality), then, obviously, I agree. But, did the readers of Michael Lind's Harper's article know that what
he was saying was nonsense? Did the editor of Harper's know that it was nonsense? (I have had some fascinating
conversations with other editors who either have never heard of the idea that economics should be based on models,
or are hostile to that idea.) Above all, did Lind himself know that it was nonsense, and that you are supposed to think
these things through?

Or to take the more pointed case: It has been obvious since the early 1980s to anyone willing to do simple algebra that
the deindustrialization hypothesis about wage stagnation could not be more than a tiny part of the story. So, in some
sense, we could say that deindustrialization was not the "real issue." But did the authors and readers of the 1988
Cuomo Commission report, which placed deindustrialization at the center of America's economic difficulties, know
that? I can assure you that as of 1992, Gov. and then President-elect Clinton did not: As a well-read, highly intelligent
man who followed what people he regarded as serious economics writers had to say, he thought he knew that the loss
of manufacturing jobs to imports ranked at the top of American economic problems.

In my unpleasant debate with Bob Kuttner in the pages of the American Prospect, Kuttner at one point asserted that "
[a]s Krugman surely knows, the real controversies in economics and economic policy are not about the arithmetic:
they are about the assumptions." I only wish that I did know that. But the debates over deindustrialization, or over
national economic "competitiveness," or, for that matter, over supply-side economics, are not about assumptions: They
are about arithmetic, and one side in each debate is wrong because it has simply failed to make sure that its stories
add up. If these aren't real controversies, that is news to the participants and to the intellectual public.

There are actually many economists willing to push the boundaries of the field, to try out the consequences of
alternative assumptions. It is hard to think of an economist whose research has been more innovative than Joseph
Stiglitz, now chairman of the Council of Economic Advisers; and, as my critics endlessly point out--as if it somehow
invalidates what I say now--I have a pretty good reputation as an innovator myself. Why, then, do people like Stiglitz or
myself so often seem to be in the position of defending economic orthodoxy? Because when you enter the real world
of policy debates, you find out that the great majority of those who attack standard economic prescriptions may
imagine that they have transcended textbook economics, but, in fact, have simply failed to understand it.

From: James K. Galbraith 
To: Paul Krugman
Posted: Thursday, November 7, 1996, at 4:30 p.m. PT

Mea culpa! I did commit the academician's sin, of implying that the "real" and the "serious intellectual" issue were one
and the same.

In the beginning I entered this fray to defend myself, not a class action involving Lind, Kuttner, and Stephen Jay Gould.
But Paul now seems to have dropped his complaint against me. The question now arises: Do I want to keep this going
by filing a counterclaim?

Well, why not? We have agreed that good economics requires careful theory, data, and arithmetic. Paul has conceded
that there are important issues on which "serious" economists disagree. I raised the trade-and-wage-inequality
question precisely to make this point. A noneconomist reader might easily have missed it, reading Paul's criticisms of
Michael Lind.

Here's the new issue. Are such "serious" disagreements the exception, or are they the rule? It seems pretty clear to
me that professional economists are deeply divided over many of the important economic-policy issues we face today.
Some examples:

The merits of cutting the budget deficit. Do serious economists all agree that cutting the budget deficit will raise
savings and investment, and increase the rate of productivity growth? They do not. The late, great Bill Vickrey, who



21/11/13 10:07The Unofficial Paul Krugman Web Page

Page 5 sur 8http://www.pkarchive.org/theory/dialogue.html

died just three days after receiving this year's Nobel Memorial Prize in Economic Sciences, was only one of many who
think our present preoccupation with deficit reduction is dangerously counterproductive. I'm another.

The "natural rate of unemployment." Do serious economists agree that there exists a "natural rate of unemployment?"
No. Do those who do believe in this concept agree on what the natural rate is? No. Do those who have estimated the
natural rate agree on how quickly inflation will accelerate if unemployment goes below the natural rate? Again, no.
(The next issue of the Journal of Economic Perspectives will carry a symposium airing this argument.)

