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November 2005 Monthly Luncheon
Review of Remarks by Dr. Sylvain Leduc
“Financial Market Developments and Economic

Monthly Luncheon
Wednesday, December 14, 2005
Noon to 1:30

New Economic Projections from the Bureau of
Labor Statistics 2004-2014

Jon Sargent
Supervisory Economist
Office of Occupational Statistics
and Employment Projections,
Bureau of Labor Statistics

Chinatown Garden Restaurant

618 H St., NW, Washington

Metro: Gallery Place (Red, Green, and Yel-
low Lines).

Restaurant is 1/2 block east of the Metro
station's northern (H Street) exit.
Reservations by 12 noon December 13,
Lawhorn.william@bls.gov or 202-691-5093.

Changing technology and business prac-
tices, shifts in the demand for goods and
services, and global competition will re-
shape tomorrow's economy and the jobs it
provides. Every two years the Bureau of
Labor Statistics develops new ten-year pro-
jections of the aggregate economy, industry
output and employment, occupation em-
ployment, and the size and composition of
the labor force. Jon Sargent will present the
highlights of the new 2004-14 projections
scheduled for release on December 7th,
2005. This presentation will give the new
BLS view of the changes in the decade
ahead.

$15 for SGE and NEC members
$20 for non-members

January Monthly Luncheon
Wednesday January 18th, 2005
Noon to 1:30

New Quarterly Data on Business Employment
Dynamics by Size of Firm from BLS

Jack Galvin
Associate Commissioner for
the Office of Employment
and Unemployment Statistics
Bureau of Labor Statistics

Chinatown Garden Restaurant

618 H St., NW, Washington

Metro: Gallery Place (Red, Green, and Yellow
Lines).

Restaurant is 1/2 block east of the Metro sta-
tion's northern (H Street) exit.

Reservations by 12 noon December 13,
Lawhorn.william@bls.gov or 202-691-5093.

The Business Employment Dynamics (BED)
data from the Bureau of Labor Statistics
measure the gross job flows that underlie the
much smaller net change in employment for
any quarter. The new BED data have cap-
tured the attention of economists and policy-
makers across the country, and these data are
becoming a major contributor to our under-
standing of employment growth and busi-
ness cycles in the U.S. economy. Following
the initial release of BED data in September
2003, the BED series expanded in May 2004
with the release of industry statistics. In De-
cember 2005, the BED data series will expand
again to include data by firm size. These
data can be used to study which classes of
firms are creating the most jobs in the U.S.
economy.

$15 for SGE and NEC members
$20 for non-members
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Bl President’s Corner
By Thornton Matheson

Dear SGE Members:

Winter is the season in which government
economists’ thoughts turn inevitably to renewing
their SGE memberships. SGE memberships
generally expire at year-end, so be sure to renew
yours either on-line at www.sge-econ.org or via
regular mail. Later this month, you can look
forward to receiving your 2005 SGE Membership
Directory, which will announce a major
simplification of our membership structure and a
reduction in annual dues.

This month begins a series of SGE luncheon
seminars by leading economists at the Bureau of
Labor Statistics: on December 14, Jon Sargent of
the Office of Occupational Statistics and
Employment Projections will speak on the new
BLS ten-year forecast of macroeconomic, industry
and labor market trends. In January, Jack Galvin
of the Office of Employment and Unemployment
will speak on innovations in the BLS business
employment dynamics data.

At our November luncheon, Sylvain Leduc of the
Federal Reserve Board offered us comforting
insight into the likelihood of a disorderly
correction in the U.S. current account imbalance.
This month’s book review of Thomas Friedman’s
The World is Flat: a Brief History of the 21st Century
offers a similarly sanguine view of the process of
globalization and its effect on the U.S.

