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Reducing U.S. trade deficits
will generate a

manufacturing-based
recovery for the United States

and Ohio
Ending currency manipulation by

China and others is the place to start
B Y R O B E R T  E .  S C O T T , H E L E N E  J O R G E N S E N ,  A N D D O U G H A L L

M anufacturing has played a leading role in the

nation’s economic recovery, adding 504,000

jobs between February 2010, when manu-

facturing employment fell to its lowest point, and Octo-

ber 2012. These 504,000 jobs constituted 11.1 percent of

the 4.5 million jobs created in that period. However, this

relatively recent manufacturing boom comes on the heels

of more than a decade of sharp declines in manufacturing

employment. Between March 1998 and October 2012,

the United States lost 5.7 million manufacturing jobs,

nearly a third (32 percent) of manufacturing employ-

ment; most of these job losses were due to the growing

U.S. trade deficit. Taken together, these trends highlight

the manufacturing sector’s importance to the U.S. eco-
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nomy and recovery, as well as the role of trade deficits in

eliminating U.S. manufacturing jobs.

This paper argues that reviving U.S. manufacturing

requires eliminating a jobs-destroying U.S. trade deficit in

goods by ending currency manipulation and investing in a

series of coordinated manufacturing policies. It also estim-

ates the economic benefits of ending currency manipu-

lation on trade, jobs, and public budgets in the United

States and in Ohio, one of the nation’s preeminent manu-

facturing states.

Global currency manipulation1 is one of the most import-

ant causes of growing U.S. trade deficits, and of unem-

ployment and slow economic growth in the United States

and Europe. Currency manipulation distorts interna-

tional trade flows by artificially lowering the cost of U.S.

imports and raising the cost of U.S. exports. This leads

to goods trade deficits that displace U.S. jobs, particularly

in the manufacturing sector. The U.S. goods trade deficit

could be reduced by between about $190 billion and

$400 billion over the course of three years (modeled in

this paper as having started in 2011)2 by eliminating

global currency manipulation. Without any increase in

federal spending or taxation, the United States would reap

enormous benefits. As this paper explains, over three years

a reduction in the U.S. goods trade deficit of this mag-

nitude would:

Create between 2.2 million and 4.7 million U.S. jobs

(equal to between 1.4 percent and 3.0 percent of total

nonfarm employment)

Reduce the national unemployment rate by between

1.0 and 2.1 percentage points

Create about 620,000 to 1.3 million manufacturing

jobs (27.5 percent of all jobs created by eliminating

currency manipulation)

Increase U.S. GDP by between $225.0 billion and

$473.7 billion (an increase of between 1.4 percent

and 3.1 percent)3

Shrink the federal budget deficit by between $78.8

billion and $165.8 billion (reductions that would

continue as long as the trade balance remained

stable), as growth in output expands tax receipts and

reduces safety net payments

Because Ohio’s strong manufacturing sector would exper-

ience above-average gains through the increased demand

for traded manufactured goods, reducing the U.S. goods

trade deficit by between about $190 billion and $400 bil-

lion via the elimination of global currency manipulation

would have enormous benefits for the state. This paper

explains that over three years it would:

Create 94,900 to 199,700 jobs (equal to between 1.6

percent and 3.4 percent of total Ohio employment)

Reduce Ohio’s unemployment rate by between 1.3

and 2.7 percentage points

Create 36,100 to 75,900 Ohio manufacturing jobs

(equal to 38.0 percent of all Ohio jobs created

through ending currency manipulation)

Increase Ohio GDP by between $8.3 billion and

$17.4 billion (an increase of between 1.9 percent and

3.9 percent)

Improve the fiscal position of Ohio state and local

governments altogether by between $1.7 billion and

$3.7 billion (improvements that would continue as

long as the trade balance remained stable), as output

growth leads to increased tax revenues and spending

reductions

But currency manipulation is only one of many demand-

side constraints on manufacturing job growth; other

countries’ dumping practices, insufficient U.S. invest-

ment in infrastructure, and other factors have also been

barriers to the recovery of U.S. manufacturing. Supply-

side constraints also play a role: The United States and its

domestic manufacturers are competing in an environment

where many other countries, including Germany, Japan,

China, and Korea, operate comprehensive manufacturing
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and labor force development programs to support their

traded goods industries; the United States does not.

Thus, ending currency manipulation would still leave the

United States with a goods trade deficit, which stood at

$738.4 billion in 2011. Under the model utilized in this

paper, it would be between $360.9 billion and $564.3

billion (equal to between 2.3 percent and 3.6 percent of

U.S. GDP) after three years. Fully eliminating the goods

trade deficit requires implementing policies that will help

restore demand for U.S. goods and boost supply-side sup-

ports. As detailed in this paper, such policies include:

Greatly expanding investments in manufacturing

R&D and technology diffusion programs

Providing public financial support to small and

medium-sized manufacturers

Developing school-to-work job training systems for

non-college-educated workers, including apprentice-

ship programs modeled on Danish and Ger-

man models

Developing new trade policies that support fair, bal-

anced, and sustainable trade

Planning and implementing manufacturing and

traded industry strategies, including establishing an

institution akin to Japan’s Ministry of Economy,

Trade, and Industry4

Making massive investments in infrastructure, for

example by meeting the United States’ $2.2 trillion

worth of infrastructure needs over the next five years

Greatly expanding public and private investments in

green and renewable energy technologies

Such steps could lead to the complete elimination of the

U.S. goods trade deficit, which would allow U.S. manu-

facturing to recover most or all of the market share and

employment lost since the late 1990s.

Currency manipulation, trade,
and job loss in the United States
and Ohio

Growing U.S. trade deficits over the past 15 years have

eliminated millions of U.S. jobs, with manufacturing par-

ticularly hard-hit. For example, the rise in the U.S. trade

deficit with China between 2001 and 2011 alone elimin-

ated 2.7 million U.S. jobs, over 2.1 million (76.9 percent)

of which were in manufacturing (Scott 2012a).

Currency manipulation, which is the
largest single cause of U.S. trade deficits,
can be prevented

Currency manipulation by China and other countries,

such as Japan and Singapore, is the largest single cause

of U.S. trade deficits. Currency manipulation artificially

reduces currency values, which acts as a subsidy to all

the exports of these countries. It also acts as a tax on

U.S. exports—both exports to these countries as well as

to third-country markets (i.e., countries where we com-

pete with currency manipulators’ exports). China is the

most important competitor for U.S. exporters in markets

around the world. It is no coincidence that China is also

the world’s foremost currency manipulator.

Globally, currency manipulation by about 20 developed

and developing countries5 raised their collective current

account surplus (the broadest measure of their trade bal-

ance) by approximately $700 billion in 2011. The corres-

ponding U.S. share of the global trade deficit caused by

currency manipulation was as large as $400 billion in that

year (Gagnon 2011; Gagnon 2012).

Although many legal and regulatory tools are available

or have been proposed to reduce or eliminate currency

manipulation, currency manipulation could be ended by

the U.S. president with a mere stroke of a pen. The pres-

ident could simply declare that the United States will

no longer sell Treasury bills and other government assets

to China and other countries that refuse to allow the
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United States to purchase their government assets (cur-

rency manipulators generally refuse to sell their govern-

ment assets to the United States, effectively closing their

capital markets). The United States and other countries

may legally refuse to sell government assets to currency

manipulators because the World Trade Organization and

International Monetary Fund do not require the United

States to maintain free markets in capital flows, only in

goods and services (Gros 2010).6 Refusing to sell assets

to currency manipulators would eliminate the principal

tool used by foreign central banks to manipulate their cur-

rencies: purchases of Treasury bills and other government

securities (U.S. government securities constitute approx-

imately 70 percent of all such foreign exchange reserves).

(See Scott 2012a for a summary of research on trade, cur-

rency manipulation, and policy alternatives that could be

used to address it.)

Since the goods trade is dominated by
manufacturing, goods trade deficits
caused by currency manipulation have
cost manufacturing jobs

U.S. goods trade is dominated by manufacturing: In

2011, about 86 percent of U.S. goods exports and 78 per-

cent of all goods imports were manufactured products,

according to the U.S. International Trade Commission

(USITC 2012).