The alleged overstatement of measured inflation. A commission headed by Professor Michael Boskin has just reported
that the Consumer Price Index seriously overstates the rate of inflation. These findings lend support to proposals to cut
back on cost-of-living adjustments for Social Security and other programs. But, was Boskin correct? Tracing
implications in just the way that Paul Krugman recommends, Dean Baker of the Economic Policy Institute finds that if
so, then back in 1960, maybe half the population must have lived below the poverty line (!). Michael Lind is not the
only one who might benefit from a monologue about the plausibility of one's story. The effects of raising the minimum
wage. A recent, excellent book by Princeton economists David Card and Alan Krueger, Myth and Measurement,
showed that we need not necessarily expect a higher minimum wage to cost jobs. You can only imagine the trouble
this one stirred up. Is there a crisis of the Social Security system? The most recent issue of Challenge carries a fine
assortment of views on this vexing question. Of these, the most persuasive argue that there is no crisis, that possible
shortfalls in Social Security can be fixed by very modest adjustments, at most. Unfortunately, alarmists like the
dedicated anti-Social Security campaigner Pete Peterson, an investment banker, are dominating this debate. It is
regrettable that certain serious economists--it might disrupt present comity if I named a name--have recently stated
their categorical support for the alarmist position.

These are only examples. I don't raise them to pick particular fights, only to illustrate that real fights are going on.
Those of us who hold minority views within the profession on quite a few policy matters would very much like the
outside world to know this.

What, then, about those journalists? I have no objection to correcting other people's mistakes. But, having spent quite
a few years off the academic reservation, I may be a bit more respectful, as a rule, of what noneconomists have to
say. I have found that professional policy specialists very often have areas of expertise that university-based
economists sometimes lack. So I tend to read the former for what they know, rather than for their bloopers.

Paul is surely correct, though, in saying that I'm more critical of professional economists than he is. Professionals
should be held to a high standard. Attacking them, when they lapse, is more of a challenge. And when it comes to
discussions of economics in the strict sense, to me, the interesting debates are among people who have a pretty good
idea what they are talking about to begin with.

From: Paul Krugman 
To: James K. Galbraith
Posted: Monday, November 11, 1996, at 4:30 p.m. PT

First of all, a mea culpa of my own. Ignore Galbraith's coyness: I was the economist who went overboard in supporting
Pete Peterson's position on entitlements and demographics. Demographics play a smaller role in Peterson's forecasts,
and debatable projections of medical costs a larger one, than I realized when I recently reviewed his book for the New
York Times. I broke my own rule that you should always check an argument both with a back-of-the-envelope
calculation and by consulting with the real experts, no matter how plausible and reasonable its author sounds. Do as I
say and normally do, not as I unfortunately did in this case.

I make this admission partly out of a general belief that it is better to own up to a mistake than to dig yourself in ever
deeper by trying to deny it--although few people seem to follow that practice. (Let me offer Galbraith an opportunity. In
his essay on doing economics, his prime example of the closed-mindedness of economists is their failure to pay due
attention to Adrian Wood's work, which Galbraith calls a "devastating critique" of standard estimates of the impact of
trade on wages. If you actually read Wood's book, however, you discover that the main reason he reports such large
numbers is that, on finding that his estimation technique yields more or less the same answers that other researchers
have found, he arbitrarily multiplies his own results by four. Will Galbraith concede that he has given excessive
credence to an alarmist position, and, moreover, that he has done his colleagues a considerable injustice?)

But I also want to eliminate the coyness because I refuse to accept the ground rule that we should not name names.
I'll explain why in a minute. Anyway, Galbraith, like many critics of economics, seems to believe in the following
syllogism:

1) Economists disagree about some important issues, and some economists with impeccable credentials say silly
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things. 2) Therefore, there is no need for a smart individual to brush up on economics--say by reading an
undergraduate textbook--before making pronouncements on the subject.

Although Galbraith systematically exaggerates and misrepresents the actual disagreements, 1) is obviously true about
economics--and about medicine, and physics, and law, and any other discipline you choose to name. Did you know
that astronomers cannot agree on the age of the universe, and that the current best estimates suggest that the oldest
stars are older than the universe in which they shine? So maybe Copernicus was wrong!

The point is that in each of these disciplines, we all understand that while there are major disagreements about some
questions, there is also a large area on which the experts do agree, and in which their expertise is real. Only in a few
subjects, economics among them, do intellectuals--and yes, especially intellectuals who are comfortable with words
but not with even simple math--feel that the undoubted limitations of the field and human frailties of its practitioners
mean that anything goes. Legal scholars disagree intensely about some issues, and many lawyers are fools; still, few
would suggest that the chief justice of the Supreme Court ought to be someone without a law degree, far less that not
having any legal training was a positive asset for the job. Yet Robert Kuttner, Jeff Faux, and others have made
precisely that argument with regard to the chairmanship of the Council of Economic Advisers.

Because of this attitude, most of the criticism economists face is not over issues where there is legitimate
disagreement. Instead, the heavy majority of the challenges are simply wrong on the arithmetic. That is, the doctrines
asserted either do not add up, can be shown to be flatly untrue using readily available data, or can be shown by simple
calculations to involve effects much too small to bear the weight being placed on them. The problem one encounters
when saying this is that you run into what Maureen Dowd has called the "Moi?" defense. How can you say that such
fine, upstanding people would do such a thing? I don't know any way to deal with that defense other than to provide
specific examples--which I have done, over and over again, in recent years.