In early January, we look forward to
congregating at the annual American Economics
Association Conference in Boston, for which SGE
has organized a slate of eight sessions on such
diverse topics as household resource allocation,
financial markets, tax policy and the automotive
industry. And don’t miss the SGE Distinguished
Lecture by Douglas Holtz-Eakin on Saturday
afternoon: As he’ll be leaving the Congressional
Budget Office for the Council on Foreign Relations,
Dr. Holtz-Eakin has promised exceptional candor
in addressing the question, “Can economists
improve public policy?”

See you soon at an SGE event!

Around
Town
Activities of

Interest to Our
Membership

To include your activity, please e-mail the information to
lee.cohen@ssa.gov or send it by regular mail to the
address on the back.

NEC Events

Wednesday, December 7, Chinatown Gardens

Alice Rivlin, Senior Fellow, The Brookings Institution
Will Future Healthcare Spending Drive Federal Taxes Into The
Stratosphere?

The founding director of the Congressional Budget Office
examines the strong, persistent upward trends in Federal
spending for Medicare and Medicaid, relates them to the
outlook for continuing—possibly larger—budget deficits
and wonders about their implications for taxes.

Thursday, December 22, Chinatown Gardens

Jeffrey M. Lacker, President, Federal Reserve Bank of
Richmond

The Economic Outlook

Thursday, January 5, 2006, Chinatown Gardens

Chad Moutray, Chief Economist, Small Business
Administration

SBA's Small Business Economy 2005 Report

During this luncheon, The Office of Advocacy, Small
Business Administration plans to release the 2005 edition
of THE SMALL BUSINESS ECONOMY, its annual
volume on the role of small firms in the U.S. economy.
Dr. Moutray will discuss the chapters in the book,
including presentations on the economic situation for
small businesses, the cost of regulation, innovation in the
roles of small and large firms and its importance to
economic growth, and the roles of minority and veteran
entrepreneurs.

To make a reservation for these events call 703-493-8824,
option 1, or e-mail to nec.club@verizon.net and be sure to
leave number or email address, so you can be contacted if
there is a late change in speaker. NEC does not routinely
acknowledge calls or emails making reservations but will
reply if unable to accommodate your reservation or if
there is a program change. NEC luncheons begin at noon;
the talks begin at 12:30pm and end at 1:30pm. Cost is $15
for NEC and SGE members, $20 for non-members, FREE
if you join NEC at the door.
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SGE 2006 ASSA Conference Programs
January 6-8, Boston, Massachusetts

Friday January 7, 2006

8:00-10:00am
Mothers’ Time with their Children: Evidence from
the ATUS
Organizer: Jean Kimmel
Chair: Anne Winkler
Jean Kimmel, Western Michigan University, and
Rachel Connelly, Bowdoin College. Is Time
Spent on Child Care Home Production or Lei-
sure? Implications for Policy Makers
Nancy Folbre and Jayoung Yoon, University of
Massachusetts at Amherst. The Value of Un-
paid Child Care in the U.S. in 2003
Charlene Kalenkoski, Ohio University, David Ribar,
George Washington University, and Leslie Strat-
ton, Virginia Commonwealth University. Pa-
rental Child Care in Single Parent, Cohabiting,
and Married Couple Families: Time Diary Evi-
dence from the US and the UK
Shelly Lundberg, University of Washington, Sabrina
Pabilonia , US Bureau of Labor Statistics, and
Jennifer Ward-Batts, Claremont McKenna Col-
lege. Time Allocation of Parents and Invest-
ments in Sons and Daughters
Discussants: Dori Allard, US Bureau of Labor Sta-
tistics; Joyce Jacobsen, Wesleyan Uni-
versity; Anne Winkler, University of
Missouri-St. Louis; Jay Stewart, US Bu-
reau of Labor Statistics

10:15-12:15pm

Automotive Industry Prices and Model Cycles
Organizer: Ana Aizcorbe

Chair: Ariel Pakes

Adam Copeland, Bureau of Economic Analysis,
Wendy Dunn, Federal Reserve Board, and
George Hall, Yale University. Prices, Produc-
tion and Inventories over the Automotive Model
Year