Therefore, when imports are higher than exports and the

share of imports is expanding, i.e., when the goods trade

deficit is growing, domestic manufactured products and

manufacturing jobs are displaced. And, as explained in

the previous section, currency manipulation has encour-

aged more rapid growth of U.S. imports and repressed

U.S. exports to both currency manipulators and to all

countries where the United States competes with currency

manipulators (such as China, which is the United States’

most important competitor in total world trade).

The U.S. goods trade deficit increased from $198.4 bil-

lion in 1997 (equal to 2.4 percent of GDP) to $738.4 bil-

lion in 2011 (equal to 4.9 percent of GDP).7 Numerous

studies have shown that trade deficit growth of this mag-

nitude displaces many manufacturing jobs. For example,

when the U.S. trade deficit with China increased $217.5

billion between 2001 (when China entered the World

Trade Organization) and 2011, it eliminated 2.7 million

U.S. jobs—over 2.1 million (76.9 percent) of which were

in manufacturing (Scott 2012a). And when the U.S. non-

oil trade deficit displaced 5.6 million jobs in 2007 (jobs

that would be supported if the trade deficit were elimin-

ated), more than 4 million, or 70 percent, of those jobs

were in the manufacturing sector (Scott 2008).

Therefore, it is no surprise that the country was losing

manufacturing jobs as the goods trade deficit increased.

The United States lost 5.7 million manufacturing jobs

between March 1998 and October 2012 (BLS 2012a),

with the vast majority of these job losses attributable to

the growth of the U.S. trade deficit (Scott 2012b).

Conversely, although the manufacturing sector employed

only 8.9 percent of all U.S. workers in 2011 (BLS 2012a),

improvements in the trade balance should disproportion-

ately improve U.S. manufacturing industries and manu-

facturing employment, as is shown later in this paper.

Ohio has been particularly hard-hit

The loss of manufacturing jobs has been particularly

costly for middle-class workers, especially those without a

college degree, and their families. Manufacturing is one of

the best sources of jobs with high wages and full benefits

for such workers. The dwindling number of these jobs has

hit manufacturing-intensive states such as Ohio especially

hard in recent decades. As seen in Figure A, the decline

in manufacturing employment across the country and

throughout the Midwest since the turn of the century was

steep—and was particularly dramatic in Ohio. Between

January 1995 and October 2012, manufacturing employ-

ment in Ohio declined by more than a third, falling to

63.5 percent of January 1995 employment in October

2012 (BLS 2012b).
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F I G U R E  A

Manufacturing employment in the United States, the Midwest, and Ohio, Jan. 1995–Oct. 2012

Source: Authors’ analysis of Bureau of Labor Statistics Current Employment Statistics (BLS 2012a)

The dramatic decline in Ohio’s manufacturing employ-

ment is reflected in Ohio manufacturing’s declining share

of overall U.S. manufacturing employment (from 6.0 per-

cent in January 1995 to 5.5 percent in October 2012)

and the declining share of Ohio’s non-farm employment

accounted for by manufacturing (from 20.0 percent in

January 1995 to just 12.6 percent in 2011) (BLS 2012b).

This is particularly important given the role the manufac-

turing sector has played in providing high wages and gen-

erous benefits to Ohio workers (due in large part to higher

unionization rates in that industry).

Eliminating currency manipulation would
help Ohio and the nation close job deficits
from the Great Recession

Recent trends in Ohio’s manufacturing employment have

occurred against the backdrop of the Great Recession and

its aftermath. Despite steady gains since employment bot-

tomed out at the end of 2009, Ohio continues to face

a significant “jobs shortfall” (the number of jobs needed

to return to prerecession unemployment rates), as shown

in Figure B. In October 2012, Ohio’s economy needed

roughly 313,500 jobs to return to the unemployment rate

of December 2007—228,500 jobs to replace those still

lost during the recession and its aftermath, and 85,000

new jobs to keep up with growth in the working-age pop-

ulation since December 2007 (Hall 2012). To close the

jobs shortfall within three years, Ohio would need to add

an average of 10,000 jobs each month. While Ohio added

95,300 jobs from December 2011 to July 2012 (averaging

13,600 a month), employment growth has slowed consid-

erably, with a total of just 2,300 jobs created from July to

October 2012 (fewer than 800 per month).

Jobs created by eliminating currency manipulation would

help shrink the state jobs shortfall as well as the larger

national jobs shortfall (EPI 2012).
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F I G U R E  B

Payroll employment in Ohio and the number of jobs needed to keep up with the growth in the potential
labor force, Jan. 2000–Oct. 2012

* The jobs shortfall is the number of jobs needed to return to prerecession unemployment rates.

Source: Authors’ analysis of Bureau of Labor Statistics Current Employment Statistics (BLS 2012a) and Congressional Budget Office

data (2012a)

Why now is the time to act

The leading role played by manufacturing in the nation’s

recovery from the Great Recession underscores the

urgency of addressing the more than decade-long decline

in manufacturing employment. Between February 2010,

when U.S. employment fell to its lowest point, and Octo-

ber 2012, the nation created 504,000 manufacturing jobs,

which constituted 11.1 percent of the 4.5 million jobs

created in that period (BLS 2012a). But manufacturing

employment declined slightly between July and October

2012. The recent slowing of U.S. manufacturing employ-

ment growth, evident also in Ohio and the Midwest,

was expected as federal spending under the American

Recovery and Reinvestment Act of 2009 wound down.

The slowdown suggests that further growth in manu-

facturing will require additional demand stimulus. Note,

however, that manufacturing employment year-over-year

since January 2009 has still been much stronger in the

Midwest and Ohio than nationwide, as shown in Fig-

ure A.

The following section analyzes the potential effects of

ending currency manipulation.

The estimated benefits to the
United States and Ohio of
eliminating currency
manipulation

A full revaluation of the Chinese yuan and four other

undervalued Asian currencies would reduce the U.S.
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goods trade deficit by up to $190 billion (Scott 2011).

Gagnon (2011) estimates that U.S. net goods exports

are $400 billion lower than they would be without cur-

rency manipulation by all 20 countries identified in his

research; in other words, he estimates that ending this cur-

rency manipulation would reduce the U.S. goods trade

deficit by $400 billion.8

This EPI briefing paper estimates the effects of elimin-

ating currency manipulation over three years, modeled

as having started in 2011. It uses the IMPLAN model

to evaluate the effects on the United States and Ohio

of an ex ante $190.5 billion to $399.5 billion reduction

in the U.S. goods trade deficit (i.e., a $190.5 billion to

$399.5 billion increase in net exports) in 2014.9 (See

the methodological appendix for details on the model.)

A baseline forecast was generated for U.S. exports and

imports in each of the 108 industries identified under the

North American Industry Classification System (NAICS)

four-digit codes. The trade forecasts extrapolated trade

flows by assuming that rates of growth in real exports

and imports at the industry level between 2010 and 2011

remain unchanged between 2012 and 2014. The base

scenario assumes that growth in trade continues at those

levels through 2014. The low-impact case (assuming a

$190.5 billion reduction in the U.S. goods trade deficit)

and high-impact case (assuming a $399.5 billion reduc-

tion) were estimated by making proportionate changes in

the rates of growth in exports and imports, assuming that

the full effects of ending currency manipulation would

not be felt for three years.10 All estimates are relative to

base-scenario trade flows in 2014.

Overall economic and
employment impacts

The effects on the United States and Ohio of ending

currency manipulation are summarized in Table 1. The

model estimates that ending currency manipulation

would increase U.S. net goods exports by between $184.1

billion and $387.5 billion. (These model results are lower

than the $190.5 billion to $399.5 billion figures entered

into the model because the model accounts for the fact

that the direct stimulus to net goods exports would be

slightly offset by a marginal increase in goods imports due

to the growth of GDP. In other words, as the stimulus

from net exports boosts U.S. and Ohio GDP, households

and businesses would have more overall income to spend,

and some of it would be spent on imports.)

As a result of the increase in net goods exports, U.S.