So one more time, this time in response to Galbraith's list of areas where economists disagree (How shocking! Of
course, in real sciences, there are never controversies.), let me offer a sample list (there are others) of six widespread
doctrines that are simply wrong--not doctrines where I disagree with the assumptions, but where the arithmetic is
simply, unambiguously wrong. And, as a counter to the "Moi?" defense, let me be rude and indicate, following each
doctrine, some important writers or institutions (again there are others) whom I happened to notice endorsing these
doctrines in print.

1) Wages in America have stagnated because we have lost high-wage manufacturing jobs to imports. (Galbraith has
carefully avoided responding to my previous mentions of this doctrine, tacitly pretending that the only example I
offered involved the quotation from Lind.) Proponents: Barry Bluestone, Robert Kuttner, Lester Thurow.

2) Workers are hurting because labor has failed to share in national productivity gains. Proponents: Michael Lind, of
course, but also Robert Reich, Business Week.

3) A country's economic success depends on its ability to move into industries with high value added per worker.
Proponents: Chalmers Johnson, Robert Kuttner, Ira Magaziner.

4) Manufacturing has a multiplier effect on living standards because countries with high manufacturing productivity
also have high wages in the service sector. Proponents: Lawrence Chimerine, Clyde Prestowitz.

5) Because of their low wages, developing countries will simultaneously attract large capital inflows and run large trade
surpluses. Proponents: World Economic Forum, James Goldsmith.

6) There are some industries in which Third World countries have achieved near-Western productivity, yet wages in
those industries remain far below Western levels; therefore, rising productivity will not lead to higher wages in the
developing world. Proponents: Edward Luttwak, Walter Russell Mead, William Milberg.

All of these arguments are just plain wrong--you don't have to believe that markets are perfect, or that orthodox
economics explains everything, to discover that they just cannot be made to hang together. (But you do have to be
willing to do a little algebra; I have deliberately chosen statements that sound extremely plausible to most people,
including ones who are very intelligent and well read. I am not retracting my claim that the lack of a mathematical
sensibility among intellectuals is the central reason why doctrines like these flourish).

Now we all make mistakes. But the peculiar thing here is that in each of these cases, the proponents imagine
themselves to have achieved a higher level of understanding, to have transcended the narrowness of conventional
economics. Somebody needs to point out to them and to their audiences that, on the contrary, they are simply
misunderstanding basic arithmetic.
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I often regret the feeling of obligation that led me to take on that unpopular role. For one thing, there is no better way to
make a man hate you than to tell him that while he was walking around priding himself on being at the intellectual
cutting edge, in fact he was merely insisting that two and two must add up to at least 25. And I would much rather
have interesting arguments with people who might be right than spend my time trying to explain freshman-level
concepts to unwilling listeners.

I would hope that Galbraith will agree with me that all these doctrines are silly. If so, he and I can go on to discuss the
"real" issues. But how many people realize that these are silly doctrines? In the eyes of the world, including the vast
majority of people who believe themselves well informed, these are real issues raised by serious people. And I am not
yet cynical enough to believe that this doesn't matter.

From: James K. Galbraith 
To: Paul Krugman
Posted: Friday, November 15, 1996, at 4:30 p.m. PT

My hat is off to Paul Krugman for his frank repudiation of Peter Peterson's book on Social Security. Given the speed
and fairness of Paul's self-correction on this point, I will apologize for being coy.

Still, I am not going to take up the invitation to defame Adrian Wood, a meticulous economist, by comparing him to
Peterson. The cases are very different. The differences can usefully illustrate the nature of serious disagreements that
exist between economists. They also illustrate the distinction between a dispute over research results and a dispute
over the reputability of the researcher.

Economists generally agree (I think) that there has been a decline over several decades in the demand for less-skilled
labor, of about 20 percent overall. The question is: How much of this can be attributed to the effect of trade?

At the time Adrian Wood published his book North South Trade, Employment and Inequality, the mainstream answer
was on the order of 0.5 percent, or one-fortieth of the total effect--an insignificant amount. But Wood showed that
these estimates were based on the labor demands of industries that remained in advanced countries after North-South
trade took root. The industries that had departed were much more labor-intensive. Correcting for this source of bias
raises the estimate of the trade effect on the demand for unskilled labor by a factor of 10, to 5 percent, from one-
fortieth to one-fourth of the total. This was Wood's fundamental contribution.

