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Are federal fiscal deficits accelerating deindustrialization in the United States? For
four decades, employment in U.S. manufacturing as a share of the labor force has fallen
further and faster than in other industrial countries. In the mid-1960s, manufacturing
output was 27 percent of GNP and its share of employment was 24 percent. By 2003,
these numbers had fallen to about 13.8 percent and 10.5 percent, respectively. Employment in manufacturing remains particularly weak in 2004, with an absolute decline of
18,000 jobs in September in the Labor Department’s payroll survey.
Budget deficits arising from large tax cuts without offsetting spending cuts decrease
U.S. savings and increase the current account deficit. On October 6, House and Senate
negotiators approved a new tax bill that gives corporations and farmers about $145
billion worth of rate cuts-on top of what were already unprecedented fiscal deficits.
Ironically, the net result of this new bill, called the American Jobs Creation Act of
2004, is likely to be a further decline in manufacturing employment.
The United States is the world’s champion borrower in international markets. Foreign
central banks, which hold more than half the outstanding stock of U.S. Treasury bonds,
have become the principal source of finance for the federal government’s bourgeoning
fiscal deficits — about 4 percent of GDP in 2004. Besides this massive government
dissaving, meager saving by American households forces U.S corporations also to borrow
abroad to supplement finance for domestic investment.
The upshot is a current account deficit of more than $600 billion per year, a measure
of overall net borrowing from foreigners, amounting to almost 5.5 percent of U.S. GDP
in 2004. Although reaching a crescendo in 2004, heavy foreign borrowing and associated
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trade deficits really began in earnest in the 1980s. Now America’s cumulative net
foreign indebtedness is about 30 percent of GDP and rising fast.
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how does America’s heavy foreign borrowing impinge on
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factures alone has been about as big as the current account
deficit, i.e., as big as America’s saving shortfall-as shown
in Chart 1.

In the 1980s, employment in manufacturing began to shrink
substantially because of the then large current account
deficit (Chart 1) attributed to the then large fiscal
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Chart 1: US Current Account Balance and Manufacturing Sector Trade Balance (% of GDP)
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2004 — also shown in Chart 1.The main component remains

outsourcing, the claim that East Asian countries (particu-

the trade deficit in manufactures, leading to intensified

larly China) undervalue their exchange rates, the

shrinkage in American manufacturing employment.
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Is there cause for concern? Note that I do not suggest
that the trend in overall employment has decreased, but
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than in other sectors. And it is hard to imagine the U.S.

changes, or tax and other subsidies to American manu-

sustaining its technological leadership with no manufac-

facturing that further increase the U.S. fiscal deficit. The

turing sector at all.

proper way of reducing protectionist pressure and relieving
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Chart 2: Projection of Labor Growth in Manufacturing under Balanced Manufacturing Trade
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