GDP would rise by between $225.0 billion and $473.7

billion (between 1.4 and 3.1 percent of U.S. GDP in

2014) (CBO 2012a). The increase in demand for Ohio’s

net goods exports would increase Ohio GDP by between

$8.3 billion and $17.4 billion, equal to between 1.9 and

3.9 percent of Ohio GDP in 2014 (authors’ analysis of

CBO 2012a and BEA 2012b). Thus, the reduction in

the U.S. goods trade deficit would have a proportionately

larger impact on Ohio GDP. This is because trade has a

large impact on manufacturing employment, and in 2011

Ohio had a larger manufacturing share of employment

(12.6 percent) than the United States as a whole (8.9 per-

cent) (BLS 2012a and BLS 2012b).

The growth in net goods exports and GDP would support

substantial numbers of jobs. At the national level, about

2.2 million to 4.7 million U.S. jobs would be created,

equal to 1.4 to 3.0 percent of the projected total U.S.

labor force in 2014 (CBO 2012a). In Ohio, 94,900 to

199,700 jobs would be created, equal to 1.6 to 3.4 per-

cent of the state’s projected labor force in 2014 (authors’

analysis of CBO 2012a). These findings demonstrate that

increasing net goods exports by ending currency manip-

ulation is one of the most significant job-generating

policies available at the state and national

levels—especially given political gridlock over

fiscal policy.

The effect on the unemployment rate would be somewhat

smaller than indicated by these labor force shares. One of

the characteristics of the Great Recession is that millions

of workers dropped out of the labor force as the num-

ber of unemployed workers soared relative to the num-

EPI  BRIEFING PAPER #351 | FEBRUARY 7 ,  2013 PAGE 7



T A B L E  1

Impact of ending currency manipulation, U.S. and Ohio economies and employment, 2014*

UNITED STATES OHIO

Low impact
High

impact Low impact
High

impact

Impact as measured by increase**

Net goods exports (ex ante) (billions of 2010 dollars) $190.50 $399.50 – –

Net goods exports (ex post) (billions of 2010 dollars)*** $184.06 $387.46 – –

Gross domestic product (billions of 2010 dollars) $225.02 $473.68 $8.26 $17.41

Jobs 2,249,400 4,735,100 94,900 199,700

Employee compensation (billions of 2010 dollars) $112.99 $237.84 $4.72 $9.94

Employee share of GDP increase 50.2% 50.2% 57.1% 57.1%

* This table estimates the effects of ending currency manipulation over three years, modeled as having started in 2011.

** Impact in 2014 compared with baseline of no policy change

*** The IMPLAN model used to calculate real-world effects of an estimated $190.5 billion (low impact) to $399.5 billion (high impact)

increase in net exports adjusts for the fact that GDP growth from direct stimulus to net exports would boost consumer spending on

imports, slightly offsetting the growth in exports. (See methodological appendix for further details on the IMPLAN model.)

Source: Authors’ analysis of trade data from the U.S. International Trade Commission (2012), Bureau of Labor Statistics (2012a;

2012b), Bureau of Labor Statistics Office of Employment Projections (2011), and IMPLAN model (MIG Inc. 2012)

ber of job openings (Shierholz 2012a). As job openings

increase due to falling trade deficits, some workers would

reenter the labor force, thereby putting upward pressure

on the unemployment rate. Overall, at the national level,

the unemployment rate would likely decline by between

1.0 and 2.1 percentage points (authors’ analysis of CBO

2012a and Shierholz 2012a). Because manufacturing

plays a larger role in Ohio’s economy, the state’s unem-

ployment rate would decrease further, possibly by

between 1.3 and 2.7 percentage points.

Eliminating currency manipulation could reduce the

state’s jobs shortfall as of October 2012 (depicted in Fig-

ure B) by between 30.3 percent and 63.7 percent. This

is a reflection of the job-creating power of more effective

trade policy. In October 2012, the national jobs shortfall

was 9.0 million (Shierholz 2012b). The 2.2 million to 4.7

million U.S. jobs that would be created by eliminating

currency manipulation would reduce the U.S. jobs gap

by between 25.0 percent and 52.6 percent, slightly less

than in Ohio. This also reflects that Ohio would benefit

disproportionately from reducing the U.S. trade deficit

(in general, and by eliminating currency manipulation in

particular). Reducing the goods trade deficit would also

generate a substantial increase in wage incomes in the

United States and Ohio. Nationally, employee compensa-

tion would increase by between about $113.0 billion and

$237.8 billion. In Ohio, employee compensation would

rise by between about $4.7 billion and $9.9 billion.

The direct, indirect, and induced U.S. jobs that would

result from increasing U.S. net goods exports by between

$190.5 billion and $399.5 billion (ex ante) are shown in

Table 2. Direct jobs are those supported directly by indus-

tries affected by increased net exports, such as those pro-

ducing aircraft, machine tools, and chemicals. Between

508,700 and 1,071,100 jobs would be directly supported

by the elimination of currency manipulation. These

would be concentrated primarily in manufacturing indus-

tries, which produce most U.S. exports. An additional
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T A B L E  2

U.S. jobs created by eliminating currency manipulation, 2014*

Low impact** High impact**

Direct jobs 508,700 1,071,100

Indirect jobs 733,500 1,543,900

Induced jobs 1,007,200 2,120,100

Total*** 2,249,400 4,735,100

* This table estimates the effects of ending currency manipulation over three years, modeled as having started in 2011.

** The IMPLAN model used to calculate real-world effects of an estimated $190.5 billion (low impact) to $399.5 billion (high impact)

increase in net exports adjusts for the fact that GDP growth from direct stimulus to net exports would boost consumer spending on

imports, slightly offsetting the growth in exports. (See methodological appendix for further details on the IMPLAN model.)

*** Totals may vary slightly due to rounding.

Source: Authors’ analysis of trade data from the U.S. International Trade Commission (2012), Bureau of Labor Statistics (2012a;

2012b), Bureau of Labor Statistics Office of Employment Projections (2011), and IMPLAN model (MIG Inc. 2012)

733,500 to 1,543,900 indirect jobs would be supported.

These jobs are in industries that supply parts, materials,

and other inputs (including services) to industries that

produce net exports.

Induced jobs are the result of additional spending of

wages and other income generated by the production of

net exports. Since wages are relatively high in manufactur-

ing (where most direct and indirect jobs are located), such

spending generates large numbers of jobs, primarily in

non-manufacturing industries, since domestic manufac-

tured products represent only a small share of total U.S.

consumer spending. The growth of net goods exports

spurred by ending currency manipulation would support

an additional 1,007,200 to 2,120,100 induced jobs. The

sum of direct and indirect jobs supported in these two

scenarios is about 1.2 million to 2.6 million. Approxim-

ately 0.81 induced jobs are supported for each job created

through (combined) direct and indirect effects.

Employment impacts by industry

Table 3 and Table 4 show the impacts of increased net

goods exports through ending currency manipulation on

employment by industry in the United States and Ohio,

respectively. By far the largest number of jobs is gained

in manufacturing, both nationally and in Ohio. In the

United States, 619,500 to 1,304,000 manufacturing jobs

would be created by eliminating currency manipulation.

This is 27.5 percent of the total number of the direct,

indirect, and induced jobs that would be created by elim-

inating currency manipulation.

Within U.S. manufacturing, 426,000 to 896,600 of these

jobs would be in durable goods industries, 18.9 percent of

all jobs gained, and more than two-thirds of all manufac-

turing jobs gained. Durable goods industries encompass

some of the most high-wage, high-technology occupa-

tions within manufacturing. Some of the biggest win-

ners include non-electrical machinery (81,100 to 170,800

jobs created), computer and electronic parts (70,800 to

149,000 jobs created), and motor vehicles and parts

(52,600 to 110,700 jobs created).

