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International Economic Challenges for the President-elect

US Presidents rarely want to focus on foreign policy in their first 
year in office, and even more rarely prioritize international 
economic policy within that

• Trump was an exception

• Recovery from the pandemic, raising incomes of working 
people, and pursuing economic aspects of justice are the 
stated priorities of the President-elect’s economics team

• Even disinterest, however, is a policy decision with respect 
to several issues, including China-US relations and trade

• Technocratic management at the working level remains 
possible in a limited number of areas
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International Economic Challenges for the President-elect

Many of the most significant issues, however, are inescapably international

• Vaccine distribution and future pandemic management

• Climate change, including food and water security

• Regulation and supervision of digital industries

• Financial stability

• Adequate funding of government revenues

• Conflict with China

Others can be best addressed by including international aspects

• Simultaneous productivity slowdown

• Persistent unemployment and resultant scarring

• Racial and gender equality

• Poverty in Low- and Middle-Income Economies
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Political constraints on 
US international economic policymaking

• Divided electorate and divided Congress

• Bipartisan (excessive) fear of threat from Chinese leadership

• Usual special interest lobbying on sectoral privileges

• Loss of reputational soft power

– Intensified by self-harming response to COVID-19 pandemic

• Legacy of Trump Administration policies

– Tariffs and other measures in place

– Rhetorical escalation versus China

– Distrust abroad of ability of USG to commit

– Politicization and diminution of US civil service

– Executive orders to unwind partially protected by courts
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Exaggerated or overhyped constraints on 
US international economic policymaking

• Popular opinion against trade and/or globalization

– Not supported by the public opinion data or voting behavior

– The narrative of angered ‘losers from trade’ is false

• Lack of centralized authority for ‘competitiveness’ or foreign 
economic policy

– When the President has a view, it can be carried out

• Special interest veto (in Congress) over international negotiations

– Can be overcome with limited side payments (e.g., USMCA)

• Distrust of technocratic policy making

• Discipline of fiscal limits and international financial markets
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Globalization is about more than stuff you can drop on 
your foot or eat

What the media and popular focus is on:

Even economists focus excessively on time series of trade volumes 
and global value chains for manufacturing when discussing ‘globalization’
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Globalization is about more than stuff you can drop 
on your foot or eat

• Globalization is a multi-layered web of connections 

– Trade in goods is only a small-ish, and may be the most resilient, part

– Flows of investment, services, human capital, ideas, management 
practices, networks, infrastructure, and norms arguably matter more

– Economic openness is primarily about the beneficial effects it has on your 
own society and on relations between nations

– As well as opportunities for consumers and entrepreneurs

• Globalization has been corroding for the last fifteen-plus years

– Becoming more frayed, uneven, with holes, not simply retreating

– Post-American World Economy increases unevenness and uncertainty

– Two-way causality with declining macroeconomic performance
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The impact of the Trump Administration 
international policy was pretty much what 
economic textbooks said would happen

• Tariffs were paid by the American consumer

– Amiti, et al; Goldberg, et al; PIIE;

• The trade deficit increased due to fiscal dissaving, while the 
tariffs had no effect

• Unilateral sanctions and threats just diverted trade from US

• Corruption and cascades of protection grew

• Reshoring did not take place, despite tax cuts and trade policy

• Restriction of immigration did not increase ‘good jobs’
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Wind Financial

https://www.wind.com.cn/en/wft.html
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Meanwhile, on the dollar…
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Can the President-Elect’s stated priorities of 
creating good jobs, growing manufacturing, security 
from China, and enforcement of U.S. values abroad 
be achieved through international economic policy?

• To some degree, but some of these goals are better pursued 
with means other than those yet proposed

• Cooperation with allies as stated is good, but needs to have 
actual common pursuits with mutual benefits

• International economic policy can better serve other purposes 
in the US self-interest than things like ‘Buy American’
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The three-buckets view of China-US relations

Issues of 
confrontation 
and values

Issues of
economic 
commerce and 
integration

Issues of 
cooperation

• Trump approach: Prioritize middle economic bucket and ignore the other two
• Potential Biden approach: Use middle economic bucket to (try to) incentivize 

compliance on the other two
• Better potential approach: Prioritize left and right buckets for policy, try to 

depoliticize/insulate the middle bucket from policy as ballast for other two
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International cooperation is attainable, but on the 
model of simultaneous common effort

• Biden saying treat allies as allies is a necessary start

• Plenty of room for ‘mutually binding and beneficial changes in 
government behavior” (Obstfeld and Posen (2020))

– Agree on simultaneous contributions to common goal

– Or agree on common abstention from specific behaviors

– Avoid attempts to have mirroring or contingent complementary 
behaviors on the 1978/1985 model of summitry

– Avoid numerical targets or complex policy rules

• Successes of this type include: 2009-10 Vienna Initiative and G20 on 
trade, 2012 currency agreement for China+G7, March-April 2020 
central bank swap lines, recent plurilateral vaccine/PPE agreements
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What if the US/PRC are unreliable after 2022 or 2024?

• The degree of US adherence to international commitments between 1945-
68 and 1979-2012 was historically unusual

• Can the system work after hegemony or amidst rising international 
conflict? Without internally unified polities? Amidst persistently slow 
productivity and wage growth?

• Yes, but it has to be built to be more modular, resilient to withdrawal from 
or inconsistency of China and US

– Principled plurilateralism as a way forward

– Less reliance on (overwhelming the) international institutions, more 
reliance on variable geometry deals of limited scope

– Nordhaus clubs on climate as another model

– Take advantage of the mistaken political salience of trade in heavy 
stuff made by men to make progress elsewhere

– Focus policy opportunism on deliverables and preventing bads
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A policy agenda for Rebuilding the Global Economy

Biden Administration should start by 

• Countering vaccine nationalism

• Joint EU-Japan-US approach on 
industrial subsidies in trade

• G20 commitment to no pre-mature 
austerity and BEPS

• High fence, small garden, approach to 
tech controls

• Increasing immigration to limit of 
current legislation

• Negotiating modus vivendi for EU which 
moves faster on decarbonization than 
US

• Debt restructuring and SDR increase

https://www.piie.com/microsites/rebuilding-global-
economy

1/14/21 Posen – RIETI BBL 31



Take advantage of some of the bad news

• COVID-19 has shown up the 
usual assumptions about 
which governments govern 
best (starting with U.S.)

• Secular stagnation has 
changed the limits on fiscal 
policy and the risk of 
currency conflict

• Economic nationalism has 
shown much of its harms

• CCP overreach has, too
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