Jordi Jaumandreu, Harvard University. Automo-
bile Demand, Model Cycle and Price Effect

Ana Aizcorbe, Ben Bridgman, and Jeremy Nale-
waik, Bureau of Economic Analysis. Intertem-
poral Price Discrimination in New Car Markets

and the Measurement of Quality Change
Discussants: Tim Erickson, Bureau of Labor Statis-
tics; Mark Rysman, Boston University;
Dan Vine, Federal Reserve Board

2:30-4:30pm
Does Income Determine How We Spend Our
Time? Volunteering, Working, and Eating
Organizer: Yvon Pho
Chair: Burt Weisbrod
Yvon H. Pho and Steve Payson, Bureau of Economic
Analysis. Where Did All the Time Go? Volun-
teer Labor’s Contribution to Nonprofit Output
in the NIPA Government Sector: Evidence from
the 2003 American Time Use Survey
Anthony Barkume, U.S. Bureau of Labor Statistics.
Do Average Hourly Earnings Indicate the Price
for Varying Hours of Work? Some Cross Sec-
tion Evidence for the US Labor Market
Camille Hinds, American University. An Economic
Investigation into the Relationship between
Food Stamp Program Participation and Obesity
Discussants: Katharine Abraham, University of
Maryland; Robert Reed, University of
Oklahoma; Jay Variyam, U.S. Economic
Research Service

Saturday January 8, 2006

8:00-10:00am

Issues in Financial Markets
Organizer: Mike Piwowar

Chair: Mike Piwowar

Michael S. Haigh, James A. Overdahl, U.S. Com-
modity Futures Trading Commission, and Jana
Hranaiova, Public Company Accounting Over-
sight Board. Price Dynamics, Price Discovery
and Large Futures Trader Interactions in the En-
ergy Complex

Andrew J. Caffrey, Jonathan S. Sokobin, Harvey
Westbrook, Jr., U.S. Securities and Exchange
Commission. Structure, Performance, and Fees
in the Mutual Fund Industry”

(Continued on page 4)



(Continued from page 3)

Song Han, Paul Harrison, and Gregory P. Nini, Fed-

eral Reserve Board. Asset Substitutability in Fi-
nancial Markets: Evidence from Newly Issued
Corporate Bonds

Discussants: Oliver Hansch, Penn State University;
Conrad Ciccotello, Georgia State University;
Amy Edwards, U.S. Securities and Exchange
Commission

10:15-12:15pm

Economic Studies of Attainment in Higher

Education
Organizer: Richard Fry

Chair: Steve Broughman

Bridget Long, Harvard University, and Eric Bet-
tinger, Case Western Reserve University. Ad-
dressing the Needs of Under-prepared Students
in Higher Education: Does College Remediation
Work?

Jeffrey Groen, Bureau of Labor Statistics, Ronald
Ehrenberg, George Jakubson, and Scott Condie,
Cornell University. Program Design and Stu-
dent Outcomes in Graduate Education

Sarah M Simmons, University of Virginia: Welfare
(to School?) to Work: How Welfare Reform Af-
fects Collegiate Attainment

Discussants: Charles Clotfelter, Duke University;

Eric Eide, Brigham Young University;
Robert Lerman, American University
and the Urban Institute.

2:30-4:30pm
The SGE/AEA Distinguished Lecture on
Economics in Government
Organizer: Nicholas Bull
Chair: Thornton Matheson
Douglas Holtz-Eakin, Director, Congressional
Budget Office. Can Economists Improve Public
Policy?

Sunday January 9, 2006

8:00-10:00am
Recent Issues in Tax Policy
Organizer: David Joulfaian
Chair: Gerald Auten

Matthew Knittel, US Treasury Department. Incen-
tive Effects of Bonus Depreciation

David Joulfaian and Kathleen Toma, US Treasury
Department. Taxes and tax preferred retirement
arrangements of entrepreneurs

James Mackie, US Treasury Department. Funda-
mental Tax Reform and Asset Value: How Big is
the Hit?