Overall, the creation of 619,500 to 1,304,000 U.S. man-

ufacturing jobs would go a long way toward reversing the

loss of 2.3 million manufacturing jobs during the Great

Recession and its aftermath. When added to the 504,000

manufacturing jobs already created between February

2010 and October 2012 (BLS 2012a), from nearly half

to more than three-fourths of the 2.3 million jobs lost
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T A B L E  3

U.S. jobs created by eliminating currency manipulation, by industry, 2014*

Industry
Low

impact**
High

impact**
Shares of
total***

Agriculture, forestry, fisheries 115,400 242,800 5.1%

Mining 100,300 211,300 4.5

Oil and gas 93,700 197,400 4.2

Minerals and ores 6,600 13,900 0.3

Utilities 10,200 21,600 0.5

Construction 28,900 60,900 1.3

Manufacturing 619,500 1,304,000 27.5

Non-durable 91,300 192,300 4.1

Food and kindred products 26,700 56,100 1.2

Beverage and tobacco products 3,500 7,400 0.2

Textiles and fabrics 5,800 12,100 0.3

Textile mill products 9,600 20,200 0.4

Apparel and accessories 31,200 65,800 1.4

Leather and allied products 14,500 30,600 0.6

Industrial supplies 102,200 215,000 4.5

Wood products 9,800 20,600 0.4

Paper 11,500 24,100 0.5

Printed matter and related products 9,300 19,600 0.4

Refined petroleum products 2,900 6,100 0.1

Chemicals 31,000 65,300 1.4

Plastics and rubber products 26,900 56,600 1.2

Nonmetallic mineral products 10,800 22,700 0.5

Durable goods 426,000 896,600 18.9

Primary metals 33,100 69,700 1.5

Fabricated metal products 42,000 88,300 1.9

Non-specified metal products 21,600 45,500 1.0

Machinery, except electrical 81,100 170,800 3.6

Computer and electronic parts 70,800 149,000 3.1

Computer and peripheral equipment 7,000 14,800 0.3

Communications, audio, and video equipment 18,500 39,000 0.8

Navigational, measuring, electromedical, and control instruments 18,300 38,400 0.8

Semiconductor and other electronic components and storage
media 27,000 56,800 1.2

Electrical equipment, appliances, and components 23,500 49,500 1.0
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T A B L E  3  ( C O N T I N U E D )

Industry
Low

impact**
High

impact**
Shares of
total***

Transportation equipment 73,000 153,600 3.2

Motor vehicles and parts 52,600 110,700 2.3

Aerospace products and parts 17,700 37,200 0.8

Railroad, ship, and other transportation equipment 2,700 5,700 0.1

Furniture and fixtures 23,900 50,200 1.1

Miscellaneous manufactured commodities 57,000 120,100 2.5

Wholesale trade 86,000 181,000 3.8

Retail trade 166,200 349,900 7.4

Transportation and warehousing 75,500 158,800 3.4

Information 37,400 78,600 1.7

Finance and insurance 120,800 254,200 5.4

Real estate and rental 71,400 150,200 3.2

Professional, scientific, and technical services 147,900 311,300 6.6

Management of companies 50,400 106,100 2.2

Administrative and waste services 131,600 277,000 5.9

Educational services 33,500 70,600 1.5

Health and social services 171,500 361,100 7.6

Arts, entertainment, and recreation 38,500 81,100 1.7

Accommodation and food services 122,800 258,600 5.5

Other services 100,600 211,700 4.5

Government 21,000 44,200 0.9

Total**** 2,249,400 4,735,100 100.0

* This table estimates the effects of ending currency manipulation over three years, modeled as having started in 2011.

** The IMPLAN model used to calculate real-world effects of an estimated $190.5 billion (low impact) to $399.5 billion (high impact)

increase in net exports adjusts for the fact that GDP growth from direct stimulus to net exports would boost consumer spending on

imports, slightly offsetting the growth in exports. (See methodological appendix for further details on the IMPLAN model.)

*** National shares are constant across industries in both scenarios.

**** Totals may vary slightly due to rounding.

Source: Authors’ analysis of trade data from the U.S. International Trade Commission (2012), Bureau of Labor Statistics (2012a,

2012b), Bureau of Labor Statistics Office of Employment Projections (2011), and IMPLAN model (MIG Inc. 2012)

could be replaced. Ending currency manipulation would

not restore all of the manufacturing jobs lost since the

1990s, but it would result in the largest gain of manufac-

turing jobs since the late 1970s (the last period of sharply

declining U.S. trade deficits).

Outside of manufacturing, the largest job gains in the

United States would occur in health and social services

(171,500 to 361,100 jobs gained) and in retail trade

(166,200 to 349,900 jobs gained). Industries such as pro-

fessional, scientific, and technical services (147,900 to

311,300 jobs gained), finance and insurance (120,800 to
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T A B L E  4

Ohio jobs created by eliminating currency manipulation, by industry, 2014*

Industry
Low

impact**
High

impact**
Shares of
total***

Agriculture, forestry, fisheries 2,800 6,000 3.0%

Mining 3,100 6,500 3.2

Oil and gas 2,900 6,200 3.1

Minerals and ores 100 300 0.1

Utilities 400 800 0.4

Construction 1,100 2,300 1.2

Manufacturing 36,100 75,900 38.0

Non-durable 2,100 4,300 2.2

Food and kindred products 1,000 2,000 1.0

Beverage and tobacco products 100 300 0.1

Textiles and fabrics 100 200 0.1

Textile mill products 200 500 0.3

Apparel and accessories 400 900 0.4

Leather and allied products 200 500 0.2

Industrial supplies 6,500 13,600 6.8

Wood products 300 700 0.3

Paper 600 1,200 0.6

Printed matter and related products 400 900 0.5

Refined petroleum products 100 200 0.1

Chemicals 1,800 3,800 1.9

Plastics and rubber products 2,300 4,700 2.4

Nonmetallic mineral products 1,000 2,000 1.0

Durable goods 27,600 58,000 29.1

Primary metals 3,200 6,800 3.4

Fabricated metal products 3,000 6,300 3.2

Non-specified metal products 1,900 4,000 2.0

Machinery, except electrical 6,200 13,000 6.5

Computer and electronic parts 1,300 2,700 1.4

Computer and peripheral equipment 100 100 0.1

Communications, audio, and video equipment 400 800 0.4

Navigational, measuring, electromedical, and control instruments 400 900 0.4

Semiconductor and other electronic components and storage
media 500 1,000 0.5

Electrical equipment, appliances, and components 1,500 3,200 1.6
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T A B L E  4  ( C O N T I N U E D )

Industry
Low

impact**
High

impact**
Shares of
total***

Transportation equipment 7,100 14,900 7.5

Motor vehicles and parts 6,500 13,600 6.8

Aerospace products and parts 600 1,200 0.6

Railroad, ship, and other transportation equipment 100 200 0.1

Furniture and fixtures 900 1,900 0.9

Miscellaneous manufactured commodities 2,500 5,200 2.6

Wholesale trade 3,400 7,100 3.6

Retail trade 6,300 13,200 6.6

Transportation and warehousing 3,200 6,600 3.3

Information 1,100 2,300 1.2

Finance and insurance 4,100 8,700 4.3

Real estate and rental 2,200 4,700 2.3

Professional, scientific, and technical services 4,700 9,900 4.9

Management of companies 2,800 6,000 3.0

Administrative and waste services 4,900 10,400 5.2

Educational services 1,300 2,700 1.3

Health and social services 7,400 15,600 7.8

Arts, entertainment, and recreation 1,200 2,500 1.2

Accommodation and food services 4,600 9,600 4.8

Other services 3,500 7,300 3.7

Government 800 1,600 0.8

Total**** 94,900 199,700 100.0

* This table estimates the effects of ending currency manipulation over three years, modeled as having started in 2011.

** The IMPLAN model used to calculate real-world effects of an estimated $190.5 billion (low impact) to $399.5 billion (high impact)

increase in net exports adjusts for the fact that GDP growth from direct stimulus to net exports would boost consumer spending on

imports, slightly offsetting the growth in exports. (See methodological appendix for further details on the IMPLAN model.)

*** State shares are constant across industries in both scenarios, but they differ from national shares due to differences in the indus-

trial structures of Ohio and the United States (see text for further details).

**** Totals may vary slightly due to rounding.

Source: Authors’ analysis of trade data from the U.S. International Trade Commission (2012), Bureau of Labor Statistics (2012a,

2012b), Bureau of Labor Statistics Office of Employment Projections (2011), and IMPLAN model (MIG Inc. 2012)

254,200 jobs gained), and administrative and waste ser-

vices (131,600 to 277,000 jobs gained) are major pro-

viders of services to manufacturing.