It is also true, as I wrote, that Wood's challenge was ignored by many economists writing after it was published, in
papers where citation would have been appropriate. (More recently, this situation has improved, thanks to the editors
of the Journal of Economic Perspectives, who published a symposium on these issues.)

Wood did go on to suggest that his own core estimate of a 5 percent trade effect was too small. This is the "flaw"
Krugman accuses him of, but in fact the argument is not arbitrary, capricious, or irresponsible. It is based on
phenomena that are known to exist: "defensive innovation" by import-competing firms and trade in services. Neither of
these is measured by looking at the labor coefficients in imported manufactures. Hence, their existence suggests that
the actual effect of trade on unskilled-labor demand is bigger than 5 percent. How much bigger? In both cases, Wood
does quite explicitly guess at magnitudes--a factor of two in each case. But he is very upfront about this, carefully
drawing the line between what he knows and what he is guessing at. Leaving out these final steps does not affect the
validity of Wood's criticism of earlier work.

Having said all that, do I believe that trade accounts for the whole increase in wage inequality? The answer, I have
said before, is no. I think unemployment is a more important force. And I think the effects of trade work mainly through
overvaluation of the dollar. But this is not a criticism of Wood's work, either. Our analyses are not based on the same
data or methods; nor are they addressed to precisely the same question.

Let's move on. I'll overlook the silly syllogism Paul attributes to me, and his claim, offered without evidence, that I
"systematically exaggerate and misrepresent" the disagreements between economists. Readers should just look again
at that syllogism, and judge for themselves who is exaggerating and misrepresenting.

Let me turn, instead, to Paul's six theses, distilled from his heavy reading and attributed to a wide variety of people,
myself not included. I want to be careful. In most cases, I cannot verify that Krugman has summarized accurately the
writing of the people he names. I'm inclined to distrust him on this point, with all due respect, given the cavalier way he
summarizes mine.

In the six theses, Paul Krugman presents us with statements intended to be rejected as categorical nonsense. As
worded, none of them is sensible. Some of them are pure nonsense. In a few cases, there may be an element of truth,
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or a bit of a reasonable thought, hidden here and there. In some (No. 4), the wording is so imprecise that it's hard to
tell. But I'll happily concede that all contain errors. This is easy: They all do.

Yet, the list of errors fabricated in this way is potentially endless. And the popular press is full of similar errors from the
right and also from the allegedly mainstream center. The most galling of these nowadays, in my view, is the idea that
balancing the budget will have identifiable economic benefits. There are many more errors, and many of them stem
from the fact that the popular press does not know what the actual disagreements between serious economists are. I
get frustrated too, frankly, when my ostensible political allies make themselves easy targets by messing up. I'm equally
frustrated when correctly stated critiques of mainstream propositions are ignored, or irresponsibly misstated in the
rebuttal.

Krugman's real point, however, is not about his so-called doctrines. It's about the people who allegedly believe them.
And here we do, once again, disagree. Based on my own reading, I'm perfectly happy to drop Pete Peterson, Edward
Luttwak, and few others down a well. I'll take Krugman's word on James Goldsmith and the World Economic Forum. I
haven't read Michael Lind, except for bits of his fine critique of the American Right. But Lester Thurow? Robert
Kuttner? Bob Reich? Larry Chimerine? Adrian Wood? To me, these are reputable people--insightful writers and
knowledgeable students of the world. Some of them have been well ahead of the economic mainstream on important
issues in the past. There views deserve to be taken seriously, as a rule.

We all make judgment calls. We all make mistakes. Many of us can even write bad books and only realize it later on.
But if you want to make someone out to be a fool, you really have to present a documented, discriminating, systematic
case. Paul Krugman shoots a bit wildly for my taste, both here and in other work.

From: Paul Krugman 
To: James K. Galbraith
Posted: Sunday, November 17, 1996, at 4:30 p.m. PT

Enough already! I bet nobody who reads this debate cares about Adrian Wood. Let's just say that other trade
economists took his analysis very seriously, but that on close reading, it appears to be a case of bait-and-switch: What
looks like a rigorous, number-heavy analysis turns out to be mainly driven by unsupported assumptions.

But anyway, this (really, truly) last message is not for Galbraith, but for readers--if any remain. It is this: Save my list of
fallacious doctrines, and check it when you read or hear solemn, seemingly knowledgeable commentary about the
global economy. I guarantee that you will encounter over and over again exactly these propositions, stated
authoritatively by writers or speakers who believe themselves to have a deep understanding of the issue. And that is
an empirically testable proposition.