Thornton Matheson, US Treasury Department.
Does the U.S. Tax Corporations More Heavily
than Other Large Industrialized Nations?

Discussants: Mark Rider, Georgia State University;

Christian House, University of Michi-
gan; Gerald Auten, US Treasury De-
partment; Mihir Desai, Harvard Univer-
sity

10:15-12:15pm
The Effects of Counter-Intuitive Incentives for
Individual Behavior
Organizer: Gregory Kurtzon
Chair: Gregory Kurtzon
Jeffrey T. Prince, Cornell University. A Note on the
Digital Divide
Marc Anthony Fusaro, East Carolina University.
Why Would Anyone Use Debit? A search theo-
retic analysis of credit and debit cards
Gregory Kurtzon, Bureau of Labor Statistics. Sig-
naling and the Education Premium
Discussants: Ted To, Bureau of Labor Statistics; Pe-
ter B. Meyer, Bureau of Labor Statistics;
Bradley T. Heim, Duke University

1:00-3:00pm

Modeling Household Wealth Accumulation
Organizer: John Sabelhaus

Chair: Robert Shackleton

John Sabelhaus, Jonathan Schwabish, and Al-
mudena Sevilla-Sanz, Congressional Budget Of-
fice: Simulating U.S. Income and Wealth Accu-
mulation Dynamics

Antonia Diaz, Universidad Carlos Ill, Maria J. Lu-
engo-Prado, Northeastern University. House-
hold Portfolio and Wealth Distribution with Il-
liquid Assets

Brian Bucks and Karen Pence, Federal Reserve
Board of Governors. Comparing Homeowner
and Lender Estimates of Housing Wealth
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November 2005 Monthly Luncheon
Review of Remarks by Dr. Sylvain Leduc
“Financial Market Developments and Economic Activity During Current
Account Adjustments in Industrial Economies”

Rapporteur: Charles Carson

During the past quarter century, noted Dr. Sylvain
Leduc, Senior Economist in the International Fi-
nance Division of the Federal Reserve Board, the
U.S. current account deficit has gone through
three large swings,. The deficit grew during the
1980s, leveled off during the early 90s, and has
been growing ever since. Today the current ac-
count deficit has hit a new high of more than six
percent of GDP. Such a growing deficit is most
likely unsustainable and will eventually lead to an
adjustment where there is either an increase in
GDP or a decrease in borrowing.

There has been much hand-wringing in the fi-
nancial communities about the possibility of a
“disorderly correction.” On May 29, 2002, Robert
Samuelson wrote in The Washington Post:

“If you want to scare yourself,
contemplate the following: The dol-
lar begins to fall. That is, its value
slips relative to other currencies.
Foreigners with massive invest-
ments in U. S. stocks and bonds be-
gin to sell their holdings. The fear
currency losses on their American
investments because a depreciated
dollar would fetch less of their own
money. The selling then feeds on
itself. The stock market swoons.
American consumer confidence
withers. The recession resumes and
spreads to the rest of the world
through lower U. S. Imports.
Wham!

Is this horror story likely? Proba-
bly not.Is it possible? Well, yes.”

Dr. Leduc’s November 16 lecture attempted to
answer the question, “How likely is the

‘disorderly correction’ scenario?”

In general, industrial economies seem to be less
vulnerable to disorderly corrections than emerg-
ing market economies. They have stronger finan-
cial institutions greater monetary policy credibil-
ity. Finally, they have less foreign currency debt.
Particularly in this country, most U. S. debt is de-
nominated in dollars. In contrast, most emerging-
market economies have a large portion of their
debt denominated in foreign currencies. As a re-
sult, when their currencies depreciate, the value of
that debt rises.

Dr. Leduc defined a *“disorderly correction” sce-
nario as: First, there should be a sharp decline in
the dollar. Then there should be a run on bond
and stock markets. Finally, there should be a con-
traction of GDP. Without the contraction in GDP,
just having a rise in interest rates and a fall in
stock market prices does not necessarily imply a
disorderly correction, since these could be the re-
sult of a strong economy operating above poten-
tial because of an increase in net exports.