The impacts of eliminating currency manipulation on

manufacturing employment would be proportionately

larger in Ohio than in the United States, as shown in

Table 4. In Ohio, 36,100 to 75,900 manufacturing jobs

would be created by eliminating currency manipulation.

This is 38.0 percent of the total direct, indirect, and
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induced jobs that would be created in Ohio by eliminat-

ing currency manipulation.

Within Ohio manufacturing, 27,600 to 58,000 of these

jobs would be in durable goods industries, or 29.1 percent

of all jobs gained. The durable goods share would be

more than three-quarters of the total of all manufacturing

jobs gained in Ohio. High-wage, durable goods industries

with big job gains in Ohio would include motor vehicles

and parts (6,500 to 13,600 jobs created), non-electrical

machinery (6,200 to 13,000 jobs created), and primary

metals (3,200 to 6,800 jobs created).

Outside of manufacturing, the largest job gains in Ohio

would occur in health and social services (7,400 to 15,600

jobs gained) and in retail trade (6,300 to 13,200 jobs

gained). Other industries with large gains, such as admin-

istrative and waste services (4,900 to 10,400 jobs gained),

professional, scientific, and technical services (4,700 to

9,900 jobs gained), and finance and insurance (4,100 to

8,700 jobs gained) are major providers of services to man-

ufacturing in Ohio.

Fiscal impacts

As shown in Table 1 earlier, reducing the goods trade defi-

cit by ending currency manipulation would increase U.S.

GDP by between $225.0 billion and $473.7 billion over

three years, or by between 1.4 percent and 3.1 percent of

projected GDP in 2014 (CBO 2012a). Increases in GDP

have a substantial positive effect on tax revenues, since

they reflect increases in wages and other forms of tax-

able income. In addition, as employment rises, expendit-

ures on unemployment compensation, welfare, and other

safety net programs decline. We use fiscal multipliers

derived from Congressional Budget Office data on the

output gap and cyclical contributions to the budget defi-

cit to estimate the impacts of reducing the U.S. trade defi-

cit on the federal budget deficit.11 Overall, the projected

increase in GDP would reduce the federal budget deficit

by between $78.8 billion and $165.8 billion (2010 dol-

lars) over three years, and by similar amounts in the future

as long as trade deficits are suppressed. This would reduce

the U.S. federal budget deficit by between 20.4 percent

and 42.9 percent.12 Even if a solution to the upcoming

congressional budget fights is found, resulting in larger

federal deficits for the next few years, reducing the trade

deficit by between roughly $190 billion and $400 billion

would still result in sizable reductions in future fiscal defi-

cits, while stimulating the economy at no cost to the fed-

eral government.

Creating jobs by ending currency manipulation would

also increase tax revenues and decrease public spending

in the states. Table 5 shows the fiscal impacts on state

and local budgets in Ohio of ending currency manipula-

tion. The IMPLAN model projects that increasing U.S.

net goods exports by between $190.5 billion and $399.5

billion would increase state and local tax revenues by a

total of between $650 million and $1.4 billion in three

years. The largest sources of increased revenue would be

from sales taxes ($197.2 million to $415.3 million), indir-

ect taxes on business property ($194.5 million to $409.6

million), and increases in personal income tax revenues

($134.2 million to $282.6 million). These projections

illustrate that the best way to solve state and local budget

problems is to grow the economy.

The reductions in spending associated with job creation

would do even more to improve state and local budgets in

Ohio. Spending projections are based on a 50-state eco-

nometric model (Kondo and Svec 2009) that estimates

the impact of changes in state GDP on state spending.

Kondo and Svec (2009) estimate that for every $1 million

increase in Ohio GDP, state and local spending falls

about $131,900.

As shown in Table 5, the IMPLAN model projects that

ending currency manipulation would increase Ohio GDP

by between $8.3 billion and $17.4 billion. Using the

estimated spending elasticity from Kondo and Svec

(2009), this would result in spending reductions of

between $1.1 billion and $2.3 billion.13 Combining both

revenue and spending projections, a $190.5 billion to
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T A B L E  5

Impact on Ohio state and local budgets of ending currency manipulation, 2014*

Low
impact**

High
impact**

State and local revenues (millions of 2010 dollars)

Dividends $2.42 $5.09

Social insurance tax: employee contribution 5.43 11.44

Social insurance tax: employer contribution 12.58 26.50

Indirect business tax: sales tax 197.22 415.27

Indirect business tax: property tax 194.52 409.60

Indirect business tax: motor vehicle licenses 5.36 11.28

Indirect business tax: severance tax 0.08 0.16

Indirect business tax: other taxes 31.29 65.89

Indirect business tax: state and local non-taxes (fines, fees) 21.91 46.14

Corporate profits tax 15.44 32.53

Personal tax: income tax 134.19 282.59

Personal tax: non-taxes (fines, fees) 16.93 35.65

Personal tax: motor vehicle license 7.53 15.85

Personal tax: property taxes 2.88 6.06

Personal tax: other tax (fishing/hunting) 2.03 4.28

Total (millions of 2010 dollars) $649.81 $1,368.35

Estimated state and local spending reduction

Increase in Ohio GDP (billions of 2010 dollars) $8.26 $17.41

Fiscal multiplier (dollar decline in state spending per dollar increase in Ohio state GDP)*** 13.19% 13.19%

Estimated budget savings (billions of 2010 dollars)**** $1.09 $2.30

Total fiscal impact (increased revenues plus spending reductions) (billions of 2010
dollars) $1.74 $3.66

* Impact in 2014, modeled here assuming that changes started in 2011, compared with baseline of no policy change

** The IMPLAN model used to calculate real-world effects of an estimated $190.5 billion (low impact) to $399.5 billion (high impact)

increase in net exports adjusts for the fact that GDP growth from direct stimulus to net exports would boost consumer spending on

imports, slightly offsetting the growth in exports. (See methodological appendix for further details on the IMPLAN model.)

*** Based on econometric estimates of the cyclicality of total state expenditures for Ohio and the other 49 states (Kondo and Svec

2009, Appendix Table A1)

**** From reductions in net program spending in areas such as unemployment compensation, Medicaid, and welfare

Source: Authors’ analysis of trade data from the U.S. International Trade Commission (2012), Bureau of Labor Statistics (2012a;

2012b), Bureau of Labor Statistics Office of Employment Projections (2011), Kondo and Svec (2009), and IMPLAN model (MIG

Inc. 2012)
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$399.5 billion increase in net goods exports would result

in a net increase of between $1.7 billion and $3.7 billion

for Ohio state and local budgets. If the increase in net

exports were maintained or increased after 2014, ending

currency manipulation could generate tens of billions in

budget savings and additional revenues for state and local

governments in Ohio over the next decade.

These budget resources could allow the state to rehire

thousands of teachers, firefighters, and other public safety

officials who have been laid off since the Great Recession

began, and to make other investments in education, infra-

structure, and the environment that would help generate

sustainable growth in Ohio for years to come.

Thus the elimination of currency manipulation has the

potential to generate substantial benefits in terms of

employment, GDP, and the fiscal balance in the United

States and Ohio. But beyond ending currency manipula-

tion, government must do more to create additional man-

ufacturing capacity by stimulating research and develop-

ment (R&D), encouraging the spread of best practices,

expanding training, and increasing the supply of capital to

small and medium-sized manufacturers.

Closing the output gap with
additional trade and
manufacturing policies

As the result of more than a decade of currency manipula-

tion, unfair trade policies, and our failure to compete with

the manufacturing and training policies of other nations,

U.S. manufacturing has lost ground to competitors not

only in China, but also in developed nations such as

Germany, Japan, and Korea that have pursued advanced

industrial and trade policies. U.S. manufacturing employ-

ment declined by nearly one-third between March 1998

and October 2012 (BLS 2012a), and the U.S. share of

world export markets declined by a third over the same

period, while Germany’s share remained roughly constant

and China’s nearly tripled (IMF 2012a).

Even if currency manipulation is eliminated, the United

States will be left with a goods trade deficit of $360.9 bil-

lion to $564.3 billion in 2010 dollars (2.3 percent to 3.6

percent of projected U.S. GDP in 2014), as shown in Fig-

ure C, and an output gap of 3.7 percent to 5.3 percent

(i.e., $580 billion to $829 billion, in 2010 dollars). (The

output gap is the difference between potential economic

output—what the economy could produce with higher,

but noninflationary, levels of employment and industrial

capacity utilization—and actual economic output.)

