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Why don’t we see a global
productivity boom?

Step away from the lamppost
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“How do we know when irrational exuberance has unduly escalated asset values...?”

“We should not underestimate or become complacent about the complexity of the interactions of asset
markets and the economy.... asset prices particularly, must be an integral part of [analysis]”

“There is, regrettably, no simple model of the American economy that can effectively explain the levels
of output, employment, and inflation. In principle, there may be some unbelievably complex set of
equations that does that. But we have not been able to find them.”
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Comparing cycles: Irrational exuberance versus today

Capex share of US GDP
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Drivers of the dollar cycle: Innovation waves & capex booms

The dollar cycle: a 17.25-year cosine?
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A new idea
riggers a cascade
of innovation
centered in the US

Spectrograms: US dollar, Capex/GDP &
Variance share current account balance/GDP
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Figure 1: The anatomy of a dollar cycle

"As the US capex boom matures, non-U

economies increasingly participate in the
economic up swing,

The innovations spark an
investment boom in the US as the
marginal product of capital rises

The rise in trend US growth pulls new
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MPK advantage falls
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What's driving the current innovation cycle? Localization

Advanced economy investment shares
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Flat manufacturing productivity growth? No practice

US durable goods manufacturing
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Why is Localization seemingly only in the US? “Ecosystems”

Relative density & number of the top 1,000 universities, selected countries
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Global bifurcation & its distributional consequences

» Global entropy is bifurcating finance, trade & technology along lines of

geopolltlcal alliance
Two technology leadership centers: Anglo-sphere & China
*  Access to cutting-edge technologies increasingly controlled within spheres
* Trade restrictions increasing as economic incompatibility grows
* Defense arms race to reinforce technology & capex booms

* Localization implies less TFP transfer, thus less convergence
«  Emerging markets convergence largely due to “hyperglobalization”
*  Globalization transferred both capital & know-how (TFP)
* Localization leaves TFP & capital laggards behind
«  Europe largely stopped converging in the 1990s, most EMs by 2010
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