With that definition in mind, Dr. Leduc began a
theoretical examination of the likelihood of a dis-
orderly correction. Specifically, would a reduc-
tion in asset prices induce a recession? While
higher interest rates and lower stock prices would
reduce domestic demand and hurt domestic confi-
dence, U.S. net exports would rise. Depending on
how big the rise in exports was, the end result
could be either positive or negative for growth.
Either way, this examination does not provide
much support for or against a disorderly correc-
tion scenario.

A more thorough approach was required. Dr.
Leduc used a macroeconomic simulation model
and used it to study a couple of scenarios. In the
first adjustment scenario, a shock was imposed to
the dollar risk premium so the dollar would fall
by 25 percent. This resulted in a benign correction

(Continued on page 6)
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in which real GDP rose, due to a rise in net ex-
ports. The second adjustment scenario added a
shock to the risk premium on long-term bonds
and equities, which rose by 250 basis points. This
second scenario resulted in a disorderly correction
in which interest rates rose and real GDP fell.
However, in this disorderly correction, the ex-
change rate and the trade balance were both very
similar to the results of the first benign scenario.
These two models demonstrated that a disorderly
correction is possible, but they do not give much
insight into the likelihood of such a correction.

Finally, Dr. Leduc asked, “Can we tease some-
thing out of the [historical] data?” What did cur-
rent account adjustments in other advanced coun-
tries look like, and do they resemble the disor-
derly correction scenario defined earlier? For this
historical analysis, 23 adjustment episodes were
identified in industrial countries. Among others,
these episodes had to meet the following qualifi-
cations: The current account deficit exceeded 2%
of GDP before being reversed, and the deficit was
reduced by at least two percent of GDP over three
years.

Across all the selected episodes, average GDP
growth fell during the adjustment process. Al-
though consistent with the view that a current ac-
count adjustment could entail lower economic
growth, the fall in GDP growth remained modest.
Moreover, this average result could be masking
some divergence of specific results. To explore
this possibility, the episodes were divided into
“expansion” episodes and “contraction” episodes.
This division was made by calculating the change
in average GDP growth from before to after the
onset of current account adjustment. The epi-
sodes were then ranked from highest to lowest.
The seven largest increases in growth rates were
defined as expansion episodes; the seven largest
declines in growth rates were defined as contrac-
tion episodes.

In general, there were statistically significant
differences in economic indicators between expan-
sion episodes and contraction episodes. For ex-
ample, in the expansion episodes, the mean out-

put gap appeared to be below potential before ad-
justing back upward; however, in the contraction
episodes, economies appeared to be operating
above capacity prior to the current account correc-
tion. Mean effective exchange rates were rela-
tively stable during contraction episodes, but fell
during expansion episodes. Mean import indexes
rose during expansion episodes, indicating a
growing economy and increasing import demand.

Overall, Dr. Leduc found little evidence of a dis-
orderly correction scenario for industrial econo-
mies. In episodes where GDP growth fell, there
was no change in the real exchange rate; in these
episodes, the slowing seemed to be the result of
an overheated economy that was cooling. In con-
trast, countries in which real GDP grew the most
also experienced significant real currency depre-
ciation. These findings do not disprove the disor-
derly correction hypothesis, but they do weaken
the historical support for such a scenario.

Dr. Leduc said that it is difficult to take these
findings and apply them to the situation in the U.
S. today. Many of the episodes studied were in
European countries that are much smaller than
the U. S. economy. Indeed, the U. S. economy is
the largest in the world and has the capacity to
affect foreign currencies.

The U. S. issues the world’s major reserve cur-
rency, and most U. S. debt is denominated in dol-
lars. U. S. product, labor, and financial markets
are considered exceptionally flexible and can re-
spond well to disruptions. The impact of all of
these factors is unclear, and these differences
could make the U. S. more or less vulnerable than
the countries studied.