Eliminating the remainder of the U.S. goods trade deficit

could close most of the remaining output gap over the

next three to five years.14 But eliminating the entire U.S.

goods trade deficit will not be easy, or cheap.

A number of factors besides currency manipulation con-

tribute to large U.S. goods trade deficits. On the part of

other countries, these include unfair trade policies (such

as subsidies, trade barriers, and illegal appropriation of

the intellectual property of U.S. firms), repression of the

human rights of workers and exploitation of the envir-

onment, and strong webs of public policies in support of

manufacturing and other traded goods sectors.

Underinvestment in infrastructure is another critical

factor. For example, the United States needs $2.2 trillion

in infrastructure investment over the next five years

(American Society of Civil Engineers 2009).

Enacting policies to more effectively stimulate demand,

including ending currency manipulation, rebuilding

infrastructure, investing in clean and renewable techno-

logy industries, and eliminating unfair trade policies (such

as dumping, subsidies, and other unfair trade barriers) are

the most important steps needed to rebuild U.S. manu-

facturing.

New trade policies to respond to a dynamic and increas-

ingly hostile international environment would move

toward a restructuring of the world trading system so that

it supports fair, balanced, and sustainable trade. And the
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F I G U R E  C

U.S. trade deficit and projected deficit under three currency-manipulation-elimination scenarios,
1997–2014*

* This figure estimates the effects of ending currency manipulation over three years, modeled as having started in 2011.

Note: Authors’ analysis of U.S. goods trade from the BEA (2012a), 1997–2011, and IMF projections of the rates of growth of U.S.

imports and exports in the 2012–2014 period (IMF 2012b) were used to project the U.S. goods trade deficit in the base case. Ex post

changes in U.S. trade deficits due to the elimination of currency manipulation in 2014 (Table 1 in this paper) were subtracted from

the projected 2014 U.S. trade deficit. The low-impact scenario corresponds to an ex-post reduction of $184.1 billion in the U.S. trade

deficit, as shown in Table 1 ($748.4 billion – $184.1 billion = $564.3 billion), and the high-impact scenario corresponds to an ex-post

reduction of $387.5 billion, as shown in Table 1 ($748.4 billion – $387.5 billion = $360.9 billion). Estimates for 2012–2013 for each of

these series were extrapolated from the end point values for 2011 and 2014 using constant, compound rates of growth.

Source: Authors’ analysis of Bureau of Economic Analysis National Income and Product Accounts (BEA 2012a), International Monet-

ary Fund World Economic Outlook (IMF 2012b), Congressional Budget Office (2012a), and IMPLAN model (MIG Inc. 2012)

massive public investments needed to rebuild U.S. infra-

structure and develop new green and clean energy tech-

nologies will create domestic and foreign demand for new

products that can help rebuild U.S. manufacturing, while

increasing the competitiveness of the U.S. economy as a

whole.15 Finally, reforms of health care and tax systems

are also needed to increase competitiveness and rebalance

public spending and revenues in the United States.

While policies that address the demand side of the equa-

tion are critical, supply-side assistance is also crucial; U.S.

manufacturing suffers from reduced capacity, in both

absolute terms and relative to our trading partners. The

United States and its domestic manufacturers are oper-

ating in an environment where many other countries,

including Germany, Japan, China, and Korea, operate

comprehensive, supply-side programs to support their

traded goods industries.16 The United States needs to cre-

ate a world-class environment to support domestic man-

ufacturing. This should include greatly enhanced invest-

ments in technology development, and manufacturing

“extension programs” such as the Manufacturing Exten-
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sion Partnership, a program of the National Institute of

Standards and Technology (NIST) that is vastly under-

funded when compared with agriculture capacity-build-

ing programs of the USDA and with manufacturing

capacity-building programs of other countries such

as Canada.

The United States also needs an intermediary institution

to provide working and investment capital to small and

medium-sized manufacturers, which often lack access to

U.S. bank and capital markets that give preference to large

multinational companies for bank loans and long-term

corporate bonds. This “Mannie Mae” would be modeled

on the federal housing enterprises (i.e., Fannie Mae, Fred-

die Mac, and Ginnie Mae) that channel capital into the

nation’s housing finance markets.

In addition, federal and state governments should work

with schools, unions, and manufacturers to develop

improved school-to-work training programs for non-col-

lege graduates, modeled on German and Danish labor

force policies.

Finally, Japan has a Ministry of Economy, Trade, and

Industry (METI), a powerful agency that works to ensure

that foreign trade policy complements efforts to

strengthen domestic manufacturing interests. China

through its five-year plans also provides critical strategic

support to manufacturing efforts. The U.S. government

needs to expand its capacity to develop and implement

national trade and competitiveness strategies to respond

to, and compete with, Japan’s METI and China’s five-

year plans.

Lessons on building strong support
systems from the United States and
other countries

The major elements of a more effective national trade and

industrial policy were outlined in the previous section. A

few examples will illustrate the scale of resources and com-

mitments required to raise manufacturing support in the

United States to a level on par with other countries.

In the debates about the future of manufacturing, com-

parisons are frequently drawn between the decline of

employment in agriculture and that in manufacturing.

However, agriculture has continued to be a major U.S.

exporter, and its contribution to the economy has been

relatively constant in recent years despite the sharp decline

in employment.17 Agricultural output has continued to

grow (in real terms) despite falling employment.

One of the primary reasons for rising output in agricul-

ture is the steady growth of productivity (output per acre).

Among the foremost reasons for the large and steady rise

in agricultural productivity has been the key role played

by the federal government in supporting research and its

dissemination and diffusion. Resources dedicated to this

task include the U.S. Department of Agriculture and its

Agricultural Research Service, the system of land-grant

colleges that support a vast base of primary research into

agricultural sciences, economics and technology diffusion,

and the USDA’s farm extension service, which has dissem-

inated the latest research findings to farmers at the county

and farm level.

There is simply no counterpart in manufacturing to the

USDA/land-grant college system of agricultural research,

development, innovation, and diffusion of new technolo-

gies. The entity that comes closest to performing a sim-

ilar role in manufacturing may be the relatively obscure

National Institute of Standards and Technology (NIST).

The president’s budget requests $857 million for NIST in

fiscal 2013 (NIST 2012).

In comparison, the USDA’s overall 2013 budget request,

including mandatory crop subsidy programs and all other

research programs, is $155 billion (USDA 2012). Some

72 percent of USDA expenditures are for nutrition assist-

ance (the Women, Infants and Children program), which

only indirectly benefits agriculture. Considering only

non–nutrition assistance programs, which include farm

and commodity programs, conservation and forestry,

rural development, research, and other programs, the

USDA’s fiscal 2013 request is still $43.4 billion, more
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than 50 times total spending on NIST programs.

However, manufacturing generated 10 times as much

output as did agriculture in 2011: $1,731.5 billion of

value added in manufacturing versus $173.5 billion in

agriculture (Bureau of Economic Analysis 2012c). Thus,

per dollar of economic output generated, the USDA

spends more than 500 times as much to support agricul-

ture and related activities as NIST spends on manufactur-

ing research and related activities.

One of the most visible (and controversial) elements of

NIST is the Hollings Manufacturing Extension Partner-

ship (MEP), which is designated to receive $128 million

in fiscal 2013 (NIST 2012). Comparative research by

Ezell and Atkinson (2011) has shown that U.S. expendit-

ures for the MEP program represent only 0.0014 percent

of U.S. GDP. As a share of GDP, Canada spends more

than seven times as much as the United States on man-

ufacturing extension and services programs, and Japan

spends nearly 23 times more than the United States.

If U.S. spending on the MEP program were to rise to

the Japanese level, it would require a budget allocation of

approximately $5 billion per year, not large in the context

of the USDA budget, or of overall government spending,

but a huge, roughly 40-fold increase of the program.

Germany’s Fraunhofer-Gesellschaft, the country’s largest

organization for applied research, serves as a compelling

model of what the MEP could become. It supports more

than 80 research units and 60 Fraunhofer Institutes and

in 2011 had a staff of 20,000, more than half of whom

are scientists and engineers. It had an annual budget of

€1.8 billion euros ($2.4 billion). More than 70 percent

of Fraunhofer’s contract research is from contracts with

industry and from publicly funded research pro-

jects. Almost 30 percent of its funding is provided by

the German federal and state (lander) govern-

ments. (Fraunhofer 2012)

The U.S. GDP is approximately 4.2 times larger than

Germany’s (IMF 2012b). If the U.S. MEP program were

operated on the scale of the Fraunhofer-Gesellschaft, it

would require total funding of $10.1 billion, of which

$3.0 billion would be required from federal and state

contributions. Thus, both the German and Japanese

examples suggest U.S. spending on the MEP program

should be expanded 20- to 40-fold. Expanding to a pro-

gram of this scale would require time and resources to

ensure that the needed capacities were developed and the

resources well invested.

But expanding the MEP program would by no means be

sufficient to restore U.S. manufacturing competitiveness.

The United States would also need to greatly expand its

national R&D infrastructure, both through funding pro-

grams within federal agencies such as the National Science

Foundation, the Department of Energy, the Environmen-

tal Protection Agency, and the National Institutes of

Health, and by creating a national system of research uni-

versities dedicated to developing manufacturing techno-

logy and training manufacturing engineers. This training

system would serve as the manufacturing equivalent of

the USDA’s system of land-grant colleges, but on a lar-

ger scale.

International comparisons also provide good models for

labor/management relations, for financing small and

medium-sized manufacturing firms and other exporting

firms, and for training non-college-educated workers.

German manufacturers practice “stakeholder capitalism”

in which boards of directors include an equal number

of representatives of managers and workers (Meyerson

2011). Germany also has an entire sector of banks

devoted to financing small and medium-sized firms,

which reduces such firms’ need to rely on private capital

markets and lessens the demand for maintaining short-

term profits. Additionally, Germany has a highly

developed school-to-work job-training system for non-

college-educated workers, which is much more effective

than U.S. job training and displaced-labor-assistance pro-

grams. As a result, over the past decade Germany has

maintained a large and growing trade surplus even relative
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to low-wage countries outside the eurozone, despite hav-

ing some of the highest manufacturing compensation

rates in the world (BLS 2011).18 Furthermore, it has

maintained its competitiveness in world export markets,

and its exports are dominated by autos and other high-

value, durable manufactured goods.

There are externalities that lead U.S. private firms to

underinvest in training, R&D, and other activities that

would be supported by supply-side policies previously

suggested. There are also market imperfections in capital

markets that need to be addressed with new public insti-

tutions, as suggested above. These market imperfections

provide an economic justification for investing public

resources in activities that would enhance U.S. manufac-

turing capacity.

While it is beyond the scope of this paper to detail a

comprehensive program to develop a world-class envir-

onment to support U.S. manufacturing, it is clear that

such programs are necessary and would greatly aid expan-

sion of manufacturing and other traded industries, creat-

ing millions of additional jobs. Rebuilding manufacturing

through rebalancing trade can help restructure the U.S.

economy, close the output gap, and help return the U.S.

economy to full employment. In the absence of such

programs, the United States appears destined to suffer

through a “lost decade” or more of excessive unemploy-

ment and output far below potential (Fieldhouse and

Bivens 2012).

On the other hand, implementing more effective trade

and industrial policies, coupled with massive investments

in infrastructure, clean technologies, and renewable

energy, could reduce or eliminate the U.S. trade deficit

altogether. This would support millions of additional

good jobs, add hundreds of billions of dollars to U.S.

GDP, and reduce unemployment and federal budget defi-

cits while greatly improving state and local finances.

These policies would be win-win for the United States, its

workers, U.S. communities, and manufacturing and other

high-wage domestic industries such as construction and

utilities.

Conclusion

Ending currency manipulation is one of the most effective

tools available to support job creation in the United States

and Ohio. It would be particularly beneficial for manufac-

turing businesses and their employees, especially in Ohio

and the other states in America’s manufacturing heart-

land. Currency manipulation can be eliminated simply by

making it illegal for China and other currency manipu-

lators to purchase U.S. Treasury bills and other govern-

ment assets. Ending currency manipulation would lead

to the creation of 2.2 million to 4.7 million U.S. jobs,

and 94,900 to 199,700 jobs in Ohio. This would reduce

Ohio’s jobs shortfall (the number of jobs needed to return

to the December 2007 unemployment rate) by between

30.3 and 63.7 percent. Ending currency manipulation

would reduce unemployment in Ohio by between 1.3 and

2.7 percentage points, increase Ohio’s GDP by between

$8.3 billion and $17.4 billion per year, and generate state

and local budget savings (through a combination of

increased tax revenues and reduced spending) of between

$1.7 billion and $3.7 billion per year in Ohio.

Ending currency manipulation would lower the U.S.

national unemployment rate by between 1.0 and 2.1 per-

centage points, and reduce the national budget deficit by

between $78.8 billion and $165.8 billion, with continu-

ing benefits for years to come as long as the currency

remained balanced. Finally, it could increase U.S. GDP

by between $225.0 billion and $473.7 billion.

Ending currency manipulation is the best policy tool

available for creating millions of jobs in the United States

and nearly 100,000 or more jobs in Ohio, while increas-

ing tax revenues and reducing spending at the state and

national levels. U.S. businesses are sitting on hundreds of

billions of dollars of unused capital that is available for

investment if demand can be generated for their products.

Ending currency manipulation can harness this unused
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capital and the labor of millions of Americans, and it can

help grow the economies of the United States and Ohio

and help reverse the effects of the worst recession of the

past 75 years. It is time for the United States and other

nations to take the actions needed to end the destabilizing

effects of currency manipulation, to help the world eco-

nomy recover from past and present downturns, and put

all nations on a path toward balanced, sustainable growth.

But ending currency manipulation would not eliminate

the entire U.S. goods trade deficit; it would leave a resid-

ual trade deficit of $360.9 billion to $564.3 billion after

three years. This residual deficit represents both a threat

and an opportunity. The United States should follow the

lead of other advanced economies and create a world-class

environment to support domestic manufacturing in the

United States. This will require careful planning and sub-

stantial investments, but the potential rewards are great.

Eliminating the total U.S. trade deficit over the next three

to five years could create millions of additional jobs, bey-

ond the 2.2 million to 4.7 million jobs identified here.

Strengthened support of domestic manufacturing can also

help close or eliminate the U.S. output gap and reduce

the threat of a decade of lost output and productivity that

looms large over the U.S. economy today. If this oppor-

tunity is ignored, the United States could easily slide into

a full decade of high unemployment and massive losses of

actual and potential output.

Ending currency manipulation and rolling back U.S.

trade deficits in manufactured goods can help the eco-

nomy recover from the recession. It will not be easy or

cheap, but it is well worth the required investments.
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Methodological appendix:
Description of economic impact
analysis using IMPLAN

The analyses presented here used the IMPLAN economic

impact assessment model (version 3.0) by MIG Inc. for
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the United States and Ohio (MIG Inc. 2008, 2012). The

IMPLAN model is based on input-output accounting to

capture the interdependencies between different sectors in

the national and regional economies. The impact analysis

tracked the commodity flows from producers to interme-

diate and final consumers to estimate the impact of an

improvement in the trade balance on output, value added,

employment, and state and local taxes. In the IMPLAN

modeling framework, “industries produce goods and ser-

vices for final demand and purchase goods and services

from other producers. These other producers, in turn,

purchase goods and services. This buying of goods and

services (indirect purchases) continues until leakages from

the region (imports and value added) stop the cycle”

(MIG Inc. 2004). The IMPLAN model is built primarily

from data collected by the U.S. Bureau of Economic Ana-

lysis (specifically Benchmark I/O Accounts of the United

States), the Bureau of Labor Statistics, and the U.S.

Census Bureau. The data used in the IMPLAN modeling

study are expressed in real 2010 dollars.

The analysis consisted of three steps. The first step estim-

ated the U.S. employment and output impacts of an

improvement in the trade balance across 229 detailed

industries using the United States IMPLAN model.19

The estimated total employment impact was defined as

the sum of the direct impact, the indirect impact, and

the induced impact, where the indirect effects are determ-

ined by the amount of the direct effect spent nationally on

supplies, services, labor, and taxes; and the induced effect

measures the money that is re-spent as a result of spend-

ing from the indirect effect (MIG Inc. 2004).