Finally, Dr. Leduc stressed that this analysis
does not identify what could cause a disorderly
adjustment. These findings only study the corre-
lation of certain indicators during adjustments
and cannot determine if the trigger is a policy ac-
tion or some other economic shock.
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Book Review

The World is Flat: A Brief History of the Twenty-First
Century by Thomas L. Friedman (New York, NY;
Farrar, Straus and Giroux, 2005).

By Elijah Slack

With all of the information flying about these days
concerning the effects of globalization, it can be diffi-
cult to distinguish rhetoric from helpful insight. In
his latest book, “The World is Flat,” Thomas Fried-
man of the New York Times does just this by de-
scribing his massive journey to uncover the truth
about globalization. He deconstructs the opportuni-
ties and threats of the rapid technological integra-
tion, and consequent openness, in the modern era. In
the course of his exploration, he comes across the
root cause of success and failure in the emerging so-
phistication of the modern world. He explains why
some are extremely successful in the new hi-tech dy-
namic and others fall behind.

The different threads of this increasingly relevant
topic are woven together masterfully by Friedman as
he brings home the reality of how globalization will
affect us all. The new rules of global engagement
present a significant challenge to the global commu-
nity. Further, Friedman discovers that Americans
find themselves struggling to transition effectively in
this new “flat” world—one of immense interconnec-
tivity and wide open competition. He offers, as both
a warning and promise of hope, that only the people
and institutions that are able to recognize and adapt
to the reality of a flat world will find success amid
the potential turmoil.

The book begins by examining the factors that lead
to the author’s realization that Columbus was
wrong: The world is indeed flat. This newfound
awareness presses him to discover how such a thing
could have happened. He outlines the ten forces that
flattened the world, beginning with the fall of the
Berlin wall and culminating with the creation of
what he calls “the steroids”. The steroids are defined
as the proliferation of easy-to-use technology in digi-
tal, mobile, personal and virtual form. The eight flat-
teners in between include the introduction of Net-
scape, the creation of work flow software, open-
sourcing, outsourcing, offshoring, supply-chaining,
insourcing and in-forming.

The materialization of these ten flatteners alone
was not enough to create a flat world. It needed a
catalyzing effect that Friedman calls the “triple con-
vergence”—the well timed synchronization of the
complimentary action of the ten flatteners, adaptable
business practices and inclusive geopolitical changes.
Friedman predicts that the threats and opportunities
that will emerge in a flat world will cause political,
social and religious allegiances to be reconsidered
and reformed.

The second section of the book narrows its focus to
the impact of a flat world on America. The economic
benefits of free trade are balanced against the poten-
tial dangers that foreign labor poses to the American
workforce. Many new workers in emerging market
economies who were previously isolated from the
global market, have entered it with an education and
eagerness to produce at wages much lower than the
American standard.

Friedman acknowledges that the multiple benefits
touted by proponents of open borders are desirable
and likely correct. Concurrently,hard-working
Americans have legitimate concerns about the influx
of outside labor. The barriers that for so long pro-
tected many of the staple industries, which produced
secure employment for the American working class,
are coming down. And workers in other countries,
who have education and ambition, are pouring into
the global workforce. They do so with little regard to
these historically effective barriers, which are in-
creasingly irrelevant thanks to the ten flatteners and
the triple convergence.

These new foreign workers are not just performing
the work that receives so much publicity, in call cen-
ters and as computer engineers, but in other fields as
well. Friedman relays his experiences of foreign
workers who perform a wide variety of services ef-
fectively and at a lower cost than Americans: reading
X-rays, doing taxes and taking fast food orders.