To link the U.S. trade impact with the Ohio trade impact,

the analysis assumed the ratio of total industry output

in Ohio to national total industry output remained

unchanged (2010 total output data for the United States

and Ohio were provided by IMPLAN under Industry

Accounts: Industry Output-Outlay Summary). This

allowed us to capture both indirect and induced effects

deriving in a straight line from an increase in Ohio’s net

foreign exports, as well as the effects deriving indirectly

from producers and consumers located in other states

purchasing Ohio-produced goods and services. In the

second step of the analysis, the estimated Ohio output

impact was used as an input into the Ohio IMPLAN

model. The resulting output was the direct employment

impacts across detailed industries, to avoid double-count-

ing indirect and induced impacts. The final step estim-

ated the Ohio state and local tax impact for various

sources of taxes using the Ohio IMPLAN model.

Base case estimates for 2014 for the
United States and Ohio

For the United States, baseline forecasts of U.S. GDP

and other macroeconomic variables (employment, unem-

ployment, labor force, employee compensation) through

2014 are from the Congressional Budget Office (2012a).

U.S. trade flows through 2014 were developed with fore-

casts from the IMF (2012b) in order to predict U.S. net

exports, based on actual trade flows for 1997–2011 (Bur-

eau of Economic Analysis 2012a) (see Figure C). The

analysis developed projections of macroeconomic vari-

ables for Ohio by regressing actual (annual) data for the

same U.S. variables on values for Ohio (e.g., regressing

actual Ohio GDP on U.S. GDP for 1997–2011, and then

using the regression coefficients to project Ohio GDP for

2012–2014 based on the CBO (2012a) forecast of U.S.

GDP). Base case models of Ohio labor force and employ-

ment also included dummy variables for the recession

period because of the sharp drop in Ohio in these vari-

ables since 2009 or 2010.

IMPLAN results were compared with U.S. and Ohio base

case macroeconomic forecasts for 2014 to estimate per-

centage changes in the variables estimated in the model.

Endnotes

1. “Currency manipulation occurs when a government

buys or sells foreign currency to push the exchange rate

of its currency away from its equilibrium value or to pre-
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vent the exchange rate from moving toward its equilib-

rium value” (Gagnon 2012, 1).

2. The model estimating jobs recovered over three years

through currency revaluation begins with the latest avail-

able annual data for 2011 as the baseline.

3. All dollar-value 2014 projections modeled in this

paper—e.g., output (GDP), trade, revenue, and spending

estimates—are expressed in real 2010 dollars.

4. Read more about Japan’s Ministry of Economy, Trade,

and Industry at http://www.meti.go.jp/eng-

lish//index.html.

5. The top 20 currency manipulators identified by

Gagnon (2012) are (ranked in order of foreign exchange

reserves as a share of national GDP): Libya, Hong Kong,

Algeria, Saudi Arabia, Singapore, Taiwan, Thailand,

Malaysia, China, Switzerland, Bolivia, Philippines, Israel,

Angola, Korea, Russia, Denmark, Japan, Azerbaijan, and

Argentina.

6. Bergsten and Gagnon (2012, 18) also endorse the use

of restrictions on purchases of U.S. assets by currency

manipulators, especially China. They write, “Under the

International Emergency Economic Powers Acts the pres-

ident has broad authority to restrict foreign ownership of

US assets in cases of ‘unusual and extraordinary threat,

which has as its source in whole or substantial part outside

the United States, to the … economy of the United

States.” They note that these powers have been used

against countries such as Iran, and that “US and foreign

financial institutions are required to assist in their enforce-

ment by ensuring that targeted governments and institu-

tions do not hide behind third parties.”

7. The U.S. goods trade deficit peaked at $835.7 billion

in 2006 (equal to 6.2 percent of GDP). It declined

sharply during the Great Recession to a low of $505.8

billion in 2009 (equal to 3.6 percent of GDP) and has

increased significantly since then, both in dollars and as

a share of GDP (according to the authors’ analysis of

USITC 2012 and BEA 2012a). See Figure C.

8. In a more recent paper, Bergsten and Gagnon (2012)

estimate that global currency manipulation has increased

the U.S. trade deficit by between $200 billion and $500

billion per year, and that the United States has lost 1 mil-

lion to 5 million jobs as a result. These estimates essen-

tially bracket the findings of this paper regarding both the

trade and employment effects of currency manipulation,

and they support this paper’s overall conclusions.

9. The analysis generated projected changes in trade flows

based on actual rates of growth of exports and imports of

108 different types of goods. These changes were designed

to generate approximately a $190 billion and a $400

billion improvement in the U.S. goods trade balance

between 2011 and 2014. These simulations generated

estimates that were within +/- $0.5 billion of these targets.

Further refinements of the simulation were not possible

within the constraints of the model.

10. The high-impact forecast assumes that the rate of

growth of goods exports in each sector increases 3.1 per-

cent, and that the rate of growth of imports declines

by 3.0 percent. This is roughly consistent with a long-

run estimate that changes in trade prices will affect real

exports with a price elasticity of approximately 1.0. The

low-impact scenario assumes that the rate of growth of

exports increases by 1.5 percent and the rate of growth of

imports declines by 1.4 percent.

11. Using data from the Congressional Budget Office,

Bivens and Edwards (2010) estimate that “each dollar

increase in actual gross domestic product (GDP) relative

to potential GDP has been associated with a $0.37 reduc-

tion in [federal] budget deficits…” In the example con-

sidered by Bivens and Edwards, 79 percent of the deficit

reduction was due to increased tax revenues, with the

remainder due to reduced unemployment compensation.
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12. These estimates are based on a CBO (2012b) pro-

jection that the budget deficit will decline by 70 percent

between 2011 and 2014 under current policies in place as

of August 2012. These estimates do not reflect the out-

come of subsequent budget legislation.

13. These results are consistent with data for Ohio from

the U.S. Census Bureau (2012), Survey of State and Local

Finances for 2007–2010. Unemployment spending

increased about $4 billion and total welfare spending

increased about $1 billion in this period. Since some

unemployment benefits are paid out of the employer-paid

unemployment benefits funds, and from federal supple-

ments, it is reasonable to assume that the net cost of

increased unemployment spending to Ohio was in the

range of $1 billion to $1.5 billion, plus net increases in

welfare expenses.

14. Table 1 implies that each $1 improvement in the trade

balance would result in $1.18 of net improvement in U.S.

GDP. Thus, eliminating the trade gap could raise GDP

by an additional $428 billion to $668 billion.

15. Pollack (2012) found that implementing four tax fair-

ness policies (capping personal income tax deductions at

28 percent, raising taxes on high earners, implementing

the Obama administration’s proposed international cor-

porate tax package, and enacting a financial transaction

tax), and using the proceeds to fund infrastructure invest-

ments over the next five years, would create roughly 1.3

million jobs in fiscal 2013 and more than 1.8 million jobs

each year between fiscal 2014 and 2017.

16. This section draws selectively on Ezell and Atkinson

(2012) and Meyerson (2011).

17. Agriculture (farms, fishing, and forestry) was a con-

stant 1.2 percent of U.S. GDP between 2004 and 2011,

while manufacturing’s share fell from 12.5 percent in

2004 to 11.5 percent in 2011 (BEA 2012c).

18. In 2010, compensation in German manufacturing

averaged $43.76 an hour, 26 percent more than in the

United States, where compensation averaged $34.74 (BLS

2011). It is important to note that the German current

account surplus, which was 5.7 percent of its GDP in

2011 (International Monetary Fund 2012b), was partly

due to a decade of wage restraint in Germany, combined

with a property bubble and rising wages in peripheral

countries in the European Union. As a result, Germany

effectively devalued within the euro area. To some extent,

Germany is to the rest of the EU what China is to the

United States—an economy running big surpluses by

exploiting, to different degrees, the non-adjustability of

the exchange rate.

19. IMPLAN agriculture and manufacturing sectors were

aggregated to match the four-digit NAICS structure.
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