Friedman argues that a reconciliation between
American fear and the possible gains from trade
must occur in order for Americans to willingly ac-
cept the frightening concept of a flat world. It must
be made clear to the public how they will benefit and
what steps will be taken to ensure a smooth transi-
tion. Yes, American jobs are being lost, but that isn’t

(Continued on page 8)
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the whole story. As wealth finds its way into India,
China and other emerging countries, a middle class
of sophisticated workers will appear where none ex-
isted, creating a whole new group of consumers who
will demand American services, just as Americans
demand theirs. Thus, emerging markets not only of-
fer a source of cheap and effective labor but also a
new marketplace for American goods and services.

To capitalize on the opportunities and mitigate the
challenges the American workforce must be flexible,
highly motivated and ably trained. The education
and work ethic at the core of America must meet the
expectations of an increasingly demanding market-
place. Meeting the challenges posed by a flat world
economy must be a joint effort between the leaders
of the country and the workforce. Friedman does not
believe that the stampeding heard of upgrades and
fiber optic cables that are opening the global market
can, or should, be stopped. America possesses the
necessary resources for success in the global environ-
ment; it is simply a matter of whether they are prop-
erly applied.

The discussion moves from America to the flat
world in a larger context. The challenges that Amer-
ica faces are very real but not singular in their diffi-
culty. Virtually every country is trying to identify its
niche and come to terms with the realities of expand-
ing globalization. Traditional concepts that are not
conducive to this process can be difficult to change,
even when they conflict with a popular desire to be
plugged into contemporary society. Countries must
learn how to encourage exhaustive human develop-
ment and get the most out of it, despite any discour-
aging religious or social belief. They must discover
methods of efficient collaboration with other coun-
tries, overcoming mistrust or animosity to the out-
side world. They must become a sincerely open soci-
ety to create credibility with potential partners, cus-
tomers and investors without consideration to any
traditional urge to withhold information. The coun-
tries that are able to do this will succeed where oth-
ers fail.

Companies now must evaluate themselves in much
the same way that countries do. Companies that
thrived in the time before a flat world are finding
that the falling barriers are creating previously uni-
maginable competition. As technology proliferates
and production is manifestly more able to accommo-
date progressively individualized demand, addi-

tional producers can enter the market. Individuals
are wielding technology to successfully compete
against corporations. The small can act large and the
large must figure out how cater to the small. It has
become a race to produce the most customized prod-
uct most rapidly at the least cost. Friedman compares
the process to ice cream: People don’t just want va-
nilla ice cream anymore, they want vanilla ice cream
with syrup, whip cream and a cherry on top. In order
to accomplish this, technology must be used to its
maximum and collaborations with suppliers and
customers become an intrinsic part of the business
plan. Success requires that all avenues of improve-
ment be explored and developed.

Clearly the flattening world has had an extensive
impact on numerous individuals and institutions,
but it is far from a comprehensive event. Populations
in far-reaching areas remain untouched by modern
globalization and are still living outside the flat
world. Disease, corruption and disempowerment are
crippling forces that have ossified progress and ce-
mented the existence of an unflat world. Friedman
believes that the way to combat these forces is to ac-
tively fight them; for example, by making modern
medical and educational facilities available to people
in the unflat world. Economic and democratic devel-
opment will tap the currently wasted human ability
and create a multitude of potential new collabora-
tors. It is advantageous for all to offer oppressed,
marginalized people, who represent a valuable un-
tapped resource, a chance to join the global commu-
nity.

Friedman concludes that we are becoming an
global community of unique openness and opportu-
nity. Unfortunately, a myriad of pitfalls accompanies
this transformation. The choice before us is whether
the world will ambitiously move forward into a pe-
riod of unprecedented growth, global cooperation
and human stimulation despite the hardships that
are sure to accompany it. Alternatively, nations may
succumb to fear of change and the unknown. Fried-
man views this as a vital time in the history of the
world that will reveal the essence of human nature,
and believes that the optimistic imagination embed-
ded in each of us empowers us to meet the chal-
lenges of the flat world.

Elijah Slack is the personal income analyst in the na-
tional income and wealth division at the Bureau of Eco-
nomic Analysis. The opinions expressed in this review are
his own.
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